Productivity Commission

R P o e . .
Childcare and Early 1 rodgct1v1ty Commission
nquiry Report

Childhood Learning | Volume 2

———




© Commonwealth of Australia 2014

ISSN  1447-1329

ISBN 978-1-74037-514-6 (Set)

ISBN  978-1-74037-515-3 (Volume 1)
ISBN  978-1-74037-516-0 (Volume 2)

Except for the Commonwealth Coat of Arms and content supplied by third parties, this copyright work is
licensed under a Creative Commons Attribution 3.0 Australia licence. To view a copy of this licence, visit
http://creativecommons.org/licenses/by/3.0/au. In essence, you are free to copy, communicate and adapt the
work, as long as you attribute the work to the Productivity Commission (but not in any way that suggests the

Commission endorses you or your use) and abide by the other licence terms.

Use of the Commonwealth Coat of Arms

For terms of use of the Coat of Arms visit the ‘It’s an Honour’ website: http://www.itsanhonour.gov.au

Third party copyright
Wherever a third party holds copyright in this material, the copyright remains with that party. Their

permission may be required to use the material, please contact them directly.

Attribution

This work should be attributed as follows, Source: Productivity Commission, Childcare and Early Childhood

Learning.
If you have adapted, modified or transformed this work in anyway, please use the following, Source: based

on Productivity Commission data, Childcare and Early Childhood Learning.

An appropriate reference for this publication is:

Productivity Commission 2014, Childcare and Early Childhood Learning, Inquiry Report No. 73, Canberra.

Publications enquiries

Media and Publications, phone: (03) 9653 2244 or email: maps@pc.gov.au

The Productivity Commission

The Productivity Commission is the Australian Government’s independent research and
advisory body on a range of economic, social and environmental issues affecting the welfare of
Australians. Its role, expressed most simply, is to help governments make better policies, in the
long term interest of the Australian community.

The Commission’s independence is underpinned by an Act of Parliament. Its processes and
outputs are open to public scrutiny and are driven by concern for the wellbeing of the
community as a whole.

Further information on the Productivity Commission can be obtained from the Commission’s
website (www.pc.gov.au).




Australian Government

Productivity Commission

Canberra Office

Level 2, 15 Moore Street
Canberra City ACT 2600
GPO 1428

Canberra City ACT 2600

Telephone 02 6240 3200
Facsimile 02 6240 3399

Melbourne Office
Telephone 03 9653 2100
31 October 2014 WWW.pC.gov.au
The Hon Joe Hockey MP
Treasurer
Parliament House
CANBERRA ACT 2600

Dear Treasurer

In accordance with Section 11 of the Productivity Commission Act 1998, we have pleasure
in submitting to you the Commission’s final inquiry report on Childcare and Early
Childhood Learning.

Yours sincerely

A '

St T

Wendy Craik Jonathan Coppel
Presiding Commissioner Commissioner



Terms of reference

I, Joseph Benedict Hockey, Treasurer, pursuant to Parts 2 and 3 of the Productivity
Commission Act 1998, hereby request that the Productivity Commission undertake an
Inquiry into Child Care and Early Childhood Learning.

Background

The Australian Government is committed to establishing a sustainable future for a more
flexible, affordable and accessible child care and early childhood learning market that
helps underpin the national economy and supports the community, especially parent's
choices to participate in work and learning and children's growth, welfare, learning and
development.

The market for child care and early childhood learning services is large, diverse and
growing, and it touches the lives of practically every family in Australia. Almost all
children in Australia participate in some form of child care or early learning service at
some point in the years before starting school. In 2012, around 19,400 child care and early
learning services enrolled over 1.3 million children in at least one child care or preschool
programme (comprising around 15,100 approved child care services and 4,300
preschools). The Australian Government is the largest funder of the sector, with outlays
exceeding $5 billion a year and growing. It is important that this expenditure achieves the
best possible impact in terms of benefits to families and children as well as the wider
economy.

The child care and early learning system can be improved because:

o families are struggling to find quality child care and early learning that is flexible and
affordable enough to meet their needs and to participate in the workforce

« asmall but significant number of children start school with learning and developmental
delays

o there are shortfalls in reaching and properly supporting the needs of children with
disabilities and vulnerable children, regional and rural families and parents who are
moving from income support into study and employment

o services need to operate in a system that has clear and sustainable business
arrangements, including regulation, planning and funding

o there is a need to ensure that public expenditure on child care and early childhood
learning is both efficient and effective in addressing the needs of families and children.
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The Australian Government's objectives in commissioning this Inquiry are to examine and
identify future options for a child care and early childhood learning system that:

« supports workforce participation, particularly for women

o addresses children's learning and development needs, including the transition to
schooling

 is more flexible to suit the needs of families, including families with non-standard work
hours, disadvantaged children, and regional families

o is based on appropriate and fiscally sustainable funding arrangements that better
support flexible, affordable and accessible quality child care and early childhood
learning.

Scope of the inquiry

In undertaking this Inquiry, the Productivity Commission should use evidence from
Australia and overseas to report on and make recommendations about the following:

1. The contribution that access to affordable, high quality child care can make to:

(a)
(b)

increased participation in the workforce, particularly for women

optimising children's learning and development.

2. The current and future need for child care in Australia, including consideration of the
following:

(a)
(b)
(©)
(d)

(e)
69
(8)
(h)
€]

W)

(k)
M

hours parents work or study, or wish to work or study
the particular needs of rural, regional and remote parents, as well as shift workers
accessibility of affordable care

types of child care available including but not limited to: long day care, family day
care, in home care including nannies and au pairs, mobile care, occasional care, and
outside school hours care

the role and potential for employer provided child care
usual hours of operation of each type of care
the out of pocket cost of child care to families
rebates and subsidies available for each type of care

the capacity of the existing child care system to ensure children are transitioning
from child care to school with a satisfactory level of school preparedness

opportunities to improve connections and transitions across early childhood
services (including between child care and preschool/kindergarten services)

the needs of vulnerable or at risk children

interactions with relevant Australian Government policies and programmes.
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Whether there are any specific models of care that should be considered for trial or
implementation in Australia, with consideration given to international models, such as
the home based care model in New Zealand and models that specifically target
vulnerable or at risk children and their families.

Options for enhancing the choices available to Australian families as to how they
receive child care support, so that this can occur in the manner most suitable to their
individual family circumstances. Mechanisms to be considered include subsidies,
rebates and tax deductions, to improve the accessibility, flexibility and affordability of
child care for families facing diverse individual circumstances.

The benefits and other impacts of regulatory changes in child care over the past decade,
including the implementation of the National Quality Framework (NQF) in States and
Territories, with specific consideration given to compliance costs, taking into account
the Government's planned work with States and Territories to streamline the NQF.

In making any recommendations for future Australian Government policy settings, the
Commission will consider options within current funding parameters.

Process

The Commission is to undertake an appropriate public consultation process including
holding hearings, inviting public submissions and releasing a draft report to the public.

The final report should be provided before the end of October 2014.

J. B. Hockey
Treasurer

[Received 22 November 2013]
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7

Regulation of ECEC providers

Key points

Governments regulate ECEC to ensure minimum standards and assist parents in evaluating
quality. The cumulative impact of ECEC regulation is considerable.

There is broad support for the National Quality Framework (NQF), which has established a
minimum national standard for ECEC and is acknowledged as improving the quality of care
provided.

— It has reduced some regulatory burdens for providers, but the overall burden could be
further reduced without detrimentally affecting the quality of care provided. This could be
achieved by:

simplifying the National Quality Standard, while remaining conscious that the sector
has recently adapted to new requirements and any changes should be implemented
at an appropriate pace

tailoring requirements that are currently in excess of those needed to ensure
acceptable quality, so they are more appropriate to the nature of the care provided
(such as by removing child-based reporting for outside school hours care services)

adopting the national requirements in jurisdictions that currently mandate staff ratios
and qualification requirements that are stricter than those prescribed under the NQF.

The scope of the NQF should be extended to include all services that receive Australian
Government subsidies as soon as practicable, with suitable tailoring of requirements.

Qualification requirements for centre-based services should be amended so that services
have the flexibility to determine a sufficient number of diploma qualified staff for children
aged under 36 months, rather than this number being prescribed. The number of early
childhood teachers required is based only on the number of children aged over 36 months.
Staff ratios for home-based services should be amended to allow educators to care for more
children when all children in care are aged over 24 months. National requirements should be
developed for school age children.

— National staff ratios and qualification requirements should be reviewed as evidence
emerges on their appropriateness.

Quality assessment and ratings processes need to be urgently revised:

— changes should be made to how a service’s overall rating is determined to ensure it more
accurately reflects service quality

— the pace of assessments must be increased.

There is scope to reduce the burden of state and territory regulations by harmonising
‘working with children checks’ and streamlining food safety requirements.

Local government planning regulations (such as limitations on service size and parking
requirements) can reduce the viability of ECEC services. Planning requirements should
specifically allow for convenient siting of future ECEC services, such as close to schools or
other community facilities. Local governments should not regulate building interiors or
children’s outdoor areas within the property.
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7.1 Rationales for regulating ECEC

There are two key rationales for regulating ECEC:

« ensuring that minimum quality standards are maintained across all services to safeguard
children’s safety and improve developmental outcomes

« supporting family decisions through the provision of information — helping reduce the
asymmetry between families and service providers by making it easier to determine
service quality; thereby also acting as an incentive for services to provide higher quality
care.

By supporting these rationales, regulations also help ensure that taxpayer funds are
efficiently spent (on care that is of acceptable quality).

Minimum standards should include requirements that are essential to operating an ECEC
service, such as required outcomes of educational programs, and standards that are likely
to alleviate substantial risks for children, such as those relating to health and safety and the
physical environment.

Such standards should be strictly enforced — that is, failure to comply with a minimum
standard should attract a penalty corresponding to the significance of the non-compliance,
with the service’s licence revoked in the most extreme cases. Enforcement of such
standards gives families confidence in the quality of ECEC services by providing an
assurance that their children will be safe and their basic educational needs will be met.

Governments may then also choose to introduce further measures that are not essential to
the operation of a service, such as a quality rating system, to help inform families of ECEC
quality beyond these minimum standards (and therefore improve the operation of the
ECEC market). In such a system, services have the option to offer higher quality care and
families can choose to seek out such services. By making it easier for families to identify
higher quality services, a regulatory system that includes information provision
mechanisms can also provide an additional incentive for services to exceed minimum
quality standards.

In addition to national regulations, ECEC services are also affected by additional state and
territory and local government regulations (figure 7.1). The remainder of this chapter
explores both the core national regulations (section 7.2), which include enforceable
standards and a quality rating system, and a selection of other state and local regulations
affecting ECEC services (section 7.3).
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Figure 7.1 Broad types of regulations affecting ECEC services

& + The National Quality Framework (discussedin section 7.2 and appendix F}“'\

+ Family Assistance Law Requirements (discussedin chapter 10)

- operational requirements for services approved to receive Government
assistance

Other standards and licensing

+ for some Budget Based Funded services

4
Education legislation \\
— for some preschools (particularly those attached to schools)
Other standards and licensing for:
- some Budget Based Funded services
- some other services outside Australian Government funding arrangements
Child protection (background checks for educators)

. Food safety y
\\

Planning and zoning

— Locational criteria

= Parking requirements

- Noise restrictions

— Size and operational restrictions

4

@ The National Quality Framework, while implemented nationally, is established by laws enacted in each
state and territory.

7.2 The National Quality Framework

The National Quality Framework (NQF) — further details in appendix F — is the most
significant suite of regulations affecting the ECEC sector. It sets the minimum standards
and establishes a ratings system for most long day care (LDC), family day care (FDC),
preschool and outside school hours care (OSHC) services in Australia.

The NQF has been in operation since 2012 and most aspects have been generally positively
received by ECEC stakeholders. A summary of findings from consultations with more than
2 000 interested parties (including ECEC providers, peak ECEC bodies and organisations
and parents) for the 2014 National Quality Framework Review (discussed later) found:

The majority of stakeholders believe the implementation of the National Quality Framework
has resulted in improved quality of early childhood education and care across the sector ...

Respondents from the sector felt the National Quality Framework has enhanced the
professionalisation of the workforce due to the qualification requirements and the increased
focus on ongoing professional learning and development and reflective practice.

While families’ awareness of the National Quality Framework was extremely limited, those
who were consulted supported the goal of the National Quality Framework to increase the
quality of education and care within a nationally consistent sector. (Woolcott Research 2014,

p-4)
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Inquiry participants (for example, Guardian Early Learning Group, sub. 274; UnitingCare
Children’s Services, sub. 326; Early Childhood Australia, sub. 383; Helen Dalgleish,
sub. 56; Denise Harden, sub. 105) also expressed support for the NQF.

The introduction of the NQF reduced some regulatory burdens for ECEC providers,
particularly by lowering overlap between separate jurisdictional regulations. However,
many in the sector have raised concerns regarding the compliance costs resulting from, and
administration of, some aspects of the NQF (such as Goodstart Early Learning, sub. 395;
who are otherwise broadly positive about its implementation). These concerns particularly
relate to administrative burden and inconsistency in assessments (see for example,
Minister’s Education and Care Advisory Council, Tasmania, sub.290; Australian
Childcare Alliance, sub. 310).

Although the NQF was developed over a number of years by the Council of Australian
Governments (COAG) and a regulatory impact analysis was conducted to consider its costs
and benefits, the net benefits of the reforms have not been clearly established. This is
because a key challenge with ECEC policy is that the benefits of regulations in the sector
are difficult to reliably quantify (box 7.1). Notwithstanding this challenge, the COAG
regulatory impact statement for the NQF concluded that it will deliver net benefits over the
long term:

A definitive assessment of the net impacts ... is clearly impeded by the inability to reliably
quantify the benefits of the proposed reforms. ... [W]hile a reliable quantitative analysis of the
net benefits is not possible, it is the expert view of the NECDSC [National Early Childhood
Development Steering Committee] that the reforms will deliver net benefits over the long term.
(2009¢, p. 55)

Given the substantial costs of the NQF (box 7.1) and the difficulty of reliably quantifying
benefits, it is important to examine claims of undue regulatory burden in the sector and
determine the potential to reduce this burden in a manner that does not significantly impact
on the quality of education and care provided. Some in the sector have suggested that
reform of the National Quality Standard (NQS) should not be considered before all
services have been assessed and rated. However, the Commission is of the strong view that
the process of considering and implementing changes to the NQS should begin now since,
as noted by ACECQA (sub. DR641), the process of securing agreement from governments
and making any necessary amendments to the National Law or National Regulations
means that changes would likely not come into effect until 2016 — by which time most
services will have been assessed and rated.
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The NQF encompasses a number of elements, each of which will be considered below:

the National Quality Standard

— including staffing requirements (educator-to-child ratios and qualification
requirements), which will be considered in a separate section of this chapter

the assessment and rating process
administrative requirements

the exclusion of some service types.

Box 7.1 Quantifying the net benefits of the NQF

Benefits

The benefits of regulating ECEC generally relate to children’s developmental outcomes, are
challenging to quantify, and also appear to vary substantially. Influences on benefits include not
only aspects relating to ECEC services (such as the educational program, staffing
arrangements, environment etc.), but also a range of other family and child related factors
(chapter 5). The precise way in which aspects of ECEC provision affect these benefits is largely
unclear. As stated by COAG:
It needs to be noted that while research has shown that certain [ECEC] programs have returned
positive cost benefit results, there is as yet insufficient information to conclude which aspects or
characteristics of a program underlie this success, in particular in relation to experience prior to
kindergarten. (COAG 2009e, p. 50)

Costs

In contrast, the incremental cost of the reforms — that is, the additional cost imposed on top of
previously existing regulatory costs — are easier to quantify and were estimated to be
$1.6 billion over 10 years, measured in 2009 dollars, mostly due to increased staffing costs
(COAG 2009¢e, p.55). The former Australian Government Department of Education,
Employment and Workplace Relations estimated that parents will bear approximately 50 per
cent of this cost, the Commonwealth Government 47 per cent, and services, their staff and state
and territory governments the remaining 3 per cent (COAG 2009e, p. 41).

Source: COAG (2009¢).

In parallel with this inquiry, there are additional review processes being undertaken by the
Australian Children’s Education and Care Quality Authority (ACECQA) and the
Australian and state and territory governments (the 2014 Review of the NQF) (box 7.2).
Where possible throughout the inquiry, the Commission has taken the streamlining work of
ACECQA into account, and also understands that this inquiry will inform the further work
of ACECQA and the 2014 Review of the NQF.
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Box 7.2 2014 Review of the NQF and ACECQA'’s streamlining work

The 2014 Review of the NQF

The arrangements of the National Partnership Agreement (NPA) on the National Quality
Agenda for Early Childhood Education and Care (the agreement between the Commonwealth,
states and territories to implement the NQF) are to be reviewed every five years, beginning in
2014.

The 2014 review aims to assess whether the objectives and outcomes of the NPA have been
achieved and consider whether further changes should be made to ensure its objectives can be
achieved in the most practical and effective way. The review will examine, among other matters:

« whether the NQF has improved the efficiency and cost-effectiveness of the regulation of
services

o whether the NQF has reduced the regulatory burden for providers and regulatory authorities
o the effectiveness of the assessment and rating process

e governance arrangements for the NQF, including the role of ACECQA.

ACECQA'’s streamlining process

In addition to the above review, the Commission understands that ACECQA will continue to
explore ways to streamline the NQF’s assessment and ratings processes (some changes have
already been made, discussed below). Changes to these processes can be made easily, since
they do not require amendments to the National Law or National Regulations.

The National Quality Standard

The National Quality Standard (NQS, box 7.3) and the associated quality ratings system
establish a benchmark for the quality of ECEC services that fall under the NQF (detail in
appendix F). There appears to be widespread recognition that the regulatory burden on
services could be further reduced by streamlining the NQS (as noted in ACECQA 20131)
(box 7.4) and removing or altering individual elements of the NQS that are unnecessarily
burdensome. This section also explores ways to tailor the NQS to different service types,
where doing so will not reduce regulatory effectiveness or net benefits for the community.
Adopting the changes proposed in this section, and those relating to staff ratios and
qualification requirements in the next section, will reduce unnecessary red tape for services
and make assessment an easier process for both services and regulators.
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Box 7.3 The National Quality Standard

The NQS groups standard for ECEC into seven broad ‘quality areas’ (QA):
e educational program and practice (QA1)

e children’s health and safety (QA2)

e physical environment (QA3)

o staffing arrangements (QA4)

o relationships with children (QA5)

o collaborative partnerships with families and communities (QAG)

e leadership and service management (QA7).

Simplifying the NQS while maintaining net benefits to the community

The Commission understands that the 2014 Review of the NQF will be exploring ways to
simplify the NQS. The Commission has sought in this report to identify an appropriate
framework and underlying principles for simplifying the NQS that can inform the review
process and guide reforms.

To be worthwhile, any process of simplifying the NQS must result in net benefits to the
community (box 7.4). The Commission agrees with ACECQA’s contention that the NQS
can be simplified without compromising the integrity of the rating instrument:

Simplifying the NQS would have a direct measurable benefit to providers, educators and the
state and territory governments in reduced paperwork, compliance costs and administration
overheads.

... ACECQA contends that NQS simplification must and can maintain the benefit to children,
and the NQF’s focus on improving service quality while reducing paperwork.

... Feedback from regulatory authorities is that some features of the NQS could be removed or
modified without compromising the instrument’s benefit to children and families.
(20131, p. 11)

Simplifying the NQS could involve either removing or amending some elements (the types
of elements that may be appropriate to change are discussed below). On balance, the
Commission considers that removing elements, where possible, is preferable to amending
them because this makes the process of simplifying the NQS straightforward and allows
for consistency between past and future ratings; since past ratings can be amended to not
include any elements that have been removed. This is not to say, however, that amending
some elements should not still be considered as a feasible option.
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Box 7.4 Potential benefits of simplifying the NQS

¢ Reduction in the time and effort involved in preparing and maintaining Quality Improvement
Plans (which must be linked back to the NQS) and preparing for quality assessment visits.

e Reduction in the number of times service policies and procedures must link to the NQS,
reducing the volume of paperwork.

e Reduction in the resources regulatory authorities require to conduct a quality assessment
and rating cycle of all services.

e Reduction in the complexity of individual rating visits; making it easier to more consistently
assess services and provide useful feedback and reducing the time it takes to do so.

e Reduction in the volume and complexity of professional development, training and guidance
materials for providers, educators and state and territory regulatory staff.

e Increased focus of providers and educators and time spent on those standards that
contribute most benefit to children.

e Ratings are made ‘fairer’ by removing unnecessary elements, since not meeting one
element results in a lower overall rating (discussed later in the chapter).

Source: Adapted from ACECQA (2013h).

When considering ways to simplify the NQS, policy makers should also remain conscious
that the sector has recently adapted to the NQS and any changes should be implemented at
an appropriate pace that ensures excess burden is reduced as soon as practically possible,
while avoiding reform fatigue.

Elements that could be removed from the NQS are those that do not align with the
rationale for the NQS (that is, they do not assist in ensuring minimum quality standards
and/or provide no or limited benefit to families because they do not provide useful
information about quality that reduces the information asymmetry between families and
services), in particular elements that:

« are not reflective of the quality of care for children (for example, elements relating to a
service’s ‘sustainability’, discussed in box 7.5)

« have little or no measurable significance to the service’s quality area or overall rating
levels (that is, their removal would not compromise the integrity of the information
provided to families)

o reflect minimum standards in the National Regulations (that is, they represent the
standard practice of all services and are therefore separate from the quality rating
instrument).

While some of the elements identified through these three approaches may not be
particularly complex or impose a significant cost on services, simplifying the NQS aims to
address the issue of cumulative burden; meaning any element that imposes a cost on
services while providing limited or no benefits should, as far as practicable, be removed
where this will result in net benefits to the community.
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Box 7.5 Sustainability elements in Standard 3.3
There are two elements in the NQS that relate to sustainability and environmental practices:

e Standard 3.3 — The service takes an active role in caring for its environment and
contributes to a sustainable future.

— Element 3.3.1 — Sustainable practices are embedded in service operations.

— Element 3.3.2 — Children are supported to become environmentally responsible and
show respect for the environment.

While some stakeholders expressed support for these elements (for example, UnitingCare
Children’s Services, sub. 326), many submissions argued that they should be removed.
Submissions claimed that these elements are:

e too subjective and therefore challenging to comply with (for example, St Leonards Primary
School Out of School Hours Care, sub. 110; Montessori Australia Foundation, sub. 357)

e unnecessarily adding to the cumulative burden on services because they do not directly
relate to the quality of the service (for example, Centre Support Pty Ltd., sub. 268; Australian
Childcare Alliance, sub. 310) — that is, sustainability in ECEC services is not something that
should be regulated by government.

The following view reflects such concerns:
Educators are finding they are diverting their attention away from actually engaging with the children to
planning how they are going to ‘engage’ the broader community in their sustainability program.
Assessors are rating services low in this area even though services are connecting with recycle
agencies, water authorities and such. There are no set bench marks or stated criteria that educators
can draw upon as a basis for this element and this is causing a great deal of angst. (Australian
Childcare Alliance, sub. 310, appendix 2, pp. 4-5)

Over one-fifth of all services do not meet at least one of the sustainability elements (and
therefore receive a Working Towards NQS rating for Standard 3.3) (ACECQA administrative
data, 20 January 2014). The proportion of services not meeting these two elements is a cause
for concern, given the way that a single unmet element can lower a service’s overall rating
(discussed later in the chapter).

Tailoring elements of the NQS to different service types

The Commission considers that some NQS elements are not appropriate for all service
types. In particular, given that children attending OSHC will spend, or will have spent, a
full day in a formal schooling environment with a degree qualified teacher, it seems
excessive to require OSHC (or vacation care) services to develop and document a
curriculum and record educational outcomes for every child — especially considering that
many children may be in care for as little as one hour per session and may only attend
sessions sporadically. As noted by the Maitland Baptist Church:

... the educational and child-based reporting requirements are impossible to implement [in
OSHC] due to the many and varied times that children come and go and as parents pick up and
drop off. (sub. 480, p. 7)
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This view has been repeated in numerous submissions (for example, AlburyCity OOSH
Services, sub, DR746; YWCA Australia, sub. DR752) and is supported by research
conducted by ACECQA (2013h, p. 18, appendix D), which indicates that many educators
in the OSHC sector perceive themselves as primarily offering ‘care’ rather than
‘education’. ACECQA notes that:

some OSHC providers thought that educational programming and documentation
requirements were not appropriate to the specific characteristics of OSHC. ... This finding was
also supported by open-ended feedback obtained through the perception survey [conducted by
ACECQA for the Report on the National Quality Framework and Regulatory Burden], which
indicated a perception that documenting children’s learning is impractical due to the large
numbers of children enrolled at the services for relatively short periods of time, and the higher
turnover of staff in the sector. (20131, p. 14)

The Commission considers that some requirements relating to educational programming
should not apply to OSHC (and vacation care) services. These include at least all elements
of, and regulations associated with, QA1 (educational program and practice) (box 7.6).
Since educational programming represents the largest ongoing administrative cost related
to the NQF (ACECQA 2013h), removing or modifying these requirements should
significantly reduce the regulatory burden on OSHC and vacation care services. In
addition, some elements of QA6 (collaborative partnerships with families and
communities) appear to reflect services and responsibilities that a school is likely to
already provide and should similarly not apply to OSHC and vacation care services
(box 7.6). This does not mean that these services should not strive to deliver outcomes
associated with these elements; simply that governments should not require them to do so.

Box 7.6 NQS elements that should not apply to OSHC services
QA1

Services should still be expected to use the My Time, Our Place framework for school age care
to help guide a play-based educational program. However, elements of QA1 should be removed
or significantly altered in a way that means services are not required to provide child-specific
documentation and programming. This requirement appears to be the underlying source of
administration costs associated with QA1 and, given the relatively informal and sometimes
sporadic nature of the care provided and short care sessions, unnecessary for OSHC services.

QA6

Further to these educational elements, a number of elements in QA6 appear to reflect services
and responsibilities that a school is likely to already provide:

e Element 6.2.2: Current information is available to families about community services and
resources to support parenting and family wellbeing

e Element 6.3.1: Links with relevant community and support agencies are established and
maintained

e Element 6.3.4: The service builds relationships and engages with the local community.
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In addition to elements in QA1 and QA6, the Commission has heard anecdotal evidence of
some OSHC and vacation care services (particularly the latter) struggling to meet the
physical environment requirements of the NQS (QA3), especially where they operate on
school grounds and have to share facilities or otherwise do not have complete control of
their facilities. For example, services may not receive permission from schools to build a
garden or implement a recycling program, and therefore find it difficult to meet
sustainability requirements. The Commission has also heard that some services find it
difficult to display required signage for similar reasons. Governments should consider
whether these elements of the NQS should also be tailored for OSHC services.

As well as tailoring the NQS to suit OSHC and vacation services, policy makers should
appropriately tailor requirements for any new services that might be brought under the
scope of the NQF (discussed later in the chapter). The Commission has not heard
significant concerns regarding the application of the NQS to FDC services (excluding staff
ratios, discussed below), however further tailoring for these services should not be ruled
out.

RECOMMENDATION 7.1

To simplify the National Quality Standard, governments and ACECQA should identify
elements and standards of the National Quality Standard that can be removed or
altered while maintaining outcomes for children.

RECOMMENDATION 7.2

Governments and ACECQA should remove educational and child-based reporting
requirements for outside school hours and vacation care services, and consider other
ways to tailor the National Quality Standard to suit different service types.

Staff ratios and qualification requirements

The NQF imposes minimum educator-to-child ratios (staff ratios) and qualification
requirements for services caring for children under school age, which vary between
centre-based and family day care services (detail in appendix F). The key policy challenge
regarding these ratios and qualifications is that it is impossible to tell whether they have
been set at appropriate levels. This is because there is limited evidence to support specific
settings for these requirements or to reliably quantify their benefits. As stated by COAG:

. the optimal standard for these variables [qualification levels and staff ratios] and the
quantitative difference in educational outcomes associated with different levels is unclear.

... It is worth highlighting that the research on the effect of child care quality on children’s
educational outcomes does not distinguish between different starting points for the improved
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ratios. That is, it says nothing about the relative benefits of an improvement in staff-to-child
ratios from 1:5 to 1:4 versus a subsequent move from 1:4 to 1:3. (COAG 2009¢, p. 98)

Warren and Haisken-DeNew (2013) — in a study that provides direct comparisons of the
effect of the type of qualification held by pre-school teachers on later cognitive outcomes
— found that average National Assessment Program — Literacy and Numeracy (NAPLAN)
scores were highest among children whose preschool teacher had a diploma level
qualification; and the difference between these scores and those of children whose teacher
held a degree level qualification were not statistically significant. They also noted that:

.. recent studies of the relationship between pre-school teacher qualifications and children’s
cognitive outcomes have found contradictory results, and there is no conclusive evidence that a
teacher with a Bachelor degree, or any other specific level of education, will ensure a
high-quality pre-school classroom or better cognitive outcomes.
(Warren and Haisken-DeNew 2013, p. 9)

These general concerns also extend to determining staff ratios and qualification
requirements for specific aspects of ECEC, such as for different age groups (chapter 5 and
below) or service types (such as family day care, discussed below).

The inability to distinguish the benefits of variations in staff ratios and qualifications is of
significant concern, since the vast majority of the additional costs attributable to the NQF
are as a result of changes to these requirements (labour costs, discussed in chapter 9 and
appendix H, represent around 60 per cent of services’ operating costs). Some providers
have suggested (see for example, Bankstown Family Day Care Co-op. Ltd., sub. 150; City
of Sydney, sub. 196; Australian Childcare Alliance, sub. 310; Merindah Children’s Centre,
sub. 370) that these costs may cause some services to change their structures, in particular
by reducing the number of places available for children aged birth to two — potentially
reducing the availability and accessibility of ECEC places for this age group in some areas.

Governments should continue to investigate whether staff ratios and qualification
requirements have been set at appropriate levels; recognising that requiring specific ratios
and qualifications sets an enforceable minimum standard for the sector. While higher ratios
and qualifications than those currently in place may be desired by some stakeholders in the
sector and may bring increased benefits to the community, imposing them on the entire
sector is likely to result in costs that substantially outweigh these benefits. It should be left
up to ECEC providers to decide whether they wish to incur the additional costs associated
with exceeding minimum standards in order to position themselves as a ‘higher quality’
provider.
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Staff ratios for home-based care services

A number of submissions raised concerns relating to staff ratios for family day care
services (box 7.7).! These concerns related to the way in which centre-based ratios appear
to have been applied to the family day care setting without consideration as to their
appropriateness, and how family day care ratios are less flexible than those for
centre-based services.

Box 7.7 Participant’s views on staff ratios for family day care
services

The NSW Family Day Care Association noted:

There is no research that states what the optimal ratios of children to educators are in our settings. In
the absence of this research ... [research findings for centre based care settings] have been
extrapolated and imposed on Family Day Care services, without the evidence of whether these are
required or are optimal. ...

... This change seems hard to justify in the absence of research and when many Family Day Care
services are already exceeding the NQS with current child numbers. (sub. 253, pp. 6, 9)

lan Wark, an FDC educator, argued that changes should be made to family day care staff
ratios:

While maintaining the 1:7 ratio for FDC for children from birth to 13 years, we urge the Government to
allow FDC a 1:5 ratio for children preschool age or under with a 1:4 ratio for children 24 months and
under. The difference may sound small, but it would have a transformative effect on the ability of FDC
educators to provide both more care and much more affordable care. (sub. 475, p. 1)

The Commission sympathises with these concerns and — in addition to calling on
governments to investigate whether staff ratios and qualification requirements have been
set at appropriate levels — proposes that staff ratios for home-based care services should
be amended as shown in table 7.1, to closer reflect acceptable standards for centre-based
services.

Table 7.1 Proposed staff ratios for home-based care services

Age Proposed ratio Current ratio

All children 1.7 1.7

Children aged 25 months to preschool At most 5 children aged 25 At most 4 children under
age (if no other children being cared for months to preschool age preschool age

are aged birth to 24 months)

If at least one child aged birth to 24 months At most 4 children under At most 4 children under
preschool age preschool age

1" Note that In Home Care services currently operate under the same ratios as FDC services.

REGULATION OF ECEC PROVIDERS 259



The Commission also notes that is has received anecdotal evidence from a small number of
stakeholders suggesting that governments should implement prescriptive minimum ratios
for the number of home-based coordinators to educators (the National Regulations allow
services the flexibility to determine a ‘sufficient’ number of coordinators). However, the
Commission has received no systematic evidence that this is a widespread concern in the
sector.

Qualification requirements for children aged birth to 36 months

In the inquiry draft report, the Commission recommended that educators working with
children aged from birth to 36 months only be required to hold a certificate III or
equivalent as there is an absence of consistent evidence that higher qualifications of staff
improve child development outcomes for this age group.

Many participants (educators, academics, parents and providers) expressed concerns at this
recommendation pointing to the benefits of having qualified childhood teachers deliver
ECEC programs to children aged birth to 36 months. For example, the importance of the
experiences and environment in the first five years of a child’s life to their longer term
development trajectories was raised by many participants as the rationale to have qualified
teachers care for under 3 years olds and any lowering of qualifications would lower the
quality of care (School of Education — UniSA, sub. DR526; Noranda Childcare Centre,
sub. DR517; Australian Community Children’s Services SA, sub. DR518; East West
Childcare, sub. DR497; Collaroy Plateau Community Kindergarten Inc, sub. DR482;
United Voice sub. DR824; Fiona Sorensen sub. DR491; Sarah Bozala sub. DR583).

To this end, a number of participants pointed to research that indicated an association
between the qualification levels of the carer and the quality of the interactions between the
carer and child and in turn, the overall level of quality of the care (Collette Tayler,
sub. DR496; Gowrie Australia, sub. DR554; Sheila Degotardi and Sandra Cheeseman
sub. DR672). The University of Wollongong (sub. DR553) highlighted that the quality of
care was a ‘multi-dimensional construct’ drawing on a range of factors, including staff
qualifications, ratios, the physical environment, educational curriculum, social policy and
interpersonal relationships.

Other participants expressed concerns that certificate III qualifications were a base/entry
level qualification to assist more qualified educators, did not provide the necessary training
to meet and monitor the developmental needs of children under 3 years of age, and that
carers graduating with certificate III qualifications were often too young and inexperienced
to provide high quality care for these children (Explore and Develop, sub. DR528; Jay
Gomez, sub. DR473; The Gowrie (QId) sub. DR860; Australian Catholic University
sub. DR787; Deakin Univesity sub. DR786; Goodstart Early Learning sub. DR874; Kim
Cook, Swallow Street Childcare Association, trans., pp. 66-67, Melbourne, 18 August;
CareWest sub. DR814).

260 CHILDCARE AND EARLY CHILDHOOD LEARNING



A few participants expressed support that ECEC for children under three years of age
should focus on quality care rather than the provision of educational programs with
qualified educators (Robert Polman, sub. DR522; Martha Birch, Australian Association of
Infant Mental Health, trans., p. 46, Sydney, 15 August).

What does the research show?

The first three years are undoubtedly important for a child’s longer term development. As
discussed in chapter 5, extensive research has highlighted the importance of the quality of
interactions between the child and adults, and the environment and experiences the child is
exposed to in providing the foundation for early learning. The most important of these
interactions for younger children are between the parents and the child. A key finding of
the research into early years development is that it is the accumulation of harmful and
stressful experiences, such as abuse, neglect and family chaos that have adverse long-term
impacts on the child’s development (Moore and McDonald 2013; Moore 2014; National
Scientific Council on the Developing Child 2007; Shonkoff and Phillips 2000).

As discussed in chapter 5, staff qualifications are important for quality. Studies around
classroom quality in childcare centres in the United States have observed a higher quality
of care when caregivers with higher level qualifications or who attended workshop training
were compared to other caregivers (Burchinal et al. 2002) and that infant classrooms with
more highly educated teachers and smaller ratios provided a higher quality of care
(Dennehy and Marshall 2005). Children in care have been found to benefit most when the
care they receive is warm and responsive and it is those carers with more education and
specialised training that provide more responsive and stimulating care for very young
children (Dennehy and Marshall 2005). Preliminary analyses from the Australian E4Kids
longitudinal study indicates an association between bachelor-level or higher qualifications
and higher levels of process quality, the interactions between staff and children, in settings
for three to five year old children (Melbourne Graduate School of Education, sub. DR865;
Marianne Fenech, sub. DR712)

In the United Kingdom, the Effective Provision of Preschool Education (EPPE) study,
which examined the impact of preschool on children aged three years and over, found there
was a significant relationship between the quality of the preschool centre and improved
child outcomes and a positive relationship between staff qualifications and ratings of
quality. Having trained teachers working with children for a substantial proportion of the
time had the greatest impact on quality and was linked with improved reading and
social/behavioural outcomes (Sylva et al. 2004).

The EPPE study also found that given there was a complex inter-relationship between staff
qualifications, ratios, quality and the type of provision, plus the extent of variation between
individual centres of the same type, these influences on reading and social/behavioural
outcomes may be confounded and noted:
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It may be more relevant for policy makers and practitioners to consider the impacts of packages
of provision, rather than to try to separate the impact of particular features in isolation. (Sylva
et al. 2004, p. 28 and 32, emphasis in the original)

While the research evidence indicates that staff qualifications are important, they are one
of many factors that impact on quality, and that it is the overall quality of the provision not
just the qualification of the carer that delivers improved learning and development
outcomes for young children.

Moreover, there is a lack of consistent evidence from the existing research that higher
qualifications for carers — particularly degree qualifications — deliver improved learning
and development outcomes for children under three years of age.

For example, in the United Kingdom, an evaluation of the Graduate Leader Fund
established by the UK Government to improve qualifications and professionalise the early
years workforce, found that graduate-led provision had a positive impact on quality for
preschool children, but had little impact on younger children aged birth to 30 months
(Mathers et al. 2011, 2014).

In the United States, research has found an association between higher qualifications and
improved development outcomes for very young children from low-income backgrounds.
A longitudinal study involving 89 children who entered a childcare program between 1 and
11 months of age found that the quality of care was a consistent predictor of cognitive
development during the first three years for African American children from
predominantly low-income families. With regard to degree qualifications, its analysis
suggested that girls, but not boys, tended to have higher cognitive and language scores
when in classrooms with teachers with a bachelor degree (Burchinal et al. 2000). Degotardi
and Cheeseman (sub. DR672) noted that while large scale studies around infant educator
qualifications and development outcomes had not been conducted in Australia, using the
National Institute of Child Health and Human Development (NICHD) data from the United
States it was found that educators with diploma or degree level qualifications were rated
more sensitive and stimulating in play and routine caregiving than those with certificate
level or no formal qualifications. Also, the level of complexity of the educator’s reasoning
and understanding of infant behaviour increased with the level of qualification.

For younger children in Australia (children aged 2 to 3 years) the quality of the
relationship between the child and the carer was found to have a stronger influence on later
development outcomes at ages 4 to 5 and 6 to 7 years than the qualifications of the carer
(Gialamas et al. 2013).
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Moreover, higher qualifications alone may not improve the quality of the interactions and
the relationship between the carer and the child (Early et al. 2007). Research has also
indicated that there is uncertainty as to the kind of qualifications that can develop the
quality interactions required between young children and their carers (Cloney et al. 2013).
For example, in examining the competencies and credentials for early childhood educators
in the United States, Burchinal et al. (2008) concluded that quality can be improved when
teachers receive appropriate professional development, but that the quality was not
necessarily higher when early childhood teachers had a college degree.

Others have commented that there is inadequate research as to the different levels of staff
qualifications and their impact on the learning outcomes of children under 3 years. Sandra
Cheeseman from the Institute of Early Childhood Learning at Macquarie University said:

But in short, good quality staffing underpins good quality practice, no matter the age of the
child. I think the evidence is inconclusive because there has simply not been adequate studies
undertaken to address the question that we need to ask which is, “What difference do the level
of qualifications of staff make to the learning outcomes and wellbeing of children under
36 months?” We simply don’t have the evidence. (trans., p. 89, Sydney, 14 August 2014)

In their submission Degotardi and Cheeseman (sub. DR672, p. 6) commented that while it
was, ‘not possible to make recommendations for highly qualified educators to work with
infants and toddlers based on inconclusive evidence then it is equally not possible to
make recommendations for educators to have a low level of qualifications’ [emphasis
in the original].

As noted earlier, COAG in its regulatory impact statement on the Early Childhood
Education and Care Quality Reforms concluded that while the research suggests the
qualification levels of staff and staff ratios have an impact on the educational outcomes of
children, the optimal standards and the quantifiable differences in education outcomes
associated with different levels of qualifications and staff ratios was unclear
(COAG 2009e).

In a review of the research evidence on quality of early childhood education and care for
children under three years of age Mathers et al. (2014) said:

In summary, then, we know that qualifications are important for quality. There is clear evidence
for three and four year old children that graduate-led provision is of higher quality, but the
evidence is less consistent for younger children.

For children under three, factors such as the overall qualification level of the staff team are
important; and there is also evidence (discussed below) that specialised training with
appropriate content on child development is beneficial for quality. It is also important that
practitioners have access to continuing professional development opportunities following their
initial training. (pp. 24-25)
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The Commission’s view

The research around the qualifications for those caring for children indicates that:

o The qualifications of staff are one of the variables that contribute to the quality of the
interactions between the educator and the child and overall quality of care. The
research indicates that ratios, professional development, staff training and experience
and the physical environment of the classroom, programs and routines also contribute
to the quality of the interactions with children and overall quality of care.

o« The evidence that specific levels of qualifications improve the learning and
development outcomes for children under 3 years of age is absent and evidence of
positive impacts of qualifications, by themselves, is inconclusive.

Based on this research, the Commission considers that the care provided to children under
36 months should include a flexible mix of certificate III and diploma qualified staff
implementing programs based on the EYLF or another approved framework.

The Commission also recognises the concerns expressed by some participants around the
standards and quality of some of the certificate III qualifications, but such concerns are
better addressed by focusing on improving the certificate III courses rather than requiring a
higher qualification. Staff training is discussed further in chapter 8.

In terms of the minimum qualifications, the Commission considers that all centre-based
workers caring for children aged under 36 months should be required to hold or be actively
working towards at least a certificate III or equivalent (the same qualification expected of
family day care educators) and be supervised and guided by at least a diploma qualified
educator.

The current arrangements, which require half of educators working with children under
school age in centre-based care to hold or be working towards a diploma level
qualification, should be amended so that they are similarly flexible to those currently
applying to family day care (where educators are overseen by coordinators, who must hold
at least a diploma level qualification). While family day care requirements ensure that
educators are supervised by more qualified staff (who can ensure quality and assist in
directing educational programming), the National Regulations for these services are
significantly less prescriptive than for their centre-based counterparts and do not set how
many coordinators are required. The Guide to the National Regulations only states that
‘family day care services must provide sufficient numbers of family day care co-ordinators
to monitor and support the family day care educators’ and ‘the approved provider should
determine how many coordinators are needed’ (ACECQA 2013c, p. 26).

Similar arrangements should be put in place for centre-based services — that is, all
educators should be required to hold or be working towards at least a certificate III, but
services should be required to ensure that these educators are appropriately supervised by
diploma qualified educators to ensure the overall quality of care and direct educational
programs.
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Centre-based services should be able to provide care for children under 36 months under
the supervision of a diploma qualified educator, but without the direct oversight of a
teacher. Children aged under 36 months should not be included in the count towards the
requirement to hire an early childhood teacher (ECT). This would allow degree qualified
ECTs to focus on children aged 36 months and over, while still being free to develop
programs in accordance with the Early Years Learning Framework or another approved
framework that could be used by educators working with children aged under 36 months.
Services only caring for children aged under 36 months would still, as is currently the case,
be required to meet the educational requirements of the NQS and develop a curriculum in
line with an approved learning framework.

Adopting these changes should result in somewhat lower costs for services and reduce
workforce shortages (chapter 8) for ECTs, while maintaining quality outcomes for children
and allowing services additional flexibility in how they meet staffing requirements. Those
services that wish to retain degree qualified ECTs for children under 36 months would be
able to do so and differentially price their services accordingly.

Inconsistencies in ratios and qualification requirements between jurisdictions

A number of jurisdictions have chosen to maintain higher standards for centre based
services than those prescribed in the NQF. These include stricter staff ratios and additional
requirements relating to the employment of an ECT (box 7.8).

A nationally consistent system should not leave scope for some jurisdictions to enforce
requirements that exceed those taken to be acceptable in other jurisdictions, particularly
given that the resulting costs to services are likely to be substantial. As summarised by
Nesha O’Neil of Child Care New South Wales:

I think if we decide what the national standard is, then the national standard is what we should
be working towards. ... if you’re going to have a truly National Quality Framework, well, for
goodness sake, let it be national. (trans., p. 63, Sydney, 15 August 2014)

The stricter requirements for ECTs in New South Wales are of particular concern, given
that they appear to be linked to the severe shortages of teachers in that state (ECTs are not
classified as being in shortage in any other jurisdiction) (DEEWR 2013a, 2013c). Staffing
arrangements in NSW also mean that services are not allowed the same flexibility in hiring
practices as is permitted in other jurisdictions in transitioning to the NQF. In particular, in
New South Wales, regulation 242 of the National Regulations — which permits a service
to count a person as an ECT if that person is actively working towards an approved early
childhood teacher qualification, has completed 50 per cent of the course and already holds
an approved diploma-level qualification — only applies at centre-based services with
fewer than 30 children in attendance. Not allowing this concession in New South Wales
centres with over 30 children may have unnecessarily exacerbated challenges for services
in New South Wales in recruiting sufficient numbers of suitably qualified staff.
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Box 7.8 Jurisdiction-based standards higher than those in the NQF

Staff ratios

o A staff ratio of 1:10 for children aged 36 months to preschool age in New South Wales,
Tasmania and Western Australia; where the NQS specifies a ratio of 1:11.

o A staff ratio of 1:4 for children aged 25-35 months in Victoria; where the NQS specifies a
ratio of 1:5.

e South Australia and Tasmania require higher staff ratios in some of their preschool programs
than those prescribed in the NQS (detail in appendix F).

Early childhood teachers

o A second teacher for services in New South Wales caring for more than 40 children, with an
additional teacher for every 20 children thereafter (up to four teachers).

— Before 2020, the NQS specifies at most one teacher is required for services caring for 25
or more children. From 2020, up to two teachers are required for services caring for more
than 60 children (detail in appendix F).

o Western Australia requires one teacher for every 30 children in a ‘pre-kindergarten
programme or kindergarten programme provided by a school’.

e In South Australian preschools, the requirement for half of educators to have at least
diploma qualification and half to have at least a certificate Ill (regulation 126) has been
replaced with the requirement that:

— the first and second educators required to meet the staff ratio for preschool aged children
in a government preschool (other than a ‘prescribed preschool’) must be early childhood
teachers

— the first and third educators required to meet the staff ratio for preschool aged children in
a ‘prescribed preschool’ must be early childhood teachers

where a ‘prescribed preschool’ is a preschool provided by a school on the site of a
school, or a rural preschool, or a preschool with fewer than 16 children.

Staffing requirements for school age children should be harmonised

There are no national staff ratios or qualification requirements for educators caring for
school age children (i.e. in OSHC and vacation care). Instead, the national regulations
contain jurisdiction-specific provisions for this age group that vary considerably
(table 7.2).
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Table 7.2 Staff ratios and qualifications for school age care

Jurisdiction  Staff ratios Qualification requirements@

ACT 1:11 One qualified educator for every 33 children
NSW None None

NT 1:15 50 per cent must hold or be working towards:

e a two year accredited post-secondary course in childcare

e a post-secondary sports and recreation or teaching
qualification

e any other relevant qualification

QLD 1:15 At least one educator must hold or be working towards a two
year relevant qualification
One educator per 30 children must hold or be working towards
a one year relevant qualification, if the service care for more
than 30 children
All educators under 18 must hold or be working towards a one
year relevant qualification

SA 1:15 The first of every two educators must hold a relevant
qualification

TAS 1:15 None

VIC 1:15 50 per cent must hold an approved diploma level qualification
and 50 per cent must hold a certificate 11l level qualification

WA Varies based on centre Varies based on centre capacity and presence of preschool

capacity and presence of aged children
preschool aged children

a A ‘relevant qualification’ is one approved for the jurisdiction in question under regulation 137.

Source: Education and Care Services National Regulations 2011.

All jurisdictions except New South Wales and Tasmania have both minimum staff ratios
and qualification requirements for school age children, whereas Tasmania has only staff
ratios and New South Wales has no requirements (although the Commission understands
that the majority of services in New South Wales have voluntarily accepted a ratio of
1:15). Qualification arrangements are particularly convoluted, requiring ACECQA to
maintain a list of approved qualifications for educating children over preschool age for
each jurisdiction. In contrast, most qualifications approved for educating children under
preschool age are approved for all jurisdictions (with some exceptions for qualifications
approved before the NQF). Given that national requirements exist for children of preschool
age and under, the Commission sees no reason why national minimum requirements
relating to school age children could not similarly be prescribed for OSHC and vacation
care to provide consistency across jurisdictions.

The need to determine reasonable and consistent requirements has been identified in
submissions to the inquiry from those in the sector providing care to school age children.
For example, the Australian Primary Principals Association commented:

The student to teacher ratios before, during and after school should be the same ... The
differences in regulations between the National Quality Framework that regulates Out of
School hours Care and the State or Territory Government documentation that regulates
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schooling contexts creates significant inconsistencies that substantially limit the quality of
programs in the Out of School Hours setting. (sub. 438, pp. 2-3)

And the Network of Community Activities stated:

There is a need to determine which qualifications are required for those employed in school age
programs and what requirements generally should be supported for OSHC services under the
NQF. (sub. 372, p. 5)

Staff ratios and qualifications should be the same across all jurisdictions and should be set
at age appropriate levels that account for: the care and recreation nature of the service
provided; the potential benefits offered by use of experienced, but often less qualified,
older workers and by university/TAFE students; the high costs of employing additional
staff; and the uncertainty surrounding the additional benefits of higher qualification
requirements. In addition, consideration should be given to adopting requirements that
account for whether an OSHC or vacation care service also cares for preschool age school,
as is the case in Western Australia. Policy makers should also consider that difficulties in
the sector in attracting sufficient staff may be exacerbated for OSHC services, since
recruitment is made harder by the part-time nature of the work and the split shifts involved
(as noted by the Australian Childcare Alliance, sub. 310).

The Commission considers that the current ACT staff ratio of 1:11 for school age children
is excessive, given that this is the same ratio required for children aged 36 months to
preschool age under the NQF and most other jurisdictions require a ratio of 1:15. In
contrast, the lack of any prescribed minimum ratio in New South Wales may be
undesirable (although the Commission has not received any evidence suggesting this is
detrimental to the quality of care provided). Minimum staff ratios for school age children
should reflect a balance between these two extremes and consider that there are, as noted
by the Australian Primary Principals Association in box 7.8, reasonably high acceptable
staff ratios for these children during school hours. Any national staff ratio for school age
care should be no stricter than 1:15.

Similarly, minimum qualification requirements in Victoria — which are the same as those
under the NQF for educators caring for children of preschool age and under — are
excessive for children in this age group. This view is supported by outside school hours
care associations in all other jurisdictions and has also been expressed in past submissions
to the Commission:

. with the exception of Victoria, our member associations do not support mandatory
qualifications for all staff and support appropriate qualifications that are relevant to the age
group. (National Out of School Hours Association, sub. 371, p. 4)

Ultimately, the imposition of a mandatory qualification [for all OSHC staff] could result in the
driving down of quality [rather] than raising it. We caution against a system that has staff
employed for their qualification rather than their ability to relate to children and create positive
environments where they can spend their leisure hours. (Network of Community Activities,
sub. DR359 to PC 2011b, p. 4)
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The Commission’s views on minimum qualification requirements in this context are
reflective of the discussion above that relates to tailoring the NQS to OSHC and vacation
care. That is, school age care should not require a significant educational component and
therefore does not require many or highly qualified staff. This sentiment was expressed in
submissions, for example:

I have been working in Outside School Hours care as a coordinator and manager since 2001 ...
The system as it stands requires staff to be Diploma Qualified in Outside School Hours Care, or
an Early Childhood field, or working towards such qualification due to the Teaching aspect
required by the regulations that we were included in. Speaking from personal experience as a
Coordinator and as a Manager and Owner of services I can state that this is just overkill.
(Alan Savage, sub. 16, p. 1)

The Commission considers that only a small proportion of OSHC and vacation care staff
(at most a third of staff, as is the case in the ACT) should be required to hold or be working
towards an approved qualification. Such a requirement should, while ensuring national
consistency, impose a minimal burden on services, since close to 60 per cent of OSHC
staff already hold an ECEC related qualification (even in New South Wales, where there
are no qualification requirements, this proportion is over 55 per cent) (The Social Research
Centre 2014b). Minimum qualifications should be appropriate to the age group being cared
for (no higher than a certificate III) and could include those from related disciplines, such
as post-secondary courses in sports and recreation (as is the case in the Northern Territory).
The manager of OSHC and vacation care services should be required to hold a suitable
higher level qualification, such as a diploma.

The qualifications approval process could be improved

Under the NQF, ACECQA has responsibility for approving the qualifications able to be
held by educators. Educators or organisations (including higher education providers) are
able to apply to ACECQA to have a qualification approved and added to the list of
approved qualifications for use nationally. The Commission has identified two main areas
of concern regarding ACECQA’s processes for approving qualifications.

The first relates to the ACECQA (2013d, p. 3) requirement that all ECT qualifications
contain ‘curriculum and professional experience covering birth to five years of age’,
including ‘a minimum of 10 days of professional experiences with children aged birth to
two’. This requirement is not appropriate in all contexts, as noted by the Western
Australian Government:

The requirement that early childhood teachers must have practicum experience working with
children from birth to age 2 is unnecessary for early childhood staff working in schools with
children aged from 3 to 8 and limits the pool of people available to be employed in the sector.
(sub. 416, p. 26)
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The Commission notes that ACECQA (sub. DR641) has explored allowing flexibility in
this area by approving teaching qualifications without birth to two content and limiting the
holder of this qualification to only working with older children, but that this option cannot
be pursued within current legislative parameters. ACECQA has advised the Commission
that it has raised this issue for consideration as part of the 2014 NQF Review and is
seeking further flexibility in the way it can approve qualifications — in particular to
approve qualifications on a conditional or restricted basis. As part of this review,
governments should grant ACECQA this additional flexibility in order to make the
qualification approval process more outcomes based, particularly when it comes to
qualifications for preschool teachers.

The second area of concern, raised in a number of submissions, relates to the requirements
for approving international qualifications. One provider, Only About Children, noted that
this process makes it difficult to attract qualified staff from outside Australia:

Consideration of recognising overseas qualifications through ACECQA needs to be reviewed
as this is a lengthy and administrative process that slows down sourcing strategies to attract
experienced and qualified individuals from overseas. (sub. 393, p. 5)

A similar sentiment was conveyed by the French Australian Preschool (sub. 444) in
Canberra, which was unable to get qualifications approved for international staff despite
these qualifications being at ‘the level of an Australian Master’s degree’ and the teachers in
question having prior teaching experience. This was because French universities are not set
up to provide detailed academic transcripts (an ACECQA requirement in addition to
evidence of the qualification itself) and the teachers did not have the required formal
evidence of English language proficiency. More generally, in relation to English
proficiency, FROBEL Australia Ltd. (sub. 275) argued that the language requirements
specified by ACECQA are too high, noting they are much higher than those for an
international student who obtains their qualification in Australia on a student visa.

The above concerns exist despite ACECQA’s scope to exercise some flexibility in
accepting alternative forms of evidence and ongoing work by ACECQA with the
Australian Institute for Teaching and School Leadership and the Australasian Teacher
Regulatory Authorities to streamline and improve approval processes for international
qualifications (sub. DR641). While the processes for ensuring overseas qualifications are
acceptable and must be rigorous, ACECQA should continue to streamline approval
processes and make the requirements for their approval more outcomes based where
appropriate. For example, criteria could be modified to make it a simpler process to
account for differences in international training procedures or administrative arrangements.

Other issues with staffing arrangements

In addition to general concerns about the level of staff ratios and qualification
requirements, some submissions noted other specific staffing related issues. These included
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concerns about a lack of flexibility in staffing arrangements and the use of unqualified
trainees.

Flexibility in staffing arrangements — The National Regulations require a service’s staff
ratios to be strictly maintained at all times and there are no nationally consistent educator
break provisions. The Guide to the National Law and National Regulations states that
regulatory authorities will ‘allow’ educators at centre-based services to take up to
30 minutes per day ‘off the floor’ without their position needing to be backfilled. The
Commission understands that this is being reviewed as part of the 2014 Review of the
NQF.

This inflexibility exacerbates the general workforce issues in the sector (chapter 8), since
services are likely to have to incur additional costs by maintaining staff levels in excess of
the minimum ratios and/or (where they are able to do so) hiring casual relief staff to avoid
breaching the regulations as a result of short-term staff absences. Some providers have
experienced difficulties in recruiting such staff. The Community Child Care Co-operative
(sub. 333), for example, stated that their members have been unable to recruit casual
teachers to enable permanent teachers to be released from their role to undertake
professional development, take personal leave and attend meetings. This concern was also
reflected in some of the online comments received by the Commission, for example:

I am concerned with the National Law and some of its unrealistic requirements. For example
we are expected to find lunch relief cover for staff to ensure ratios are maintained at all times. It
is simply not possible to find qualified relief for a 2-3 hr period each day to cover this.
(comment no. 43, ECEC worker and user)

The Commission considers that further flexibility in staffing arrangements should be
permitted under the NQF, in particular to allow educators to undertake activities such as
professional development and to make it easier for services to cover unexpected absences.
This could be achieved by allowing diploma qualified educators to be replaced by a
certificate III qualified educator for short absences of up to half a day. This would be in
addition to the current allowance for services to temporarily replace an early childhood
teacher with a diploma qualified educator for up to 12 weeks (regulation 135). However,
increased flexibility should not create an undue burden for services (such as by requiring
excessive paperwork or approvals to temporarily operate below required staff qualification
levels).

Unqualified trainees — From 1 June 2014, the NQF was amended to allow services to hire
new educators without a qualification on a three month probationary period, and have this
educator counted as a certificate III qualified educator during this time. A number of
submissions (for example, The Créche and Kindergarten Association, sub. 272; Minister’s
Education and Care Advisory Council, Tasmania, sub. 290; Australian Childcare Alliance,
sub. 310) had voiced support for such a change before it was introduced. However, this
change does not apply in New South Wales or South Australia. These states should adopt
the new amendment in line with the actions of all other jurisdictions.
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RECOMMENDATION 7.3

Where all children are aged 25 months and over, educator-to-child ratios for
home-based care services should be amended such that a ratio of 1 educator to 5
children is permitted for children aged 25 months up to school age.

RECOMMENDATION 7.4

Requirements for educators in centre-based services should be amended by
governments such that:

o all educators working with children aged birth to 35 months are, as a minimum,
required to hold or be working towards at least a certificate Ill or equivalent and be
under the supervision of at least a diploma qualified educator

e services may determine the number of diploma qualified educators sufficient to
supervise and support certificate 11l qualified educators, as is currently the case in
family day care services

o the number of children for which an early childhood teacher must be employed is
assessed on the basis of the number of children in a service aged over 35 months.

RECOMMENDATION 7.5

Differences in educator-to-child ratios and staff qualification requirements for children
under school age across jurisdictions should be eliminated and all jurisdictions should
adopt the national requirements.

RECOMMENDATION 7.6

Governments should develop and incorporate into the National Quality Framework a
nationally consistent set of staff ratios and qualifications for those caring for school
age children in outside school hours and vacation care services.

« The minimum staff ratio for school aged care should be no stricter than 1:15.

o At most, one-third of staff should be required to hold or be working towards an
approved qualification. Approved qualifications may be a certificate Ill and could
also include those from other relevant disciplines such as sport and recreation.

o Outside school hours and vacation care service directors should be required to
hold or be working towards at least a diploma level qualification.
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RECOMMENDATION 7.7

To provide services with greater flexibility to meet staffing requirements:

« all governments should amend the National Law and any other relevant legislation
to allow ACECQA further flexibility in the way it approves qualifications — in
particular to allow ACECQA to approve qualifications on a conditional or restricted
basis

« all governments should allow a diploma qualified educator to be replaced by a
certificate 11l qualified educator for short irregular absences of up to half a day per
week

« ACECAQA should continue to explore ways to make the requirements for approving
international qualifications simpler and less prescriptive in order to reduce
obstacles to attracting appropriately qualified educators from overseas

« the New South Wales and South Australian Governments should allow a three
month probationary hiring period in which unqualified staff may be included in staff
ratios before beginning a qualification, as was recently adopted in all other
jurisdictions.

Quality assessment and rating processes

The NQF established a nationally consistent system of ratings and assessments to monitor
service quality and provide information to families (detail in appendix F). Services are
rated against the 58 elements of the NQS and receive a rating for each of the seven quality
areas and an overall rating. Assessments are undertaken by jurisdiction-based regulatory
authorities, with ACECQA monitoring the consistency of these assessments at a national
level.

Although the new national system is more efficient than the separate jurisdictional systems
it replaced, there remains scope for improvement. Submissions from the sector (for
example, Centre Support Pty Ltd., sub. 268; Minister’s Education and Care Advisory
Council, Tasmania, sub. 290; Australian Childcare Alliance, sub. 310) indicate that there is
widespread concern about: consistency in assessments within and between jurisdictions;
the pace of assessments and cost to state and territory governments; and the design of the
rating system itself. As discussed above, ways to simplify the NQS in order to address
some of these concerns are being explored as part of the 2014 review of the NQF.
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Addressing inconsistency in assessments by improving governance

The most common concern within the sector regarding assessments is the inconsistency of
the ratings process, both within and between jurisdictions (box 7.9). There appear to be
two root causes of this inconsistency: the move to outcomes based standards (meaning
requirements are more subjective and there is no single method for services to comply with
them); and the different staffing practices, assessment priorities and resources of regulatory
authorities.

Box 7.9 Concerns raised about assessment and rating inconsistency

Goodstart Early Learning:
To a large extent Goodstart still has to contend with multiple regulatory bodies, each with different
approaches and interpretations. Goodstart would like to see much greater consistency between the
states and territories on the implementation of the NQF. While some jurisdictions have adopted a
practical, risk-based approach to regulation that seeks to build partnerships with providers, others have
adopted a rigid, ‘letter of the law’ approach that adds to costs and to uncertainty as decisions are often
pending. (sub. 395, p. 42)

Centre Support Pty Ltd.:
Many authorised officers are conducting outcome-based assessment and rating processes from a
compliance perspective leading to inconsistent ratings and increased compliance costs. (sub. 268,
p. 18)

Minister's Education and Care Advisory Council, Tasmania:

Providers have a sense of vulnerability and uncertainty especially in regards to the consistency of the
assessment and rating process. It is reported that there is a focus by assessors on compliance rather
than quality. ... There are reports of inconsistency in regards to assessment both across the state and
nationally. Interpretations seem to be based on the previous experience and the way of implementing
previous laws. (sub. 290, p. 8)

Australian Childcare Alliance:
Members report that the areas of programming and documentation of children’s learning, community
engagement and sustainability of the environment are the most subjective as the ultimate decisions on
the effectiveness of effort are determined by a nationally inconsistent A&R process. (sub. 310, p. 13)

Andrew Heffernan of Culburra Beach Preschool noted how his service had been marked down
for not meeting the sustainability elements in the NQS (box 7.5):
| think [the assessor’s] words were along the lines of ‘we weren’t embracing it'. We showed her, like
we’ve got separate bins for recycling and we’ve got a vegetable patch. The kids were even on a roster
of switching the lights off when we leave the room to go outside, things like that. She felt that if we had
a worm farm we would have completed the cycle. (trans., p. 80, Canberra, 25 August)

While outcomes based requirements are beneficial overall, afford services more flexibility
than a prescriptive system and enable services to adopt a lowest cost approach to
compliance, they present two key challenges to ensuring consistency:

services, particularly sole operators, may find it difficult to fully understand their
obligations (as noted by ACECQA, sub. 260) — as a result, they may inadvertently not
comply with aspects of a regulation or, conversely, spend more time and resources than
necessary on compliance
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« regulatory authorities and the authorised officers undertaking assessments may find it
difficult to determine whether a service is compliant with such regulations
(ACECQA 2013i) — particularly if they are poorly trained or if an authorised officer
has been accustomed to enforcing prescriptive requirements.

Subjective requirements of the NQF that cause particular confusion for providers and
educators include those relating to Quality Improvement Plans and the recording of
interactions with children (discussed below in ‘administrative requirements’).

Perceived inconsistencies in assessments and the difficulties that services face in
understanding new outcomes based requirements appear to have been exacerbated by the
NQF’s governance arrangements. Some services have indicated that they receive limited
support from their Regulatory Authority — many of which are primarily undertaking
enforcement and compliance activities — and are confused about where to go for advice
(box 7.10). This is despite the NQF being designed so that ‘99% of all service interactions
are with the jurisdiction-based Regulatory Authority’ and that regulatory authorities are
responsible for ‘educating the sector and the broader community about the National
Quality Framework’ (ACECQA 2013e).

Box 7.10 Regulatory authorities provide limited support to services

Child Care NSW:

. for centre-based services in NSW, there remains considerable confusion about the roles,
responsibilities and functions of ACECQA, particularly relative to those of the Early Childhood
Education and Care Directorate within the NSW Department of Education. ... With the Directorate
acting as the regulatory authority in terms of assessment and rating, our members regularly report that
they feel they have lost their local ‘support person’, as local Directorate staff are now seen as enforcers
rather than mentors, champions, networkers and facilitators. (sub. 333, pp. 9-10)

Australian Childcare Alliance:

In the transition to the National law, services indicate support “resources” that previously assisted
services with quality improvement have been redirected to the role of assessor, report and compliance
officers are no longer available to support the sector. (sub. 310, p. 15)

The structure of the system creates confusion as to who is able to give advice, state or ACECQA, and
in many instances both authorities devolve the responsibility to the other resulting in services being no
further informed. (sub. 310, appendix 11.2, p. 1)

Family Day Care Australia:

. when approached, RA’s [State Regulatory Authorities] are often reluctant to provide clear and
unambiguous advice to services with regard to matters which require a level of interpretation.
(sub. DR655, p. 32)

In practice, anecdotal evidence received in consultations with the sector suggests that
services are much more likely to seek advice from ACECQA or Professional Support
Coordinators (who deliver support to services under the Australian Government’s
Inclusion and Professional Support Program). The Commission considers that regulators
should always possess an educative and facilitative approach (PC 2013b) and the
reportedly limited role being played by regulatory authorities in educating the sector is of
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particular concern. This is because, as the primary regulator of services (that is, authorised
officers that conduct assessments are employees of regulatory authorities, not ACECQA),
regulatory authorities are best placed to provide advice.

Many services do not appear to be fully aware of their obligations until they have been
rated by the regulatory authority. Research conducted by ACECQA (2013h) found that
providers who have been through the assessment and rating process perceived a much
lower level of administrative burden. This suggests that they are not receiving adequate
support before this process and that perceptions of excess burden and inconsistency could
be reduced if regulatory authorities more actively engage with providers before they are
assessed. In fact, ACECQA also found that, when asked whether certain changes would
reduce the administrative burden, there was significant support among providers and
educators for more improved face to face, written and online guidance (figure 7.2).

The Commission understands that ACECQA is aware of, and working to address, concerns
raised by the sector regarding inconsistency (and, indirectly, institutional arrangements),
including examining ways of simplifying the NQS to make assessment requirements
clearer for both services and regulatory authorities. However, ACECQA is only in a
position to provide advice and training, and is unable to impose changes in the behaviour
of regulatory authorities to reduce inconsistencies between jurisdictions. There are
substantial barriers to significantly altering these governance arrangements (for example,
agreement from all jurisdictions would be required to legislate changes to the National
Law).

Figure 7.2  Support for more or improved education and guidance

As a proportion (%) of providers and nominated supervisors, n=2257.
Excluding 2-3 per cent ‘can’t say’.
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It is vital that regulatory authorities reassess their role and consider how, in coordination
with ACECQA and Professional Support Coordinators, they can provide more useful and
consistent information to the sector in order to reduce compliance burdens and confusion.
In particular, regulatory authorities should consider research conducted by ACECQA
(2013h, pp. 107-8) which determined that providers and educators find:

o« ACECQA resources more useful, on average, than those provided by regulatory
authorities; particularly in relation to customer service hotlines and, to a lesser extent,
information provided on websites

« regulatory authority social media presence and stakeholder forums to be ‘very useful’
(more than 50 per cent selected this answer for stakeholder forums and around 80 per
cent for social media) — much more useful than regulatory authority websites and
newsletters

« authorised officers (frontline staff) to be of mixed usefulness.

In its study into Regulator Engagement with Small Business, the Commission (PC 2013b)
found that to help reduce inconsistency, regulatory authorities should:

o where setting outcomes based requirements, also offer detailed guidance about
acceptable solutions; including, where feasible, offering a compliance pathway which,
if fully implemented, would deem services compliant with requirements

« ensure information and advice on regulatory requirements is brief, readily available,
reliable and provided in user friendly language and formats.

The pace of assessments is a cause for concern

Another key concern, raised by both the sector and government, is the pace of assessments
across all jurisdictions. While assessments began in mid-2012 in most jurisdictions, only
two-fifths of approved services have been assessed (table 7.3). Although the pace of
assessments seems to be increasing, it appears certain that regulatory authorities will not be
able to assess all services at least once by mid-2015 as planned, or that services will be
reassessed at the frequency expected (every one to three years, depending on the quality
rating received).
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Table 7.3 The progress of quality assessments and ratings

As at 30 June 2014

Number of services with Proportion of services

Jurisdiction a quality rating Number of services with a quality rating
%

ACT 147 315 47
NSW 2370 4910 48
NT 114 209 55
QLD 989 2699 37
sAQ 237 1140 21
TAS 88 223 39
VIC 1693 3914 53
WAa 183 1025 18
Total 5821 14 435 40

a The National Law came into effect in Western Australia eight months after other states and territories,
while in South Australia a new regulatory authority was set up to undertake assessment and ratings.

Source: ACECQA (2014b, p. 7).

The slow pace of assessments is a significant issue that needs to be addressed by
governments as a matter of urgency if the NQF is to remain credible. In its current state,
the NQF assessment process cannot be considered to be effectively enforcing minimum
standards; nor can it be considered to be providing useful information to families if most
services have not been assessed and reassessment may not be conducted for many years
beyond the expected timeframe. In addition, both the sector and ACECQA (20131) have
raised concerns that the costs incurred by states and territories to implement the quality
rating system are resulting in resources being diverted from other regulatory activities
(such as educating and supporting the sector and processing approvals). For example,
Guardian Early Learning Group noted:

... we have experienced delays of more than 3 weeks to have a service approval issued upon

the acquisition of a centre — it used to take 24 hours. (sub. 274, p. 2)

The issue of inconsistency discussed above is also likely to be exacerbated, since the
ratings of services assessed many years apart may not be comparable.
There appear to be three main causes for the slow pace of assessment:

« the inflexible design of the assessment process (recently amended to increase the pace
of assessment)

« the resourcing provided to regulatory authorities
o the complexity of the NQS.

The last of these, including a discussion of ways to simplify the NQS, was explored earlier
in the chapter.
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Until it was revised in April 2014, the design of the assessment process (detail in
appendix F) meant that it took at least 20 weeks to finalise the assessment of a service.
This timeline was referred to in submissions as ‘inflexible’ and an ‘unnecessary constraint’
(see for example, Victorian Government, sub. 418, p. 24) and was raised by regulatory
authorities as an area of potential reform:

Regulatory authorities have ... pointed to the benefits of making the assessment and rating
process more flexible, within the existing legislative parameters. For example, the length of the
12 week notice period for quality assessment may be unnecessarily adding to provider and
educator effort and stress associated with assessment and rating. (ACECQA 20131, p. 11)

ACECQA administrative data (as at 20 January 2014) shows that, in over 40 per cent of
cases, regulatory authorities were unable to provide services with written notice of the
outcome of their rating assessment within 60 days of the assessment and rating visit, as
required under the National Law (figure 7.3). The proportion of assessments taking more
than 60 days across jurisdictions varied from around 5 per cent (ACT and Northern
Territory) to more than 75 per cent (South Australia and Tasmania). In addition to South
Australia and Tasmania, the majority of assessments in both New South Wales and
Western Australia also took more than 60 days — suggesting there exists significant scope
for improvement in some jurisdictions.2

In April 2014, the former COAG Standing Council on School Education and Early
Childhood (now the Education Council) agreed to changes that introduced:

o more flexible timeframes that reduce the amount of time a service has to wait between
the start of the assessment process and finding out their quality rating

e a new, nationally consistent assessment and rating report template that will help
regulatory authorities produce reports more quickly.

As a result, the assessment process is now meant to be completed in 13 to 16 weeks
(ACECQA 2014a), meaning the overall pace of assessments could slightly improve.

However, it appears unlikely that this streamlining of the assessment process alone will
result in an adequate pace of assessments and longer term strategies may be required (a
view shared by ACECQA, sub. DR641). To address the sector’s concerns, governments
and ACECQA should address the structural problems contributing to the slow pace of
assessments. In particular, they should consider ways to simplify the NQS
(recommendation 7.1) and continue efforts to streamline the assessment process. The
Commission understands that ACECQA is working with all governments to identify ways
to streamline the assessment and rating process, including by reviewing the NQS and
rating levels, as part of the 2014 Review of the NQF. Increasing the resources provided to
regulatory authorities should not be considered as a first step, because doing so would
generate a potentially significant ongoing cost to governments and reduce incentives to
streamline the assessment process.

2 South Australia and Western Australia commenced inspections later than other jurisdictions, which may
have partly influenced the time taken to complete assessments.
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Expanding the NQF to include additional service types (recommendation 7.10 below)
would create additional challenges by increasing the time taken to complete an assessment
cycle across all services — which reinforces the need to address inefficiencies in the
assessment process. Some state and territory governments (for example, Queensland,
sub. DR893) have expressed concern about the increase in workload for regulatory
authorities that would result from including additional service types in the NQF.

Figure 7.3  Time taken to complete assessments
Days between assessment and rating visit and written notice being sent
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Source: Productivity Commission calculations using ACECQA administrative data (20 January 2014).

The rating system should be made more reflective of quality

The third issue with assessments relates to the system of quality ratings. Submissions from
the sector raised three main concerns:

« the way a service’s overall rating is determined

« the designation of the ‘Working Towards NQS’ rating

« the appropriateness of the ‘Excellent’ rating.3

Many participants were especially concerned about the way in which a single unmet NQS
element can bring a service’s overall rating down to Working Towards NQS (all 58

elements must be met to receive a ‘Meeting NQS’ rating). This system means that if a
service misunderstands a subjective element or an authorised officer takes an inconsistent

3 Appendix F contains further detail on the criteria for the Excellent rating.
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approach during an assessment, it can have a substantial effect on a service’s quality rating.
As such, the rating cannot always be considered to be an accurate reflection of overall
service quality (and therefore to be providing useful information to families). As noted by
KCL Family Day Care:

... this [reform] process is not going to help sustain Educators and coordination units in the
future unless the accreditation process shows a true picture of a services intentions and
strengths. ... The entire average of a scheme shouldn’t be brought down simply because of one
working towards, as this then gives the overall perception that your service is only rated as
working towards. (sub. 398, p. 2)

Some participants, such as the Australian Childcare Alliance, suggested that the overall
rating should be removed:

ACA considers the A&R [assessment and rating] process to be fundamentally flawed. ... ACA
questions whether an overall rating is appropriate when it does not accurately describe the
service’s practices and performance in all or the majority of the areas of assessment.
(sub. 310, p. 15)

An analysis of ACECQA administrative data shows that over a third of services receiving a
Working Towards rating only failed to meet 1-5 elements (figure 7.4).

ACECQA and governments should work to address such concerns about the
appropriateness and fairness of ratings. Ways to achieve this might include:

« removing the overall rating in favour of retaining only separate ratings for each quality
area

» placing ‘weighted’ scores on each element or standard based on their ‘importance’ to
quality, then determining ratings based on the total score achieved

o determining ratings based on the proportion of all elements achieved

o determine ratings beginning at the level of standards, using elements to guide the
standard’s rating (that is, elements would not be rated as ‘met’ or ‘not met’).

In addition, acting to simplify the NQS (as discussed above) would help reduce ratings
issues by lowering the number of elements that services must meet.

While removing the overall rating may alleviate concerns in the sector, it could also create
confusion for parents and may result in an unofficial rating system being developed. A
system based on scoring, since it is easily adjusted, would be very flexible; however the
potential weighting of particular elements or standards and the score required for certain
ratings may be a point of contention.
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Figure 7.4  Number of elements not met by services
with a Working Towards rating
As a proportion of Working Towards ratings. n = 2011
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There were also concerns raised about the ‘Working Towards’ designation itself (see, for
example, Kempsey Family Day Care, sub. 27; Explore and Develop Wamberal, sub. 80;
Toxteth Kindergarten, sub. 156). Some contended that the term ‘Working Towards’ sends
the wrong message to parents and demoralises educators, implying that a service is low
quality whereas it may have met the vast majority of NQS elements (including minimum
requirements such as staff ratios):

We believe that the words ‘Working Towards’ should be replaced with something more
positive ... ‘Working Towards’ is destroying the confidence of educators and the reputation of
the service and Nominated Supervisor. Additionally, the words ‘Working Towards’ are
misleading, cast doubt on quality and are picked up in a negative way by the media ... (Centre
Support Pty Ltd., sub. 268, p. 25)

Taking action to address the concerns identified above regarding the overall rating is likely
to reduce concerns in the sector about the Working Towards rating.

A number of submissions have also called for the awarding of Excellent ratings to be
abolished or suspended. In particular, it has been suggested that services receiving a
Working Towards rating should be the focus of attention (and the Excellent rating
abolished) or that the Excellent rating cannot be fairly awarded until all approved services
have been assessed (and the awarding of Excellent ratings be suspended until this occurs):

Whilst the Excellent rating and process appears to be the current focus of ACECQA, it is
important to note that up to 70% of the sector is struggling with their Working towards rating.
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ACA believes that this disparity must be addressed as the priority. It is admirable if educators
in a service wish to apply for an “Excellent” rating, however ACA does question whether this
is of primary importance to families as their main concern is for their children to be safe, happy
and well cared for by passionate educators. (Australian Childcare Alliance, sub. 310, p. 112)

ACCS believes there are problems with the Excellent rating and that it is inequitable that
services can apply for this rating before all services have been through the assessment and
ratings process. (Australian Community Children’s Services, sub. 183, p. 13)

The Commission does not believe it is appropriate for ACECQA to expend resources on
assessing applications for the Excellent rating, given the low volume of services awarded
the rating (as at 30 June 2014, 14 out of 5821 assessed services, ACECQA 2014b, p. 9)
and the limited value of the rating in providing useful information to parents (given the
existence of the ‘Exceeding’ rating). This rating should be abolished.

The Commission understands that the 2014 Review of the NQF is examining whether the
current assessment and rating system is reflective of overall service quality and reviewing
the effectiveness of all quality rating levels (ACECQA, sub. DR641).

RECOMMENDATION 7.8
Governments should:

e urgently reconsider the design of the assessment and ratings system, giving
particular consideration to finding ways to increase the pace of assessments

o explore ways to determine services’ ratings so they are more reflective of overall
quality

« abolish the ‘Excellent’ rating, so that ‘Exceeding National Quality Standard’ is the
highest achievable rating.

Administrative requirements

Research by ACECQA (2013h) suggests that, overall, the administrative requirements
associated with the NQF have increased costs for the sector. The research identified over
350 information obligation requirements associated with the NQF. Although, individually,
these requirements may take a very small amount of time to comply with and, in many
cases, are necessary to obtaining desired quality outcomes, they can amount to a
substantial burden in aggregate (box 7.11) and have a negative impact on job satisfaction
for educators (chapter 8). In fact, almost 80 per cent of providers and nominated
supervisors surveyed by ACECQA perceived administrative requirements to be ‘quite’ or

‘very’ burdensome. This finding is reflected in comments and submissions received
(box 7.12).
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Box 7.11 Administrative burden under the NQF — case studies

These hypothetical case studies were developed by ACECQA to illustrate the total cost to
services of the NQF’s administrative requirements, and the potential for substantial variation in
these costs among services of different sizes and types. They were informed by quantitative
data and issues identified through interviews with the sector.

75 place LDC service

A private service in metropolitan Melbourne with 73 enrolments and 15 educators, catering to
children from six weeks old to school age across five rooms.

The annual, ongoing administrative costs associated with the NQF are estimated to be
$140 607, or just under $2000 per child. Almost 80 per cent of this burden is associated with
educational programming requirements — documenting the program and assessments of
children’s learning.

30-45 place OSHC service

An OSHC is a service provided by a council in rural Victoria. The service is approved for 45
places, however is only able to accommodate 30 children. This is because the service has been
unable to attract sufficient staff to maintain 45 places under staff ratios imposed under the NQF
in Victoria. The service employs five educators.

On an ongoing basis, compliance with NQF administrative requirements is estimated to cost
approximately $28 000 per annum, or just under $1000 per child.
650 place, 55 educator FDC service

An independent FDC service operating on Queensland’s Sunshine Coast. Each educator
effectively runs their own service, supported by 6 administrative staff and a Director.

Complying with the NQF costs over $560 000 per annum; just under $900 per child or around
$10 000 per location.

Source: ACECQA (2013h, pp. 24-37, appendix D).

While there is evidence that administrative burdens will reduce over time as the sector
adapts to the NQF, it seems unlikely that the total burden will become less than it was prior
to the NQF’s implementation. This is because previous administrative requirements (such
as completing workplace health and safety related forms) have generally remained
unchanged, whereas increased documentation associated with educational programming
and meeting other requirements (such as sustainability elements of the NQS) is a new
requirement for many services.
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Box 7.12 Administrative burden — comments and submissions

ECEC Workers:

... | cannot survive with the phenomenal work load that the current regulations and standards create.
| have to cut corners somewhere or | will have to resign ... Most weeks | do a minimum of ten hours
unpaid overtime, and many weeks | do twenty or more hours unpaid in addition to my paid hours. The
children should come first, not the paperwork ... (comment no. 65)

One of the main reasons | believe the cost of child care has gone up so much in the last few years, is
because of the enormous increase in red tape, paperwork and time spent trying to comply with all the
new rules and regulations ... I'd say | spend somewhere between 15 to 20 hours a week (at least)
outside of caring for children trying to comply with paperwork and other regulations. And even though
my fees have had to go up, | still am earning less per hour than what | used to before because | have
to work so many more hours trying to comply. (comment no. 111)

The paperwork and red tape required [for OSHC services] at the moment only prevents the children
from having quality time with the adults in charge of them in place of their parents. (comment no. 104)

Child Care NSW:

... [The NQF] has unfortunately escalated the regulatory burden on educators to the point that it may
be perceived as counter-productive in some instances. ... these important regulatory reforms must be
implemented seamlessly and efficiently, such that they become the building blocks of the sector rather
than road blocks. (sub. 326, p. 24)

Family Day Care Australia:

... the NQF has had significant impact upon the sector’s administrative workload, with particular impact
upon educators who find the increase in administrative activities burdensome, in that it takes up time
which they feel could be better spent with the children in their care. (sub. 301, p. 18)

Network of Community Activities:

.. some levels of the current regulation detract from the quality of care able to be offered with staff
overwhelmed with administration and red tape ... (sub. 372, p. 5)

For highly rated services, governments and ACECQA should reduce administrative burden
by applying the principle of ‘earned autonomy’ to relieve these services of some
paperwork requirements and/or allow greater self-regulation. The rationale underlying this
principle is already implicitly part of the NQF, which recognises the interplay between
service quality and risk by recommending that highly rated services are assessed less
frequently. This has been noted by ACECQA in its submissions and research it conducted
into the regulatory burden of the NQF (sub. 260; 20131). In addition to reducing the
administrative burden, adapting the NQF in this way would also act as an incentive for
services to attain higher ratings and therefore be a driver for higher service quality.

The Commission understands that ACECQA (sub. DR641) considers it feasible to reduce
the number of administrative requirements that are burdensome with little or no benefit to
children and families, duplicative or of diminishing value at higher levels of quality and is
working with governments to review all administrative requirements as part of the 2014
Review of the NQF.

Other key issues that have been raised in submissions or explored in ACECQA research
regarding the burdens imposed by administrative requirements are examined below.
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New services incur high administrative set up costs

ACECQA (2013h) research indicates that providers may be unclear on what is required
when initially establishing NQF compliant policies and procedures and as a result services
can incur significant (and in some cases what seem to be excessive) costs in doing so.
While the costs associated with initially complying with the NQF are one-off and have
already been incurred by current providers, they can be significant.

Potential cost savings are likely to be particularly high for FDC providers, as ACECQA’s
research suggests all administrative requirements are higher for these providers than for
those providing centre-based services. This is because many policies have to be tailored to
the physical environment, which is unique to each FDC educator, and then have to be
printed, delivered and explained to each educator individually (ACECQA 2013h, p. 14,
appendix D).

Administrative set-up costs incurred by providers (both FDC and centre based), and the
detail and scope of policies developed, varies dramatically. For example, the cost of
establishing a set of NQF compliant policies and procedures was found to be as low as
$1600 per service for some providers and up to $9000 for others; while some providers had
20 policies developed and some had as many as 60 (ACECQA 2013h, pp. 14-15, appendix
D). Although these figures relate to a sample of providers and should not be extrapolated to
the sector as a whole, they suggest that moves to address concerns in this area would save
new providers (and existing providers outside the NQF that may be brought under its
scope) time and reduce costs.

While administrative requirements relating to a service’s policies and procedures should
remain flexible and outcomes based, regulatory authorities and ACECQA must provide
more detailed guidance (and, where feasible, a compliance pathway) on how to comply
with initial requirements when setting up a new service.

Quality Improvement Plans and documenting children’s learning

Despite the high level of support within the sector for Quality Improvement Plans (QIPs)
and documenting children’s learning, and their role as a cornerstone of the quality
improvement objectives of the NQF, these aspects have been identified by providers as
among the most burdensome ongoing administrative requirements of the NQF (figure 7.5).
The key contributing factors for this burden were found to be (in order) that: staff attention
is diverted from other activities, they consume staff time and staff have difficulty
understanding the requirements (ACECQA 2013h, p. 12, appendix E). A lack of precise
guidance on the flexibility that services have in completing QIPs has been identified as a
key cause of this burden (ACECQA 2013h). Services have discretion to decide:

« how often assessments of children’s learning and the educational program should be
documented, and how extensive this documentation should be; and

o how often QIPs should be revised, and how much documentation and evidence is
required.
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Figure 7.5 Which ongoing administrative requirements are the most
burdensome?
Sample of 1641 providers and 1842 nominated supervisors
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Source: ACECQA (2013h, p. 97).

It appears that some services are doing significantly more than is necessary to comply with
these requirements in an attempt to attain higher ratings. As noted by Child Care NSW:

... the requirement for QIPs to be “available at all times” has meant many services see it
necessary to constantly review and revise the document, which can be an enormously
time-consuming process. (sub. 333, p. 24)

This is of significant concern, since documenting educational programs and assessments of
children’s learning is by far the largest ongoing administrative cost associated with the
NQF. ACECQA (2013h, pp. 16-18, appendix D) found that, across a sample of providers,
on average:

» teachers and lead educators spent around 150 hours documenting and designing their
initial educational program, at an average one-off cost of close to $4000 per service

o educators spent 22 hours per child per annum on documenting assessments of
children’s learning, at a cost of around $700 per child per annum

« services spent almost 130 hours designing and documenting their initial QIP, at a
one-off cost of around $3500
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o services spent just over 180 hours per annum reviewing, revising and continually
developing their QIP, at a cost of over $4800 per annum.

The lack of guidance provided to services has resulted in a high degree of variability in the
time spent on some of these requirements. For instance, while services spent, on average,
130 hours designing their QIP, time spent by individual services varied between 70 hours
and 500 hours on this task — with those spending more time noting high levels of
uncertainty around what was required and concern about meeting the standards.

Reducing the regulatory burden associated with these requirements should be attempted
wherever this can be done without impeding the achievement of regulatory objectives. In
particular, simplifying the NQS (as discussed earlier) and the process of linking the QIP
and educational documentation to the NQS should assist; as would informing providers of
the flexibility that services have under the NQF and the possible approaches that they can
take to meet their obligations. The Commission commends ACECQA on its ongoing work
in providing guidance to the sector, particularly in relation to QIPs.

Certified supervisor certificates should be abolished

Under the requirements of the NQF, all services must have a ‘Nominated Supervisor’ who
is responsible for the day-to-day management of that service. Before 1 June 2014, for an
educator to become a Nominated Supervisor, the service had to apply for a ‘supervisor
certificate’ from their regulatory authority. However, recent reforms to the NQF (in
response to concerns raised by the sector) mean that from 1 June 2014, all services will be
issued with a supervisor certificate that can apply to any person working in a service who
is responsible for the day-to-day management of the service, has supervisory or leadership
responsibilities, or is a FDC coordinator.4 Services will still have to apply for a separate
certificate for other staff who wish to become Nominated Supervisors. Governments
should give further consideration as to whether any objective is being achieved by even
this reduced requirement — including questioning the purpose of issuing the ‘service wide’
certificates discussed above. As noted by UnitingCare Children’s Services (before the June
2014 changes) and the Queensland Government (after the changes):

UCCS sees limited added value in having staff go through this process as the role of Certified
Supervisor does not carry any legal responsibility and under the NQS services are bound to
meet the regulations regardless of who is on the premises. (sub. 326, p. 36)

... Queensland has strongly advocated for the removal of certified supervisor certificates. The
increase in workload for regulatory authorities to approve ‘Nominated Supervisors’ is a
compliance process with no additional benefit to the quality of care and improved outcomes for
children. (sub. DR893, p. 5)

Given the questionable value of supervisor certificates, the Commission suggests that
recent reforms do not go far enough. While there remains value from services having

4 Except in Western Australia, which must first amend the separate NQF legislation in that state.
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nominated supervisors available at any point in time, the requirement to obtain supervisor
certificates should be removed completely.

Waivers

The provisions of the NQF allow services to apply for ‘waivers’ to exempt them from
some requirements — in particular those relating to the physical environment and staffing
— where the circumstances of that service mean it cannot comply with these requirements
(additional detail in appendix F). Submissions raised a number of concerns with the
process of applying for waivers under the NQF, including relating to inconsistency,
inefficiency and delays, inflexibility and high administrative costs. For example, Goodstart
Early Learning, Australia’s largest ECEC provider, noted that staffing and service waivers
were inconsistent and could involve lengthy timeframes:

State-based regulatory authorities have different requirements and expectations in relation to
applying for and providing supporting documentation for staffing waivers, which can be
burdensome and add significantly to administrative costs.

There is currently a 60-day-plus processing time on [service] waivers, which can impact on the
scheduling and commencement of upgrades/[capital] works. Inconsistent requirements for
information and delays in decisions by regulators often result in delays in commencing of
work, which is an inconvenience for the contractors and centres. (sub. 395, p. 106)

Child Care NSW (sub. 333) noted feedback from their members expressing frustration that
waivers for ECTs were specific to the interim teacher hired, rather than the service itself.
That is, if a service receives a waiver for an ECT (to hire an interim teacher) and that
educator leaves the service, the service is required to apply for a new waiver when hiring
another interim teacher. The Commission understands this issue is unique to New South
Wales.

Regulatory authorities need to ensure that application processes for waivers are
streamlined and that services are more aware of application requirements. This could
involve ACECQA and regulatory authorities publishing detailed guidance (such as a
checklist) about what is required in waiver applications.

Areas of duplication with non-NQF requirements

Stakeholders have advised of two significant areas of duplication of requirements under the
NQF with non-NQF requirements:

« the need for OSHC services to provide architectural plans as a condition of service
approval is, in some cases, duplicating state government processes

o in Victoria, kindergarten services operating under Kindergarten Cluster Management
(KCM) arrangements are required to comply with requirements that are very similar to
the QIP requirements of the NQF.
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There is also some overlap between certain NQF requirements and jurisdiction-based food
safety requirements. This is explored in section 7.3.

OSHC service approvals — In order to receive approval to operate a service, service
operators may be required to provide the Regulatory Authority with site plans for the
proposed service location. While the approvals process as a whole was generally perceived
by services to be straightforward, some found the requirement for architectural plans to be
costly and time consuming. In particular, OSHC services operating on school grounds
noted that older schools often did not have ready access to such plans, forcing services to
go through the costly exercise of obtaining new documentation. Since these school sites are
already used for educating children — and state governments have their own processes for
ensuring these areas are safe for children — this requirement appears to duplicate state
processes. While changes made to the National Regulations in September 2013 allowed
regulatory authorities to use discretion in this area (for example, by not requiring certain
information about the proposed premises when a service is located on school grounds),
governments and ACECQA should question the added value and necessity of this
requirement and consider its abolition.

Victorian Kindergarten Cluster Management (KCM) arrangements — Services operating
under KCM arrangements are centrally managed and required to comply with the KCM
policy framework, under which they must complete an annual KCM Service Improvement
Plan (SIP). These plans ‘document strategies to guide service improvement’ (Victorian
Department of Education and Early Childhood Development 2009) and clearly overlap
with the NQF’s requirements for QIPs. Given that the NQF creates a nationally consistent
and agreed framework for improving quality, if kindergartens remain under the NQF then
the onus should be on the Victorian Government to remove the overlaps of the KCM
arrangements with the NQF — in essence, the NQF’s QIP should be a sufficient
requirement to replace the KCM’s SIP.

ACECQA (20131) suggests that other potential areas of duplication with the NQF may
include displaying information, keeping attendance records, obtaining service approvals
and notifications about changes to services. The Commonwealth Department of Education
similarly notes that:

.. interaction between three levels of government has led to a tendency for some overlap or
duplication between the levels and regulatory burdens for providers, who often have to respond
to requirements from all three levels and across local/state/territory boundaries.

Opportunities to reduce duplication through better coordination include:

e ... reduce burden on services reporting same or similar information to different levels of
government (including the need/capacity to share information better)

o address the complexities of a multiple tier system — some services are regulated under the
NQF, some are Australian Government approved but not NQF, some are state approved but
not NQF, and some are not approved

o integrate/further enhance information systems (between all levels of government, service
providers and, where possible and practical, families). (sub. 147, p. 23)
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Governments and ACECQA (in particular, as part of the ongoing review of the NQF and
ACECQA’s streamlining processes) should systematically examine and eliminate areas of
overlap between the NQF and state or local government requirements.

RECOMMENDATION 7.9

Governments, ACECQA and regulatory authorities, as applicable, should:
« abolish the requirement for certified supervisor certificates

e give providers more detailed and targeted guidance on requirements associated
with Quality Improvement Plans, educational programming, establishing compliant
policies and procedures and applying for waivers

« identify and eliminate potential overlaps between the National Quality Framework
and state and local government requirements

o« review ways that services with higher ratings (‘Exceeding National Quality
Standard’) could be relieved of some paperwork requirements, where these are
less important to ensuring quality given the service’s compliance history

« remove the requirement for outside school hours care services operating on school
facilities to provide site plans as a condition of service approval.

Changing which services are included in the scope of the NQF

Many service types are excluded from the scope of the NQF by the National Law and the
National Regulations (more detail in appendix F). Only a limited number of services are
excluded by the National Law and these services are unlikely to be brought into the NQF
in the near future due to (among other challenges) the difficulties in amending the Law.
Services excluded by the National Regulations could more easily be brought under the
scope of the NQF by amending the National Regulations (subject to a cost-benefit analysis
and assessment of how these services could be brought into scope over time).

The scope of the NQF should be extended to some additional service types

Expanding the scope of the NQF to include some service types not currently in scope
would ensure the vast majority of Australian ECEC services satisfy the same quality
standards. As such, governments should work towards including all services that receive
Australian Government subsidies into the NQF as soon as possible. Although this may
increase some costs for such services and costs for regulatory authorities, several key
bodies for service types currently receiving Australian Government assistance have
expressed a desire for this to occur (box 7.13) and the Commission considers it is
appropriate that taxpayer funds be directed only to services meeting minimum quality
standards.
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Box 7.13 Support for expanding the scope of the NQF

Occasional care

We believe that out of scope services including occasional care (OC) services should be brought into
the NQF as soon as possible. Most OC services implement the Early Years Learning Framework
(EYLF) and use the National Quality Standard (NQS) to guide the curriculum and practices for
children, families and the wider community.

... The inclusion of out of scope services in the NQF would replace the ‘red tape’ of the various levels

of government. Having one system would also support and reduce the administration costs to
organisations who have various service types under the auspice. (Occasional Child Care Australia,
sub. 200, pp. 1-2)

In-Home Care

We ... believe that IHC [In-Home Care] should fall immediately within the scope of the NQF as it is
presently categorised as a ‘out of scope’ service until the review that is expected in 2016. (National
In-Home Child Care Association, sub. 365, p. 12)

Budget Based Funded care

.. services within the Budget Based Funded program [should] be included within the scope of the
national regulations, including the National Quality Standard, over a period of time, with amendments
to ensure cultural appropriateness and funding supports to enable compliance. (Secretariat of National
Aboriginal and Islander Child Care, sub. 411, p. 6)

Mobile care

MCSA believes that the regulation of those Mobile Children’s Services [Providing licensable ‘care’ for
young children as Approved Services], nation-wide, should be in-scope under the National Quality
Framework [NQF]. (Mobile Children’s Services Association of NSW Inc., sub. 406, p. 9)

Preschools and the NQF

In Tasmania and Western Australia, where almost all preschools are dedicated and
integrated into the school system, the majority of (all, in the case of Tasmania) preschools
are not included in the NQF (box 7.14). However, regulations governing preschools in
these two states ensure that they still deliver care of a similar quality standard to, and align
with, the NQF.

In the inquiry draft report, the Commission recommended that all dedicated preschools be
similarly removed from the NQF and regulated under state and territory education
legislation. This was driven by concerns about duplication between the NQF and state and
territory regulations in some jurisdictions and considerations about the divide (in terms of
the type of service provided) between ECEC provision to children below preschool age
and formal preschool programs. This divide is particularly pronounced where preschool is
provided as part of a jurisdiction’s school system or in other standalone preschools (that is,
dedicated preschools not delivered within a LDC service). This is because dedicated
preschool programs are tailored to children of preschool age and are therefore delivered in
an environment and timeframe that is somewhat different to that in a LDC service
(Dowling and O’Malley 2009).

292  CHILDCARE AND EARLY CHILDHOOD LEARNING



Box 7.14 Regulation of preschools in Tasmania and Western Australia

Tasmania

Tasmania has had a universal state funded kindergarten service in place for over 40 years,
which has been integrated into the school system (including all non-government schools) over
time.

The kindergarten year (including in LDC services) in Tasmania is regulated under the Education
Act 1994 and is treated as education provided by a school. The Tasmanian Government chose
to regulate kindergarten in this way ‘to avoid duplication of some regulatory and administrative
processes’.

However, the Tasmanian Government aims to:

. ensure processes, policies and other regulatory mechanisms will be put in place under the
Education Act to ensure that all kindergartens substantially correspond with the requirements of the
Commonwealth legislation, including the NQS and implementation of the EYLF [Early Years Learning
Framework]. (Department of Premier and Cabinet, Tasmania, sub. 390, p. 35)

The Tasmanian Regulatory Authority (pers. comm., 1 May 2014) has informed the Commission
that LDC services providing preschool would be able to arrange with the Authority to have part
or all of the service regulated under either the NQF or state legislation.

Western Australia

Western Australia also has a system of school-based preschool delivery. Kindergarten is
regulated under the School Education Act 1999. However, a program is only recognised as a
preschool program if it is provided within a school setting — that is, programs provided within an
LDC setting are not officially recognised as preschool.

Compliance with the NQS is being incorporated into existing whole-school quality assurance
procedures which the Government believes are a ‘better fit’ for the schooling sector and prevent
the duplication of regulatory effort for schools.

In a similar vein to Tasmania’s system, the Western Australian Government aims to ensure that
state legislation aligns with the principles of the NQS:

... the decision has been made to apply the NQS across the early years of schooling to Year 2 so that

new and unhelpful divisions between Kindergarten and the rest of the school are not created.
Adherence to the NQS will leverage the same quality improvements as will apply to pre-school
provision in all other parts of Australia without duplicating regulatory effort for school administrators
and their early childhood staff who are already subject to school legislation and regulatory procedures.
(sub. 416, pp. 20-21)

Source: Department of Premier and Cabinet, Tasmania (sub. 390); Western Australian Government
(sub. 416).

However, the Commission was convinced by participants that such a move would be
detrimental to the universality of quality preschool and that much of the burden of meeting
the NQF had already been undertaken and accepted by preschools.

While the Commission does not recommend that other jurisdictions should have to adopt
the Western Australian and Tasmanian model for preschool regulation, it notes that the
approach of these states appears to be working well. Other jurisdictions, particularly where
the majority of preschools are within the schooling system (such as the Northern Territory
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and South Australia) or where there exist duplicative state and territory regulations, may
wish to consider replicating the approach taken in Western Australia and Tasmania — in
particular for dedicated preschools. Such a model could reduce the regulatory burden for
dedicated preschools, which, as noted by the Northern Territory Government (sub. 461),
Queensland Catholic Education Commission (sub. 364) and Hawker Primary School in the
ACT (sub. DR489), may face duplicated requirements when regulated by both
jurisdiction-based education legislation and the NQF.

If jurisdictions with overlapping regulations choose to retain the NQF for preschools, they
should consider the removal of duplicative requirements or implementing some level of
mutual recognition with the NQF (whereby state and territory regulatory requirements
could be met by complying with the NQF). For example, the Preschool Teachers
Association of the Northern Territory (sub. DR645) recommended that, since preschools
within primary schools are regulated under the Territory’s school review process,
applicable standards from the NQF could be addressed as part of this process. In particular,
the Association suggested that QA2, QA7 and some aspects of QA3 could be the
responsibility of schools and the Education Department. The ACT Government (sub. 905)
has informed the Commission that it is exploring a ‘co-regulation model’ for preschools to
clarify their requirements and reduce regulatory burden and red tape and the Queensland
Government (sub. DR893) has said it may support the removal of duplicative legislative
regimes where ECEC is being delivered in a schooling context.

RECOMMENDATION 7.10

Governments should extend the scope of the National Quality Framework to include
all centre and home-based services that are eligible to receive Australian Government
assistance.

National Quality Framework requirements should be tailored towards each care type,
as far as is feasible, and minimise the burden imposed on service providers. In
particular, child-based educational reporting should not be required where children
only attend services irregularly.

RECOMMENDATION 7.11

The quality standards in state and territory education legislation which apply to
dedicated preschools should recognise those standards that are required to be
satisfied under the National Quality Framework and any sources of inconsistency or
duplication of requirements should be removed from the education legislation applying
to preschools.
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7.3 Other regulations affecting ECEC

In addition to the NQF, ECEC services are affected by a range of federal, state and local
government regulations. Some of these regulations appear to be imposing unnecessary
restrictions and costs on services. Some Australian Government regulations (in particular,
operational requirements under Family Assistance Law) are examined in chapter 10. This
section examines a selection of state and local government regulations that the
Commission considers should be reformed or abolished, including:

« application of state and territory food safety regulations to ECEC services
« state and territory child protection regulations
o regulations requiring immunisation for enrolment in ECEC services

« application of local planning regulations to ECEC services.

State and territory regulations

Background checks for educators should be harmonised or made national

A large number of submissions raised concerns regarding background checks for
educators, particularly relating to inconsistent approaches between jurisdictions and the
inability to transfer these checks between jurisdictions (for example, Goodstart Early
Learning, sub. 395). Similar concerns have been raised in submissions to the Royal
Commission into Institutional Responses to Child Sexual Abuse.

All jurisdictions specify certain legal requirements mandating that people working with
children undergo a background check. Each state and territory has a different body
responsible for undertaking background checks. These include units within government
departments, police departments and other institutions such as the New South Wales
Commission for Children and Young People.

All jurisdictions, with the exception of South Australia, have specifically designed
background checks for people working with children, sometimes referred to as ‘working
with children checks’. People working with children in South Australia are only required to
undergo a police clearance. Working with children checks are more extensive and targeted
than a police background check. These checks assess the risk an individual poses to
children’s safety by drawing together information from multiple sources and focusing on
different types of offences (such as sexual offences or offences relating to the harm or
mistreatment of children).

The scope of working with children checks varies, but they generally give consideration to:
all convictions, apprehended violence orders, charges laid (even if no conviction was
recorded), information from professional organisations and any relevant allegations, police
investigations and employment proceedings. In contrast, police checks are limited by spent
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conviction and non-disclosure legislation (for example, a police check cannot disclose
convictions more than 10 years old).

There are broadly two approaches to background checks for people working with children:

e New South Wales and South Australia have employer-driven systems that make it
mandatory for employers in relevant fields (including ECEC) to carry out background
checks on prospective employees or volunteers. These provide ‘point in time’
background checks and individuals must undergo screening each time they commence
work with a new employer.

o All other jurisdictions offer fixed-period, employee-driven certifications to engage in
work with children. These certifications include ongoing monitoring — that is if,
during the validity of the check, the individual commits a relevant criminal offence or
is subject to a relevant work-related disciplinary proceeding, the administering
authority may inform employers and alter or withdraw the entitlement to work with
children. The period of validity for these checks varies between jurisdictions from two
to five years.

The Commission notes that the National Framework for Protecting Australia’s Children
2009-2020, endorsed by COAG in 2009, aims to develop a nationally consistent approach
to working with children checks and child safe organisations. While it was intended that
this would be in place by December 2009 (COAG 2009c, p. 18), it appears that only
limited progress has been made toward a nationally consistent approach on working with
children checks and this work may not be completed in the near future. It should be a
priority for governments to develop either a nationally consistent approach to
jurisdiction-based working with children checks (with harmonised requirements and
including mutual recognition) or a single national check within two years. Either approach
should only impose the minimum necessary regulatory burden on services, be
employee-driven, include ongoing monitoring and have the longest acceptable validity.
Most importantly, policy makers must ensure that any reforms do not result in a system
that simply adopts the most burdensome of the jurisdictional requirements currently in
place.

Food safety requirements overlap and should be streamlined

Although the NQF removed significant duplication in regulatory requirements, it appears
to have also created some overlap where food safety obligations are concerned. In
particular, some jurisdiction-based food safety regulations appear to have been duplicated
by Part 4.2 of the National Regulations, specifically:

o Regulation 77: Health, hygiene and safe food practices
« Regulation 79: Service providing food and beverages.

Such duplication creates an additional cost for ECEC services. All food safety
requirements should be covered completely by either the NQF (and services under the
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NQF exempted from jurisdiction-based requirements) or by jurisdiction-based
requirements (and removed or exempted from the NQF). Given that jurisdiction-based
requirements are long standing and more detailed than those under the NQF, the latter
option appears more sensible.

Another less significant, but nevertheless important issue, is the inclusion of ‘childcare’
services (LDC, occasional care and employer sponsored care) under Standard 3.3.1 of the
Australian food safety standards. This Standard — Food Safety Programs for Food Service
to Vulnerable Persons — requires businesses providing potentially hazardous food to
vulnerable persons, in this case children, to implement a documented and audited food
safety program if they prepare their own meals. Concerns about this requirement were
raised in comments received:

The Environmental health officers from the local government will more than likely tell you, if
you were interested enough to ask, that whilst the population of children in childcare are
considered to be vulnerable, the actual incidence of food contamination and poisoning is
insignificant, compared to that of children being served in school canteens, kiosks and fast food
/ take away outlets. There was insufficient evidence warranting additional regulation of child
care centres, yet the impact on productivity and the drain on managerial resources is enormous
... Surely the time spent administering, complying and enforcing these regulations must be
tested against the measurable difference it has made to the actual incidence of health issues, as
opposed to simply mitigating the risk of unsafe food handling occurring. (comment no. 93,
ECEC Worker)

The New South Wales Government, alone among the states and territories, has chosen to
exempt ECEC services from this standard, which is estimated to save a $400 initial and
$1089 ongoing cost on services (based on an examination of implementation costs by the
NSW Food Authority 2009, p. 8). Other jurisdictions, in conjunction with Food Standards
Australia New Zealand, should explore the impact this exemption has had in NSW; in
particular to assess whether food safety policy objectives are still being met. If they are,
other jurisdictions should also consider exempting ECEC services from this requirement.

Immunisation requirements in New South Wales

On 1 January 2014, the Public Health Amendment (Vaccination of Children Attending
Child Care Facilities) Act 2013 came into force in New South Wales, imposing changes to
regulations that aim to improve vaccination rates among children. These changes prevent
the enrolment of children in ECEC facilities unless parents provide the facility with
certificates of immunisation, or a certificate of conscientious objection to vaccination or
medical contraindication for vaccination. ECEC services are required to keep copies of
these certificates as part of each child’s immunisation record. New South Wales is
currently the only jurisdiction that prescribes immunisation requirements as a condition of
enrolment in an ECEC service.

There is little available information on the magnitude of the compliance costs imposed on
ECEC services as a result of the new requirements in New South Wales. While it seems
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unlikely that these costs would be significant, it would appear an unnecessary additional
requirement for services to keep records for children receiving the Child Care Benefit or
Child Care Rebate, since children must be immunised to be eligible for these.

RECOMMENDATION 7.12

State and territory governments should, within two years, harmonise background
checks for ECEC staff and volunteers by either:

e advancing a nationally consistent approach to jurisdiction-based ‘working with
children checks’ as proposed in the National Framework for Protecting Australia’s
Children, including mutual recognition of these checks between jurisdictions, or

« implementing a single, nationally recognised ‘working with children check’.

RECOMMENDATION 7.13

Where there is an overlap with existing state and territory food safety requirements,
Governments should exempt services from, or preferably remove, those requirements
in the National Regulations.

State and territory governments, in conjunction with Food Standards Australia New
Zealand, should explore the possible exemption of childcare services from Standard
3.3.1 of the Australian food safety standards, as in New South Wales.

Local government planning regulations

The nature of local governments means that the planning and zoning regulations they
impose on ECEC providers vary considerably. In many cases, councils impose restrictive
or unnecessary requirements and have processes that inhibit ECEC provision and create
uncertainty for providers. In some cases, this may be contributing to the long waiting times
experienced by providers seeking development approvals for ECEC services (figure 7.6).
This section draws together information from past analyses of Australian local government
planning regulations, and supplements these by further examining planning regulations in a
number of specific local councils.’ The Commission received few submissions or detailed
comments that focused on local planning regulations, possibly due to only limited numbers
of stakeholders having experience with developing new ECEC services.

5 Local governments examined: Brisbane City Council (2014a, 2014b); City of Canada Bay (2013); City of
Canterbury (2012); City of Casey (2014); City of Gold Coast (2011); City of Joondalup (2008); City of
Sydney (2005, 2012); City of Whittlesea (2014); Holroyd City Council (2013); Ku-ring-gai Council
(2013); Lake Macquarie City Council (2014); Mackay Regional Council (2014); Mount Barker Council
(2013); Randwick City Council (2013); Redlands City Council (2013); Sutherland Shire Council (2013);
The Hills Shire Council (2013).
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Figure 7.6 A development approval takes 282 days on average, but may
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Source: Cordell Information (unpublished).

What should the role of local government be in planning for ECEC services?

When regulating ECEC services, the Commission considers that local governments should
be primarily concerned with issues relating to locational criteria: limited aspects of the
design of buildings and streetscapes; risks to those using the proposed sites; and effects on
residents in the surrounding area (such as noise, traffic and privacy concerns). Addressing
these concerns could reasonably involve regulations relating to zoning, parking, external
features and general location (for example, by having policies encouraging ECEC
developments close to public transport or schools).

Planning regulations for ECEC services should not:

unnecessarily duplicate or extend on requirements of the National Regulations, which
cover some aspects of the design and features of indoor and outdoor areas (for example,
furniture and equipment and minimum space requirements) and operational
requirements (such as staffing levels)

exceed or duplicate other accepted standards, such as the Building Code of Australia

affect the operation of the local market for ECEC services — for example, by trying to
take into account the effect of a new development on existing ECEC services or
requiring services to meet a demonstrated need.
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Currently, a number of local governments appear to impose requirements that extend
beyond (often far beyond) those the Commission considers should be within their
responsibilities.

Common planning restrictions and requirements

The restrictions and requirements imposed on ECEC providers by the councils examined
by the Commission varied widely. The most common requirements relate to: location;
parking; interior design and design of outdoor areas within the property; size restrictions
(minimum site size and conditions on child numbers); noise levels; and operating hours. In
almost all councils examined, a selection of all these requirements were either unnecessary,
excessive or overly prescriptive.

Location — as discussed above, location is a core concern for councils in terms of
planning regulation. Locational requirements can relate to:

« which specific roads or types of roads can be developed on or near to
e co-location with, or proximity to, community facilities

« whether services can be located above ground level

e proximity to hazardous sites

« whether services fulfil a need for the community.

The most common requirements relate to roads for which it is appropriate to have
development alongside, and are usually in relation to traffic management concerns —
avoiding excessive traffic on residential roads and disruption to major arterial roads. Safety
is also a consideration in certain restrictions on locating near major roads. In general, these
requirements seemed well tailored to local settings, but their flexibility varies. For
instance, many councils prohibit the development of services in cul-de-sacs, whereas
others (for example, the Cities of Sydney and Whittlesea) are more flexible and take
account of available parking or turning space.

Many councils require (or encourage) new services to be co-located with, adjacent, or in
proximity to, certain community or other facilities. The facilities listed by councils vary,
but include: schools; shopping centres; major employment establishments; libraries; places
of worship; active parklands; open spaces; public transport; recreational facilities; and
sporting grounds. This is often to minimise impacts on neighbours (which can be reduced
where there are certain pre-existing uses) and reduce traffic concerns (as there may be
existing parking and these areas may already be designed for higher traffic than residential
areas). As noted by the South Sydney Regional Organisation of Councils (SSROC):

Child care centres can be significant trip generators. For this reason, it can be argued that they
should be located close to town or neighbourhood centres. (2005, p. 5)
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Such regulations are sometimes incorporated in zoning. For example, Brisbane City
Council generally requires ECEC services to be adjacent to community focal points in
newly developing areas, but only close to other community uses wherever possible in built
up areas.

Several of the councils examined have regulations that address whether services can be
located above ground level. The approach of councils without specific regulations in this
area is unclear. Some councils that regulate the floors on which services could be located
explicitly limit development to the ground floor (to ensure safe evacuation procedures),
while others permit flexibility to locate on higher floors (to allow supply in areas where
development on ground level is not possible). For example, Ku-ring-gai Council and the
City of Sydney both allow services to be located on the first floor where there are no viable
alternatives on the ground floor in surrounding areas. Such policies are likely to encourage
the supply of new ECEC services in areas such as the Sydney CBD.

Many councils have regulations that restrict the ability of services to be located in
proximity to hazardous sites, such as petrol stations, LPG canisters and mobile towers.
While these requirements have clear benefits and appear generally reasonable, there are
inconsistencies between councils that often appear unrelated to mitigating the risks
involved. For example, amongst councils examined, the allowed proximity to mobile
towers varies from not within 50 metres in Sutherland Shire Council to not within 500
metres in the Ku-ring-gai Council. Some councils allow services to be located in proximity
to such sites, but require potentially costly reports to assess the risks involved.

A small number of local governments appear to impose requirements that could be
considered to interfere with the operation of local markets for ECEC services. For
example, the City of Whittlesea requires services to meet a ‘demonstrated need’; while The
Hills Shire Council requires developers to conduct a ‘Social Impact Assessment’ that
assesses the likely impact on services/facilities, including an analysis of the needs of
residents and workers in relation to ECEC services, in order to establish demands for such
services. The City of Canterbury requires:

o the lodgment of a location analysis with a map that includes all services within
750 metres

o the lodgment of a demand analysis of the need for the services in the proposed location

« that the developer demonstrate a need for the service, supported by demographic and
statistical analysis

« that the service cannot be located within 400 metres of existing services.
It is unclear how widespread such policies are, but such practices are outside local
governments’ area of responsibility. The SSROC noted:

A fundamental principle ... is that it is not considered to be Council’s role to influence the
market for the establishment of child care centres any more so than for any other business
wishing to establish in a permissible zone. (2005, p. 2)
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Similarly, most of the councils interviewed during development of the Best Practice
Guideline for the Planning and Development of Child Care Facilities by the University of
Technology Sydney (UTS 2013, p. B.62) expressed concerns about the ‘correctness’ of
councils taking on a role that involves them influencing supply.

Parking — Councils impose parking requirements on ECEC services in order to reduce the congestion
effects of traffic and on-street parking on the surrounding area. Parking is a key concern for residents, as
noted by the SSROC:
Most objections about child care centres concern the spaces in front of homes being used for
parking associated with the child care centre. (2005, p. 9)

Parking requirements vary widely and may include requirements based on the number of
children, the number of staff or floor area. Requirements may relate to the number of car
spaces, disabled spaces, bicycle spaces, spaces reserved for staff, a dedicated
drop-off/pick-up area and on-street parking. In many cases, these requirements seem
excessive and even wasteful, particularly considering that most parking at ECEC services
is used for only a small proportion of the day.

Some councils allow for flexibility in parking requirements if it can be demonstrated that
alternatives (for example, nearby parking or public transport) are available. For example,
the city of Randwick allows for consideration of a reduction in parking requirements where
the site is located in proximity to high frequency public transport and other trip generators
such as schools and car parks, where there is sufficient on-street parking available at
appropriate times, or the development is not likely to adversely impact the surrounding
road network. However, such flexibility appears rare (in fact, the Brisbane City Council
recently removed such flexibility in its new City Plan). Inflexibility in parking
requirements has been noted as a concern when planning for ECEC services:

Child care providers and developers suggested that councils need to exercise more flexibility
with regard to traffic and parking issues. Providers in NSW and Western Australia gave
examples of instances where the siting of facilities near public transport, in inner-city locations
or co-located with schools will have different traffic and parking implications to other locations
and should be assessed in a different way. Developers suggested that planners are too quick to
consider worst case scenarios and discount the influence of good public transport and cycling
infrastructure or ‘drop-off’ and ‘pick-up’ patterns when assessing parking requirements.
(UTS 2013, p. B.54)

In meetings with stakeholders, the Commission has heard that such inflexibility can be a
significant deterrent to developing new ECEC services, particularly in inner city areas, and
that disagreements about parking can lead to protracted legal disputes. As such, policies
that allow for flexibility in the application of parking requirements may remove a potential
barrier to the supply or expansion of ECEC services.
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Interior design — Most local government plans examined by the Commission have
requirements related to the interior design and features of ECEC services (table 7.4). In
many cases, this appears to be as a result of local government regulations containing
design requirements that were included in pre-NQF, jurisdiction-based legislation. As
noted above, many characteristics of the interior design of ECEC services are explicitly
covered in the National Regulations and aspects such as the suitability of outdoor spaces
are also covered by the outcomes based requirements of the NQS.

Table 7.4 Requirements relating to design and other features within
ECEC services

Local Government Requirement
City of Canada Bay (NSW) Designated room/area that is used only for sleep for children under 2
years old

Hot water pipes insulated with a minimum 10mm thick foil wrap
City of Gold Coast (Qld) Planting is designed to provide opportunities for observation of
natural processes, including growth, flowering and seasonal changes

The playground design creates a visually interesting environment
from a child’s perspective

Holroyd City Council (NSW) Plans are to show the number of children each room is proposed to
accommodate to ensure staffing levels are sufficient for proper
supervision.

Ku-ring-gai Council (NSW) A craft preparation area is to be provided at the edge of the indoor
play space

The director’s office/administrative area to include space for a
photocopier and other administrative office furniture

Plantings are to include an attractive variety of trees, shrubs and
other soft landscaping measures that contribute to the educational
value of the centre through a mixture of colours, textures and forms

Lake Macquarie City Council The kitchen must be able to accommodate one food trolley per room,
(NSW) an oven, stove, microwave, grill, kettle and toaster

Mackay Regional Council (Qld) Landscaping provides educational interest through colour, perfume,
textures; and interesting and quiet play areas

Plant species are chosen for their safety, suitability and interest for
children, hardiness, and ease of maintenance

Sutherland Shire Council (NSW) Mattresses and other bedding are clean and comfortable

No child who is of or above 7 years of age may sleep in the same
room as another child of the opposite sex who is not a relative

City of Sydney Planting should be grouped according to species with similar water
and City of Canada Bay (NSW)  needs

Local government regulations that exceed these requirements are of particular concern,
since they directly conflict with nationally accepted standards and restrict the ability of
services to innovate. The Commission found council requirements relating to: minimum
indoor and outdoor space per child; the use of energy efficient appliances; the depth of
sandpits; noise levels inside the service’s buildings; the layout and type of plants used; the
design of outdoor play areas (such as requiring separate areas for ‘active’, ‘open’ and
‘quiet’ play); the amount of sunlight indoors; designs that allow staff to supervise children;
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and the use of transition areas (such as a patio between the indoor and outdoor play space).
Such regulations appear less commonplace in Victoria, possibly due to the use of
state-wide standards by local governments in that state (discussed further below).
Regulations in unique areas outside the scope of the NQF, such as fire safety requirements
where services are permitted to locate above the ground floor, are of less concern to the
Commission, so long as they remain reasonable.

Size restrictions — It appears that many councils set limits requiring a minimum site size
or imposing conditions on the number of children that can be cared for. Both requirements
have the ability to (unnecessarily) limit the availability of ECEC.

Minimum site sizes were found to vary from 800m?” (City of Canada Bay) up to 2000m*
(Brisbane City Council). In some cases, these requirements varied by the number of
children in care. Where councils gave rationales for these regulations, they related to
ensuring that services were able to accommodate activity needs and meet minimum space
and parking requirements. However, since services must already meet minimum indoor
and outdoor space requirements prescribed in the National Regulations and parking
requirements set by councils, there is no need to set minimum site sizes. Such
requirements, rather than helping services meet design criteria, may in fact restrict
services’ ability to innovate by locating in smaller spaces within schools, workplaces or
high density commercial areas (Brisbane City Council and the City of Gold Coast, for
example, may waive minimum size requirements in such areas).

Several councils were found to limit the size of services by imposing conditions on the
number of children for whom care can be provided. For example, the City of Canterbury
limits services to caring for a maximum of 40 children in residential areas and the City of
Sydney limits services to a maximum of 90 children (although the latter has indicated it
now supports the removal this cap following recommendations made in the inquiry draft
report, sub. DR876) . Such restrictions have the capacity to reduce ECEC availability by
reducing the viability of services, as noted in a report by UTS:

‘It is not possible to run a viable centre which is smaller than 50 places without affecting
quality and the ability to attract a suitably qualified teacher.” (Child care providers, NSW)
(2013, p. B.56)

The City of Sydney, in an attempt to increase the availability of places for younger
children, requires at least one third of places to be for children aged under 2 years.
However, rather than increasing availability, this kind of requirement can also limit
availability by reducing the viability of ECEC services, since this is the most costly age
group for which to provide care (chapter 9). Both types of blanket restrictions (on the
number or age proportions of children) are counterproductive — the total size of services
should be considered on a case-by-case basis by councils based solely on an assessment of
how its size is appropriate for its location (in terms of noise, traffic effects etc.); councils
should not interfere with market provision by stipulating the age distribution of places
offered.
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Noise levels — The regulation of noise levels should be the remit of local councils.
However, the restrictions imposed by some councils examined were overly prescriptive.
Where councils limit acceptable noise levels in surrounding areas, these appear to be
almost always set at a prescribed level; generally 40dB(A). However, setting requirements
in this way may not be appropriate, since many sites may have ambient background noise
that could exceed such a specified level (SSROC 2005). Instead, it would be more
appropriate for councils to specify acceptable noise levels as a range above background
noise in the area, as is the case in Ku-ring-gai Council (which specifies a +5dB(A) range).
In fact, the SSROC (2005) noted that noise from ECEC services was a common legal
issue, and the court generally imposed a condition that noise not exceed background noise
by +10dB(A).

Operating hours — A number of councils were found to impose restrictions on services’
operating hours, generally in residential areas, to reduce adverse impacts on surrounding
areas (table 7.5). These restrictions reduce the ability of services to provide flexible care,
where such care might be in demand. Given that councils have the capacity to separately
regulate aspects of ECEC services that may result in adverse impacts on surrounding areas
(for example, noise levels), restrictions on operating hours seem unnecessary.

Table 7.5 Restrictions on operating hours

Local government Operating hours restricted to

The Hills Shire Council (NSW) 7.30am to 6.30pm in rural and residential areas on weekdays only

6am to 8pm in business and industrial areas where the site does not
adjoin a rural or residential area on Monday to Saturday only

Brisbane City Council (Qld) 7am to 7pm all week, in all zones

City of Canada Bay (NSW) 7am to 7pm in residential areas

City of Sydney (NSW) Consideration given to variation in these hours if adjoining or adjacent
to commercial or other non-residential land use

City of Canterbury (NSW) 7am to 7pm in residential areas on weekdays only

City of Joondalup (WA) 7am to 6pm in residential areas on weekdays

8am to 1pm in residential areas on Saturday

What would leading practice look like?

There is considerable scope for local governments to improve their approaches to planning
and adopt best practices in a number of areas. Doing so could help increase ECEC
availability by making it an easier and less costly process to develop new ECEC services
or expand/update existing services. In many cases, this should also reduce costs for
councils by eliminating the need to develop, update and enforce unnecessary regulations.
Best practices that should be adopted by governments fall into three categories:

o not regulating areas outside of core council responsibilities (such as operational
requirements of services, service size, interior design and features, the operation of the
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local ECEC market) and allowing flexibility, particularly in relation to the areas
discussed above

« improving consistency

e providing information and support to providers.

The recently developed Guidelines for the Planning and Development of Child Care
Facilities (UTS 2014) also note a series of practices that local councils could adopt to
make it easier to develop ECEC services.

First, the examples discussed above demonstrate the range of unnecessary and rigid
planning regulations imposed by local governments in relation to ECEC services. All
councils should review their planning regulations and ensure that they do not relate to areas
outside core local government planning responsibilities (as noted above) and are flexible
wherever possible. One way to improve flexibility would be for councils to adopt a similar
outcomes based approach to planning as is used by some local governments in Queensland.
Under this approach, councils require developments to meet a given set of performance
criteria — these criteria can be met by either following one of the ‘acceptable solutions’
provided by councils for each criterion, or by demonstrating how an alternative solution is
appropriate, affording providers significant flexibility.

Second, there is substantial scope to adopt more consistent and holistic approaches across
local governments. To achieve consistency across all areas of planning regulations
affecting ECEC, it may be necessary for state governments to provide detailed guidance to,
and exercise some central control over, local governments. Such an approach is used in
Victoria, where the Victoria Planning Provisions document (a statewide template) is a
comprehensive set of standard planning provisions that ensures consistency for various
matters across all Victorian local governments and provides a standard format for planning
schemes. Local governments must seek ministerial approval for regulations that differ from
the standard planning provisions in the Victoria Planning Provisions. The Commission
(PC 2012) has previously identified this kind of approach as leading practice — as a way
to guard against potentially costly requirements being imposed by local governments when
regulating building and construction. All Victorian councils also develop their own
‘Municipal Early Years Plans’ to develop and coordinate education, care, health services
and activities for young children and their families. These plans are based on a framework
developed by the Municipal Association of Victoria and Department of Education and
Early Childhood Development, but are tailored to suit local circumstances and outline the
council’s role in providing services, infrastructure, planning, advocacy and community
development for children and families.

Third, research conducted by UTS (2013), previous work by the Commission (PC 2012)
and the examination of selected councils for this report indicate that councils could provide
clearer information for ECEC developers on planning processes, including by providing
checklist documents and guidelines on development assessment processes specific to the
ECEC sector (sector-specific guidance has previously been identified as leading practice
by the Commission). Guidelines (and other planning policies) should be updated regularly
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to ensure consistency with statewide and regional planning schemes and strategies and
other relevant regulations (currently many local planning schemes refer to outdated
jurisdiction-based quality regulations that have been superceded by the NQF).

Some councils also regularly undertake early childhood education and care supply and
demand needs analyses and make this information available to providers and developers
(Reilly and Bryant 2013). This can assist in attracting new services where they are most
needed, in a way that does not directly interfere with the market for ECEC. Councils such
as the City of Casey and many Victorian councils make this data readily available
(UTS 2013).

In addition to providing written guidance, councils should actively engage with providers
and prospective developers throughout the development application process, such as
through pre-lodgement meetings (PC 2012) and by publishing the results of planning
decisions (including the rationale for these decisions). Although providers regard
pre-lodgement meetings as important, they are not offered by some councils:

Many respondents stressed the importance of pre-lodgement meetings to encourage discussion
about the concept, location and other issues prior to development application lodgement.
Feedback from the interviews suggested that some councils no longer offer this service. ... A
number of child care providers said that councils had refused to express any opinion about a
proposed site or design prior to lodgement, instead suggesting that they hire a planning
consultant or other professional to give them advice. (UTS 2013, p. B.58)

Given the potential benefits of such meetings (particularly by expediting the development
process), councils should ensure that the costs for pre-lodgement meetings are not
excessive, and perhaps offer the first meeting free of charge. Businesses should, however,
be prepared to pay for such services where they are utilised multiple times for the same
development project.
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RECOMMENDATION 7.14

Local governments should adopt leading regulatory practices in planning for ECEC
services. In particular, local governments should:

use planning and zoning policies to support the co-location of ECEC services with
community facilities, especially schools

use outcomes based regulations to allow services flexibility in the way they comply
with planning rules, such as in relation to parking

not regulate the design or quality of any aspect of building interiors or children’s
outdoor areas within the service property, where such regulation unnecessarily
duplicates or extends the requirements of the National Regulations or other
standards such as the Building Code of Australia

not impose regulations that interfere with the operation of the ECEC market, such
as by restricting the maximum number of permitted childcare places in a service

provide clear guidelines for the assessment of development proposals in relation to
ECEC services, and update these guidelines regularly.

RECOMMENDATION 7.15

State planning departments should, as in Victoria, develop flexible standard planning
provisions that can be applied across local governments to ensure some level of
consistency; and scrutinise amendments to local planning schemes that might seek
the introduction of different standards, to guard against potentially costly requirements
being imposed.
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8

ECEC Workforce

Key points

As of 2013, there were over 150 000 individuals working in formal early childhood education
and care (ECEC) services. Well over 90 per cent are female. Around half of the workforce
are employed in long day care, 18 per cent in preschool and 12 per cent in outside school
hours care.

Since the introduction of the National Quality Framework (NQF) in 2008, there has been
substantial growth in the proportion of workers with a qualification. Over 80 per cent of
contact staff now have an ECEC related qualification, 16 per cent possess a bachelor
degree and nearly two-thirds have an advanced diploma, diploma or certificate Il or IV
qualification.

There are shortages of childcare workers with appropriate qualifications, particularly in long
day care. Shortages are most acute in New South Wales, in regional and remote areas, and
for diploma qualified educators and for teachers.

Wages are relatively low and job satisfaction is mixed across the sector with widespread
concerns from within the sector that ECEC workers are undervalued and under paid.

— There are no significant regulatory or other impediments precluding the sector from
addressing these issues through offering higher wages, better conditions and improved
career opportunities.

Pay and conditions are predominantly determined through awards and wages rarely exceed
the award to any significant degree. Reliance on award wages and other characteristics of
the ECEC labour market are causing wages and conditions generally to be less responsive
to increases in demand than might be expected.

— However, a number of ECEC services advised the Commission that they pay some of
their staff above award rates.

— Many services are offering over award pay and conditions in areas where difficulties
recruiting and retaining staff are most acute.

Applications for Equal Remuneration Orders currently being heard by the Fair Work
Commission, if successful, would increase the wages of all long day care workers and
certain preschool workers, substantially increasing the costs of delivering services and
putting pressure on fees.

There are widespread concerns in the sector about the quality of some training received by
graduates who have undertaken an ECEC qualification, particularly at the certificate 11l and
diploma level.

Employers should accept primary responsibility for the funding and support of ongoing
professional development.
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A professional and skilled workforce is critical to achieving quality ECEC services and
consequent learning and development outcomes (chapter 5). The ECEC sector is highly
labour-intensive — labour costs are by far the largest cost for services (appendix H) — and
therefore increases in wages and other employment costs contribute very significantly to
upward pressure on fees. For these reasons, workforce issues have a major bearing on the
efficiency and effectiveness of the sector.

This chapter provides a brief overview of the ECEC workforce and examines various
issues on pay and conditions; recruitment, retention and staff shortages; and training and
development. It does not attempt to develop a strategy to meet future workforce needs of
the ECEC sector.

The Commission’s analysis of workforce issues in this chapter has, where relevant, drawn
on the more detailed examination of many of the issues in its recent study of the Early
Childhood Development Workforce (PC 2011b).

8.1 The ECEC workforce

The ECEC workforce is large. It comprises over 150 000 workers employed in over 16 000
approved services working with more than one million children. The overwhelming
majority of these workers are female.

The shift in focus to early education rather than primarily care has underpinned the move
to increase the formal qualifications of the workforce. Over 80 per cent of workers in the
sector have an ECEC related qualification and around 16 per cent have a bachelor degree
or higher qualification.

There are also those working outside the formal ECEC sector as nannies, au pairs and baby
sitters. It is difficult to get an accurate estimate of these workers. The Australian Nanny
Association (sub. 254) estimates that there are approximately 30 000 nannies currently
working in Australia, but also noted that the number may be significantly higher due to
parts of the sector being informal. There are estimated to be around 10 000 au pairs
currently working in Australian homes (AuPair World, sub. 446). Given the informal
nature of most babysitting, there are no reliable data on the number of people working as a
babysitter.

How many and where do they work?

There were 153 155 staff employed in the formal ECEC sector at the time of the 2013
ECEC workforce census (table 8.1).
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Table 8.1 Early childhood education and care workforce
2013

NSW Vic Qld SA WA Tas NT ACT Australia

Long day care 24792 17490 18260 5388 5533 1477 734 1972 75646
Family day care 4496 4114 2516 975 1130 447 260 117 14 054
In home care 327 447 550 115 218 145 0 7 1 809
Occasional care 296 339 90 2 108 18 0 19 872
Vacation care 4557 2729 4090 1935 1295 362 228 541 15737
Outside school

hours care 5436 4102 4031 1785 1310 364 221 837 18086
Preschool 8284 6840 3527 2051 4 399 882 456 513 26952
Total@ 48188 36061 33065 12250 13993 3695 1898 4005 153155

a Totals may not equal sum of components due to rounding of weighted data. Preschool numbers refer
only to dedicated preschools.

Source: The Social Research Centre (2014a).

Nearly half of these workers were employed in long day care. The preschool sector
accounted for around 18 per cent, outside school hours care nearly 12 per cent, vacation
care around 10 per cent and family day care just over 9 per cent. Occasional care and
in-home care together accounted for less than 2 per cent of the workforce (figure 8.1).

Figure 8.1  Workforce employment share by type of service

2013
Occasional care In home care 1%

<1%
Familydaycare ___
9%

Vacation care 10%

Long day care 49%
Preschool 18% — ey ’

N

Outside school
hours care 12%

Source: The Social Research Centre (2014a).
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The formal ECEC workforce has grown rapidly. It has more than doubled in size between
1997 and 2013. This growth has been particularly strong in outside school hours care, long
day care and preschool. Employment in family day care and in-home care remained flat or
declined over the same period (figure 8.2).

Figure 8.2  The early childhood education and care workforce?
Number of employees
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a Data from 2008 are not available as the Australian Government Census of Childcare Services concluded
in 2006. Data from 2010 and 2013 are from the National ECEC workforce census.

Source: PC (2011b); The Social Research Centre (2014a).

Who are they?

The ECEC workforce is predominantly female with males accounting for under 6 per cent
of all ECEC workers. Males are more likely to be employed in outside school hours care
and vacation care.

The median age of ECEC workers was 36 years for women and 26 years for men. Older
workers tend to be in family day care and preschools with almost two-thirds of the workers
in each of these areas aged 40 and over. This was in contrast to the long day care services
where nearly two-thirds of the workers were aged under 40 (table 8.2).

The Productivity Commission study of the Early Childhood Development Workforce
(PC 2011b) found that the ECEC workforce comprises two distinct groups. The first group
are employed as directors, group leaders or teachers (around 30 per cent of the workforce)
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and a second group (around 70 per cent of the workforce) are employed as ECEC
educators.

The group employed as directors, teachers or group leaders conducts program planning and
leads the educators. The group employed as ECEC educators, provides education and care
services directly to children.

Table 8.2 Age and gender of the ECEC workforce

2013

Age group  Preschool LDC FDC IHC occ OSHC VAC Total

% % % % % % % %
15-19 1.4 5.7 0.2 1.6 2.2 10.8 10.3 55
20-24 5.2 19.0 24 19.5 10.5 31.9 31.2 17.7
25-29 6.5 16.8 6.3 16.0 8.9 12.5 14.8 13.3
30-34 8.6 12.7 121 8.7 9.7 7.3 8.2 10.8
35-39 12.8 11.0 16.2 9.6 10.4 6.2 6.4 10.7
40-44 17.8 10.5 16.1 7.7 16.6 6.8 7.1 11.5
45-49 16.0 8.6 14.3 9.3 14.2 6.8 6.7 10.1
50-54 15.3 7.5 12.7 12.5 11.8 7.4 6.6 9.3
55 and over 16.4 8.2 19.7 15.3 15.7 10.2 8.7 11.1
Gender
Male 27 27 2.8 23 1.5 16.0 17.0 5.7
Female 97.3 97.3 97.2 97.7 98.5 82.7 81.7 94.0
Intersex 0 0 0 0 0 1.3 1.3 0.3

Source: The Social Research Centre (2014a).

This first group of directors, teachers and group leaders receive higher wages than ECEC
educators as their positions generally require them to possess higher qualifications. This
reflects their need for a more detailed knowledge of child development and pedagogy,
which allows them to effectively lead ECEC educators and ensure compliance with
statutory regulations. Directors and teachers play an important leadership role in the ECEC
workforce, by providing the management, leadership and governance skills necessary to
implement the NQF. This includes a complex range of skills necessary for a range of
activities including: the capacity to deal with boards of directors; committees of
management; funding mechanisms; industrial relations arrangements and the mentoring of
staff.

ECEC educators also require a detailed knowledge of child development and pedagogy,
but generally they require fewer managerial skills. As such, ECEC educators commonly
hold either diploma or certificate-level qualifications.
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Education levels

Just over 80 per cent of the ECEC workforce had an ECEC related qualification in 2013
(figure 8.3). Around 16 per cent had a bachelor degree and nearly two-thirds (64.6 per
cent) had an advanced diploma, diploma or a certificate III or IV (table 8.3). The share of
the ECEC workforce without an ECEC related qualification fell from just over 30 per cent
in 2010, at the time of previous ECEC workforce census, to 18 per cent in 2013.

Figure 8.3  Share of ECEC workforce with and without an ECEC related
qualification?
2013
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a Relevant ECEC qualifications include early childhood teaching, primary teaching, other teaching, child
care, nursing, other human welfare studies, behavioural science and other early childhood education and
care related qualifications. The population is the paid staff engaged in a contact role.

Source: The Social Research Centre (2014a).

The share of the ECEC workforce with certificate III or IV qualifications increased from
just under 29 per cent in 2010 to over 36 per cent in 2013, while those with bachelor
degrees or above increased from 14 per cent to 16 per cent. The share of the workforce
with an advanced diploma or a diploma increased from 24 per cent to 28 per cent over the
same period (The Social Research Centre 2014a).
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By service type, preschool staff were more likely to have an ECEC related bachelor degree
or higher, whereas those working in outside school hours care were more likely not to have
an ECEC related qualification (table 8.3).

The significant share of the outside school hours care (OSHC) workforce without an ECEC
related qualification reflects that, apart from the coordinators and directors, the
qualification requirements for those working in OSHC is lower than that for other types of
care and most of the workforce generally work on a casual or temporary basis to meet the 2
and 3 hour shifts required which enables them to undertake further education and study or
pursue other interests. However, there has been a shift to employer provided professional
development for outside school hours staff (PC 2011b).

Table 8.3 Educational attainment of the workforce?

2013
Outside
Long day Family  Occasional school  Vacation
Preschool care day care care  hours care Care  Total
% % % % % % %

Bachelor degree 38.8 115 3.9 7.5 12.0 162 16.0
or higher
Advanced diploma 19.4 35.4 24.3 42.0 21.2 201 284
or diploma
Certificate 1l or IV 30.5 40.1 53.3 38.6 23.7 23.0 36.2
Less than
certificate Il 1.6 1.2 1.5 2.0 23 1.9 1.5
No ECEC 9.7 117 16.9 9.9 40.9 388  18.0
qualification

a Highest level of attained qualification in an ECEC related field for paid contact staff (these are staff who
are paid and doing contact work). Does not include qualifications that individuals may be currently studying
towards, but have not yet attained. Column totals may not equal 100 per cent due to rounding.

Source: The Social Research Centre (2014a).

The skills and qualifications of those working outside the formal ECEC sector, such as
nannies and au pairs, varies. While it appears that most nannies have no formal
ECEC-related qualification, some are qualified (often with previous experience in
centre-based or family day care) and others are working towards a qualification. In the
2011 ABS Census of Population and Housing just under one fifth (19 per cent) of nannies
had an ECEC-related qualification at the certificate III level or higher. Around 3 per cent
had an ECEC-related bachelor degree or post graduate qualification, 8 per cent had an
advanced diploma or diploma and 8 per cent had a certificate level III or IV qualification
(ABS 2013b). Au pairs generally do not have any formal ECEC qualification and are
considered to be carers rather than educators.
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8.2 Pay and conditions

A common observation made in submissions to this inquiry and the Commission’s
previous study of the Early Childhood Development Workforce (PC 2011) is that the
ECEC workforce is underpaid and undervalued. Many inquiry participants suggested that
low levels of pay and poor working conditions are impacting on the ability of the sector to
attract and retain staff and on the quality of services provided (box 8.1).

Box 8.1 Participants’ comments on the pay, conditions and status of

the ECEC workforce

The level of wages was a concern to a number of participants:

As someone who has 20 years of experience working with children, as well as the Diploma in
Children’s Services, | can make more money working at K-Mart as a night filler than | do working in an
industry that | am experienced and qualified to work in. (Jane Webb, sub. 121, p. 1)

... [a colleague who] left Early Childhood Education and Care to work at Woolworths, as working 25
hours per week in the supermarket gave her the same income as working 40 hours in Long Day Care.
(Alison Butcher, sub. 138, p. 2)

And because of the low wages only those passionate about their work stayed in the sector:

Lower wages see this industry being utilised in many cases as a temporary work arrangement. Only
the very committed stay for the long haul and these individuals go above and beyond what they are
required to do, because they are passionate about their work. (Galbiri Childcare and Preschool Centre,
sub. 129, p. 3)

There were numerous comments that work in the ECEC sector was undervalued by the wider
community:

For all levels of work in the ECEC, pay does not reflect the enormity of the importance and
responsibility (for both children today and the future of Australian Society) involved in working with
young children and their families. (Eastern Region Preschool Field Officer Group, sub. 96, p. 4)

Despite wide acknowledgment of the importance of this issue, educators continue to be poorly paid for
the work they do. (Carewest, sub. 93, p. 5)

Some felt that ECEC workers were not regarded as professionals:

| believe that the outside world does see us as ‘glorified babysitters’ when using the term childcare
worker. It does not adequately describe the nature of the job, nor the qualifications we need to receive
— - asthma and anaphylactic training, first aid certifications, working with children’s check, as well as
the minimum qualification of Certificate Il in Children’s Services. All of this just to step foot in the
workplace! And rightly so. (Shannon McLeod, sub. 19, p. 1)

With the average Child Care Educator earning just $18 per hour, we are often considered mere
babysitters, instead of being regarded as the professionals we are encouraged to be. (Margaret Cribb
Childcare Centre, sub 244, p. 1).

Unappreciated for our role as educator. Not seen as professional. Treated as a nanny or a cleaner. Not
taken seriously. (South Coast Baptist College School of Early Learning Childcare, sub. 114, p. 2)
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In addition to commenting on levels of pay, submissions have commented on various
aspects of working conditions. These include:

o a career structure that does not adequately reward staff with higher qualifications or
greater experience

 insufficient non-contact hours to complete curriculum, programming development and
observation requirements (exacerbated by the introduction of reporting requirements
under the NQF) and an expectation that staff will undertake some of this work unpaid
in their own time

» insufficient sick leave and other non-wage entitlements, given the nature of the work
environment

 limited opportunities for employees to undertake further training or study in paid time

« workers having to pay for various education and care materials themselves.

The ECEC workforce tends to earn less than the wider workforce

Median weekly earnings for full-time child care managers ($1140) and early childhood
teachers ($1087) in 2012 were less than the median weekly full-time earnings for all
occupations ($1153). However, median weekly full-time earnings for child carers or ECEC
educators ($730) were significantly less (figure 8.4).

Figure 8.4  Median weekly earnings for full-time employees
by occupation
August 2012
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The average annual wage growth for ECEC workers, based on the award wage for a
certificate III educator has been ahead of general inflation and slightly above the
Australian Bureau of Statistics (ABS) wage price index. (see figure 8.5)

Figure 8.5 Award wages growth for certificate lll educators?
2005 to 2014
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a The figure is based on average annual growth over the period 2005 to 2014. The ABS wage price index
used is based on the ordinary time hourly rates of pay excluding bonuses for all industries.

Source: United Voice (pers. comm.); ABS Cat. no. 6401.0; ABS Cat. no. 6345.0.

Wages within the ECEC sector vary by qualification with certificate III educators earning
less per hour than higher qualified workers (table 8.4).

Table 8.4 Average hourly rates for ECEC staff

Hourly rates

$

Certificate Il 23.31
Diploma 26.88
Advanced diploma 29.59
ECT 31.43

Source: Goodstart Early Learning sub. 395.

ECEC workers in other countries also tend to have earnings that are low relative to the
wider workforce. The Commission’s research has found that earnings in the United States,
Canada and the United Kingdom exhibit a similar relationship to that in Australia in terms
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of the earnings of early childhood -carers/educators compared with earnings of
elementary/primary school teachers.

The actual hours worked across the ECEC sector vary by position and by service type.
Directors averaged 33 hours per week, ECEC teachers 29 hours and ECEC educators
around 25 hours per week (PC 2011b). Certain service types, such as OSHC, require
workers to be available on a part-time, split shift, casual or seasonal basis. This reflects
both the needs of employers and employees with many OSHC educators working on a
part-time or casual basis while pursuing other interests and further study.

Disparity in pay and conditions with preschool and school sector

The pay and conditions for teachers in long day care services have in many cases been
below that offered to teachers in preschools and primary schools. These differences in pay
and conditions are considered to be a result of the historical separation of ‘care’ and
‘education’. Consequently, early childhood teachers have tended to prefer to work in the
school sector rather than in the early childhood sector. Professor Alison Elliot noted that:

There has been a long standing trend for qualified early childhood teachers to prefer to work in
the school sector where salaries, working conditions and career progression are more attractive
than in the child care sector. (sub. 401, p. 6)

In most jurisdictions, preschool teachers are paid similarly to school teachers. In Western
Australia, South Australia, Tasmania, the Northern Territory and the ACT most preschool
services are provided by government and non-government schools and teachers in
preschools receive similar wages to primary school teachers. Although outside the school
system, preschool teachers in Victoria and Queensland are paid similarly to primary school
teachers. However, in New South Wales, almost all long day care teachers and preschool
teachers are employed on wages and conditions that do not compare favourably with those
offered in the school system. Most preschool teachers employed by the New South Wales
Government or by independent schools in New South Wales are paid at lower rates than
teachers in the primary school sector (PC 2011b).

In its Early Childhood Development Workforce Report, the Commission (PC 2011b)
concluded that to meet the agreed reforms required by the National Quality Standard and
the National Partnership Agreement on Early Childhood Education, wages and conditions
for qualified ECEC workers would need to be more competitive with those offered to
primary teachers in the school sector and for many workers, wages would need to increase.

Importance of awards

The earnings of the ECEC workforce are predominantly determined through awards. The
Productivity Commission (2011b) found that over 70 per cent of ECEC educators and
around 35 per cent of ECEC directors had their wages set via the award in comparison to
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around 20 per cent of the rest of the workforce. The Commission (PC 2011b) also found
that it was rare for wages in the sector to exceed the award by more than 10 per cent.

Submissions to this inquiry confirm the importance of awards in the sector and that wages
rarely exceed the award to any significant degree (for example, ACTU sub. 167 and United
Voice, sub. 319). While there are some collective agreements these tend to broadly reflect
the minimum federal award rates. The ACTU submitted:

Only a few community centres pay above award wages through workplace agreements, and
there is little capacity for these wage rates to flow on to other parts of the early childhood
education and care sector. (sub. 167, p. 10)

Importantly, employers are not prevented from paying above award wages. The awards
only set minimum wages and conditions and a number of ECEC services advised the
Commission that they are paying at least some of their staff above award rates (discussed
further below).

Fair Work Equal Remuneration Case

In 2013, unions representing ECEC workers lodged applications to the Fair Work
Commission for Equal Remuneration Orders to be made under the Fair Work Act
2009 (Cth) (box 8.2) on the basis of gender based undervaluation.

If the applications are successful, the Fair Work Commission could issue orders to increase
the wages of all long day care workers and those preschool workers covered by the
applications. Increases sought in the applications range from 27.5 per cent to just under
80 per cent depending on the classification. This would dramatically increase the costs of
delivering long day care and preschool services and put pressure on fees. United Voice
submitted:

Our modelling suggests that a win in this [Fair Work Commission] case will cost an additional
$1.6 billion across the sector in 2015-16. This will significantly impact on the overall
affordability of childcare for parents, unless the additional costs of professional wages are taken
into account in reforming the current funding system. (sub. 319, p. 71)

A previous Equal Remuneration Order made in February 2012 awarded wage increases
(between 23 and 45 per cent depending on the level of position) in 9 payments phased in
over 10 years to employees in the social and community services sector (covered by the
Social, Community, Home Care and Disability Services Industry Award).

The Women and Work Research Group (sub. DR800) were of the view that the equal
remuneration claim currently before the Fair Work Commission was the best means to
deliver improved wage outcomes for the sector as productivity gains in the conventional
sense could not deliver improved wages if quality services were to be maintained.
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Box 8.2 Equal Remuneration Cases

Under Part 2-7 of the Fair Work Act 2009 (Cth) the Fair Work Commission has the power to
make an order that fixes rates of remuneration to ensure equal remuneration for men and
women workers for work of equal or comparable value. An equal remuneration order may be
made on application by an employee to whom the order will apply, a registered trade union
entitled to represent the interests of such an employee, or the Sex Discrimination Commissioner
(s 302(3)).

In July 2013, United Voice and the Australian Education Union — Victorian Branch lodged an
application for an Equal Remuneration Order for employees, covered by a number of specified
awards, who perform work in a long day care centre. An amended application expanding
coverage to preschools, was filed in November 2013. The Independent Education Union of
Australia lodged an additional application for an Equal Remuneration Order in October 2013 for
early childhood teachers (including those appointed as directors) covered by the Educational
Services (Teachers) Award 2010. An amended application expanding coverage to preschools
was filed in November 2013. The Full Bench of the Fair Work Commission has commenced
hearing the applications.

In deciding whether to make an Equal Remuneration Order, the Commission must take into
account any orders and determinations made by its Expert Panel) in the annual wage reviews
mandated by Part 2-6 of the Act, as well as the reasons given by the Panel for such decisions
(s 302(4)). It is also obliged by section 578 (which applies to all functions or powers exercised
by the Commission under the Act) to take into account: the objects of the statute; ‘equity, good
conscience and the merits of the matter’; and ‘the need to respect and value the diversity of the
work force by helping to prevent and eliminate discrimination on the basis of [various grounds
including sex]'.

In the social and community services sector case, the Full Bench of the Fair Work Commission
accepted that it is not necessary to show that rates have been established on a discriminatory
basis, but also made it clear that it is not sufficient to establish that the relevant work is
undervalued — the undervaluation must be based in some way on the gender of the relevant
employees.

Any increases may be phased in, where the Commission considers that it is ‘not feasible’ to
provide for equal remuneration with immediate effect (s 304). However, an equal remuneration
order cannot decrease rates of remuneration (s 303) so, for example, the Commission could not
reduce the higher rates of remuneration of a male (or predominately male) comparator group to
bring the rates into line with the lower rates of remuneration of female employees subject to an
application.

The Act provides for penalties (s 305) for employers breaching an equal remuneration order (or
anyone else knowingly involved in an employer’'s breach, such as a director, manager or
external adviser (s 550)) and also for orders to be made that the effects of the breach be
rectified.

Source: Layton et al. (2013).
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Job satisfaction

Although overall levels of job satisfaction in the ECEC workforce appear to be high, there
are concerns across the workforce around pay, the level of recognition for the work done
and the levels of stress faced.

The 2013 National ECEC workforce census staff survey of over 70 000 ECEC workers
found that 87 per cent of the workforce were satisfied with their job, but only 49 per cent
were satisfied with their pay and conditions (The Social Research Centre 2014a). Slightly
over half of the ECEC workforce believed that their job had a high social status and
indicated that their job was stressful.

Reflecting the high levels of job satisfaction overall, only a small proportion of the
respondents to the survey (11.2 per cent) indicated that they would leave the sector today if
they could. Those employed in family day care (14.8 per cent), long day care (12.8 per
cent) and occasional care (11.4 per cent) were the most likely to want to leave the sector.
Staff generally entered the sector because they wanted to work with children (83.4 per
cent) and only 15 per cent entered the sector because it was their only employment
opportunity. Around two-thirds of ECEC workers (66.2 per cent) would recommend a
career in the sector to others and over 60 per cent expressed an interest in furthering their
career in the sector (The Social Research Centre 2014a).

A United Voice survey of ex-members (sub. 319, attachment 3) found that respondents
were generally positive about the sector and most had joined the sector to work with
children. The most commonly cited problems with working in the ECEC sector were poor
pay, stressful working conditions and unpaid working hours.

The impact of the NQF on job satisfaction

As noted above, participants have raised concerns about insufficient paid non-contact
hours to complete curriculum, programming development and observation requirements.
Submissions have noted that the implementation of the NQF has introduced additional
reporting and other requirements which have increased the administrative load for
educators and teachers (chapter 7) and have reduced their autonomy. This is having a
negative impact on job satisfaction:

ECEC educators and teachers currently report that they have insufficient paid, noncontact hours
in which to complete curriculum and observation requirements. As a result, these are often
completed in their own time ... This situation has been exacerbated by the introduction of
reporting requirements through the NQF. (United Voice sub. 319, p. 37)

Since the implementation of the NQF, practitioners have found that their previous knowledge
has been discounted; thrust into an environment of change that has caused many to feel that
their worth as an educator has diminished. ...

It appears that their autonomy in decision making for the process, to gain the best outcomes for
children, has been overtaken by the National Law and the National Regulations giving
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practitioners no power to negotiate — just adherence to the rules. (Australian Childcare Alliance
sub. 310, p. 43)

Career pathways

Career pathways in the ECEC sector have typically involved entry as an ECEC educator
with or without formal vocational education and training qualifications. Some educators
progress to become ECEC directors based on further study and experience. Early
childhood teachers often commence in the sector after completing a bachelor degree, but
many have also completed further study whilst working in the sector.

However, the ECEC sector is marked by a relatively flat career structure where the length
of service or level of qualifications do not have a major impact on earnings. This acts as a
disincentive to ECEC workers to obtain further qualifications or to remain in the sector and
is an issue of concern to many stakeholders:

.. many workers do not find the benefits of additional qualifications to be worthwhile, since
compensatory wage increases are too minimal (United Voice sub. 319, p. 33)

... the current entry level points to each of the classifications in the Award are satisfactory, but
the 3 or 4 increments that follow are insufficient in quantity and value, and fail to produce a
longer term career path to reward those educators that remain in the sector and develop their
skills through on the job experience and off the job training and development. (Guardian Early
Learning Group sub. 274, p. 9)

What factors constrain improvements in pay and conditions?

The Commission has previously observed that ECEC services have largely continued to
pay award wages despite persistent shortages of staff and significant waiting lists. It
observed that the predominance of award wages suggested a highly regulated and managed
sector in which market forces are moderated. The Commission identified a number of
factors that may restrain growth in the wages of the ECEC workforce, causing them to be
less responsive to demand and quite rigid around the levels set by awards (box 8.3).

The Commission further found that as a result of such factors:

... there is limited potential to innovate in the delivery of ECEC services and to reward more
productive workers with higher wages. Limits to innovation limit average ECEC labour
productivity and therefore wages. (PC 2011, p. 67)

Submissions to this inquiry (for example, United Voice, sub. 319) have highlighted other
related constraints on wage increases:

o the level of fragmentation of the ECEC sector and large number of small services,
which makes large scale enterprise bargaining impractical

o the large number of workers that are female and/or from an ethnic/non-English
speaking background which tends to increase vulnerability in bargaining
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« the tight profit margins on which many businesses operate mean that, in these cases,

C

ost increases arising from increased staffing costs are more likely to be passed onto

parents in the form of higher fees.

Others have noted that ECEC staff are attracted to the industry based on their passion for
children and while they would prefer higher wages, generally they demonstrate a

willi

ngness to work in the sector at current wages and conditions. Indeed, Guardian Early

Learning Group have observed that they are ‘not seeing massive pressure from staff on
wages’ (sub. 274, p. 8).

However, there is also evidence that some services are offering above award wages and
conditions of employment in order to attract or retain staff (see below).

Box 8.3 Why are ECEC wages not more responsive to demand?

The Commission found a number of possible explanations for wages being unresponsive to
demand and sticky at award levels, including:

Thi

Staff-to-child ratios restrict the scope for services to achieve productivity gains and real
wage growth.

— As ECEC workers’ incomes are directly linked to the number of children in their care,
staff-to-child ratios that limit the number of children in an ECEC worker’s care also limit
that worker’s income.

That small community run organisations may lack the expertise to negotiate enterprise-level
bargaining arrangements or performance-based agreements and find paying award wages
less complex.

— As a result, award wages become the default wage-setting mechanism for a large
number of ECEC workers.

That ECEC workers feel constrained in asking for pay rises when they have to face parents
who will bear the impact through fee increases.

— This may mean that ECEC wages only increase as relevant awards increase.

s may also explain why waiting lists emerge as a means of rationing excess demand. ECEC

services are not required to, and in general do not seem to, increase the fees paid by parents to
clear waiting lists (chapter 9).

Source: PC (2011b, pp. 66—67).

8.3

Recruitment, retention and workforce shortages

Around 60 per cent of the ECEC workforce (not including those working in the preschool
sector) employed as paid contact staff have 4 or more years’ experience in the sector.
Around one quarter have 10 or more years’ experience and around 8 per cent have less

than

one year’s experience in the sector (figure 8.6).
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Figure 8.6  Years of experience of paid contact ECEC staff
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Source: Social Research Centre (2014a).

In its study of the early childhood development workforce, the Commission reported that
teachers and directors tended to have spent more time in the sector than educators. The
average tenure of educators was 7 years and for teachers and directors it was 11 years. The
overall average tenure for the sector was roughly the same as the rest of the workforce.

Drawing on the ECEC workforce census (The Social Research Centre 2014a), around
20 per cent of paid contact staff had less than one year’s tenure with their current
employer, 44.4 per cent had 1 to 3 years and 10 per cent had more than 10 year’s tenure
(figure 8.7).

The 2013 National ECEC workforce census staff survey found that most workers (80.4 per
cent) expected to be with the same employer or business in 12 months’ time (The Social
Research Centre 2014a). The main reasons why staff thought they may finish their current
job in the next 12 months were to seek work outside the sector (30.2 per cent),
dissatisfaction with pay and conditions (28.5 per cent), return to study, travel or family
reasons (22.4 per cent) and the job was stressful (20.5 per cent) (figure 8.8).
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Figure 8.7  Tenure of paid contact staff with current employer
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Figure 8.8  Main reasons why ECEC staff may finish their current job in
the next 12 months?
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@ Survey respondents could indicate more than one reason for expecting to finish their current job in the
next 12 months.

Source: The Social Research Centre (2014a).
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Some submissions expressed concerns about the rate of turnover of ECEC staff (for
example, ACTU, sub. 167 and United Voice, sub. 319). The Commission (2011b) has
previously found that although staff turnover is a problem for Indigenous-focused services
and services in rural and remote areas, turnover for the ECEC sector as a whole, at 15.7 per
cent per year, is only slightly above that for the rest of the workforce. However, staff
retention does appear to be a particular issue across the broader ECEC sector for certain
classifications of staff, such as teachers (see below).

Staff shortages

The Commission has been presented with substantial evidence in submissions of
widespread staff shortages in the ECEC sector, particularly in long day care. A selection of
comments from submissions about the difficulties attracting and retaining suitably
qualified staff are included in box 8.4.

Box 8.4 Participants’ comments on difficulties attracting and
retaining qualified staff

The City of Sydney said:

Over the last few years, the City has at times needed to run three or four recruitment rounds —
sometimes resulting in positions being vacant for up to a year — before finding suitable staff.
(sub. 196, p. 11)

The Guardian Early Learning Group’s experience was:

Full time, diploma qualified room leaders are the most difficult staff to source at the moment. There are
not enough of them and many have chosen to work casually to avoid the requirements of the NQS or
because they prefer the lower stress and higher pay of being casual. (sub. 274, p. 8)

A small service told Child Care NSW:
‘At this point in time we are going to have to operate at less than licensed places [because of the new
ECT requirements] and we have to turn families away.” (small service, details withheld, cited in Child
Care NSW, sub. 333, p. 13).

Family Day Care Australia commented:
The early childhood education and care sector is critically short of appropriately qualified staff ...
(sub. 301, p. 15)

Australian Childcare Alliance found that:
In rural, remote and some regional areas it is almost impossible to recruit qualified educators ...

OSHC services find it extremely difficult to recruit any person but in particular qualified educators due
to the part-time nature of the work and the split shifts involved. Approved Providers very often find
themselves in a position where they have no choice but to recruit, regardless of the suitability of the
applicant. (sub. 310, pp. 41-42)

SNAICC noted:

... challenges in recruiting and retaining Aboriginal and Torres Strait Islander staff, few staff fluent in
the local language ... (sub. 411, p. 8)
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The new staff ratios and qualification requirements in the NQF have made it more difficult
for services to attract and retain sufficient staff by substantially increasing the demand for
ECEC workers. The Commission has previously examined the effect of the NQF on the
ECEC workforce (before its introduction) and estimated that 15 000 additional workers
would be required as a result of the reforms (PC 2011b).

Shortages are most acute in New South Wales, in regional and remote areas, and for
diploma qualified educators and teachers. There are also particular challenges in recruiting
and retaining qualified Indigenous workers.

Workforce shortages are most evident for centre based services, particularly long day care
services’ with those that do not offer a preschool program especially affected because they
did not previously require a teacher. These shortages are noted in the Australian
Government’s Skill Shortage List for 2013 (Department of Employment 2014), which
classifies:

e ‘Child Care Workers’ (non-teachers) as being in a ‘National Shortage’ — meaning
employers are unable to fill or have considerable difficulty in filling vacancies — with
pronounced shortages for diploma qualified workers in particular, in part due to NQF
qualification requirements (chapter 7)

o ‘Early Childhood (Pre-primary School) Teachers’ as experiencing ‘Recruitment
Difficulty” — meaning some employers are unable to attract and recruit sufficient,
suitable workers. Shortages are particularly acute in New South Wales, partly due to
the maintenance of requirements for teachers that are higher than those adopted by
other jurisdictions under the NQF (chapter 7).

In addition, state and territory skill shortage lists classify ‘Child Care Managers’ as being
in shortage or experiencing recruitment difficulties in the South Australia, Tasmania,
Western Australia and the ACT.

Although early childhood teachers (ECTs) are currently classified as experiencing
recruitment difficulty, they were previously classified as being in national shortage from
2009-2012 and their recruitment was identified by 73 per cent of respondents to a survey
of Australian Childcare Alliance (sub. 310, p. 40) members as the primary workforce
challenge they faced. Before 2009, ECTs had not been classified as in shortage or
experiencing recruitment difficulties since skill shortage lists began in 1986 (Department
of Employment 2013). In contrast, other workers have been in shortage for nine of the ten
years to 2013. Managers meanwhile, have been in shortage for eight of the ten years to
2013 — in fact, all states not experiencing a shortage of managers in 2013 were
experiencing shortages or recruitment difficulties in 2012.

The provisions of the NQF allow services to apply for ‘waivers’ to exempt them from
staffing requirements and to use staff without formal qualifications to fill vacancies for
qualified staff. As at 31 March 2014, 4.4 per cent of services had a waiver for staffing
requirements (appendix F). Submissions raised a number of concerns with the process of
applying for waivers under the NQF — these are discussed in chapter 7.
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The Australian Government Department of Education commissioned a workforce review
to inform governments of the progress of the children’s education and care sector towards
meeting the new qualifications requirements and to identify any gaps or areas requiring
attention and additional support.

Recruitment of ECTs a particular challenge

Recruitment of ECTs presents a unique set of challenges. This is because many teachers
who are qualified to work in ECEC are also qualified to work in primary schools, which in
most jurisdictions offer similar if not higher pay, better professional development and
support and more career opportunities (PC 2011b). In fact, research conducted by the
former Department of Education, Employment and Workplace Relations (DEEWR 2013c,
pp. 2-3) showed that employers recruiting other types of teachers (primary, secondary,
special needs and teachers of English to speakers of other languages) experienced little
difficulty, generally attracting multiple suitable applicants and filling most vacancies:

o across all teacher types, employers attracted 10.1 applicants per vacancy filling
86 per cent of positions

« in contrast, employers of ECTs attracted 2.2 suitable applicants per vacancy and filled
only 69 per cent of positions

— services in New South Wales experienced the greatest difficulty recruiting ECTs —
in 2013 services received, on average, less than one suitable applicant per vacancy
and filled only 47 per cent of positions in a sample survey period (DEEWR 2013a).

While both long day care services and preschools must compete with schools for teachers,
long day care services face particular challenges because they also struggle to compete
with preschools, which typically offer higher salaries, shorter hours and more holidays. In
fact DEEWR (2013c) research noted that in 2013, as in previous years, employers
recruiting for kindergarten and preschools generally filled ECT vacancies easily, whereas
most employers recruiting for long day care services reported greater difficulties and some
vacancies remained unfilled.

Recruiting ECTs is also complicated for long day care services because the National
Partnership on Universal Access to Early Childhood Education has substantially increased
the demand for ECTs in preschools. For instance, the Western Australian Government
(sub. 416, p.22) notes that increasing the duration of preschool programs under the
National Partnership in that state (from 11 to 15 hours per week) necessitated the
employment of an additional 272 early childhood teachers and 175 education assistants.

The extent of these challenges varies between jurisdictions and may vary between
providers. For example, a sole operator may find it significantly harder to recruit suitable
staff than a large, well known provider — indeed, during consultations with the sector, a
number of large providers indicated to the Commission they have no issues finding
suitable staff due to their position as an ‘employer of choice’ for workers in the sector. In
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addition, although occasional care services are not included in the NQF, they maintain a
similar workforce to long day care services and are likely to face increased competition for
staff as a result.

Workforce shortages are particularly prevalent in regional and remote areas

Workforce shortages are particularly prevalent in regional and remote areas. Services in
these areas find recruitment especially challenging, both due to a lack of qualified staff in
these areas and difficulty attracting staff from metropolitan areas (box 8.5).

Box 8.5 Rural and remote services struggle to find appropriate staff
The Community Child Care Cooperative (NSW) said:

[Community Child Care Cooperative] members tell us that staff recruitment is an issue, especially in
rural and remote NSW communities. Anecdotal evidence tells us the problem is worse when services
are trying to recruit directors or coordinators or qualified teaching staff, and is more difficult for long day
care services than it is for preschools. (sub. 173, p. 20)

Goodstart Early Learning noted:

Some vacancies for ECTs and Diploma-qualified educators in the Northern Territory have been open
for over 150 days, due to lack of candidates in the area with the required qualification levels ... In
regional New South Wales there are vacancies that have been open for over 200 days for ECTs.
(sub. 395, p. 82)

The Queensland Catholic Education Commission commented:

In remote areas, qualified teachers are extremely difficult to access — relief teachers are rare.
(sub. 364, p. 9)

Child Care NSW was told:

‘We are in a small rural town and finding an ECT is like finding a needle in a hay stack. It is also
annoying that we would have to put off very experienced staff with diploma qualifications for more than
likely someone straight from uni with no experiences with young children. It is a very worrying time for
us.’ (details withheld, cited in, sub. 333, p. 13)

The Western Australian Government’s experience was that:

Western Australia’s regional workforce development plans indicate that there is a shortage of ECEC
educators (childcare workers) within most regional areas of the State. (sub. 416, p. 23)

The Australian Local Government Association reported:

The Local Government Association of Queensland is of the view that consideration of the impacts of
the National Quality Framework ... did not adequately address the impacts it would have on rural and
remote councils and communities when the policy was being formulated ... The LGAQ provided two
examples of council run centres struggling to replace or recruit staff with the required qualifications ...
Unable to recruit appropriately qualified staff to meet the requirements of the NQF, Croydon’s [Shire
Council] 21 place child care centre and outside school hours program have both recently closed,
leaving the community without childcare. (sub. 318, pp. 6-7)
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How is the sector responding?

Some providers are not experiencing any significant difficulties recruiting or retaining
staff. Sometimes this relates to labour market conditions in specific geographical areas in
which they operate. But often it is because they are perceived by current and prospective
employees as offering something more to their employees, this can include higher rates of
pay, but also better conditions or entitlements, such as, lower staff to child ratios than
required by regulations, a superior working environment, broader professional
development and career opportunities and time off.

For example, the University of New South Wales (UNSW) Australia Early Years was
noted in submissions as having little difficulty in attracting staff for its services:

‘Retention of skilled experienced educators and carers in UNSW centres is directly related to
the professional pay rates and the well-above award conditions that all the staff receive’. (as
quoted in United Voice sub. 319, p. 29)

In its response to the draft report the UNSW Australia Early Years commented that, ‘the
high retention rates and low turnover of our staff are not singularly due to these financial
incentives, but also to a range of other factors’. (sub. DR900, p. 1)

It pointed out that UNSW Australia Early Years’ hourly rates of pay were 36 per cent
above the award for certificate III educators, 38 per cent for diploma qualified educators
and 45 per cent for early childhood teachers. In addition to the above award wages, the
other factors identified as contributing to high retention and low staff turnover rates were
professional development and career progression opportunities for staff, family friendly
and flexible work arrangements, a strong mentoring and leadership culture and an annual
rewards and recognition program for staff (sub. DR900).

Similarly, Guardian Early Learning Group told the Commission that above award wages
were offered to attract and retain educators:

. while the majority of staff are paid award rates, there are many who are paid
over-award rates to attract and retain more experienced educators, or to attract and retain any
educator in prime inner-urban and remote locations. We estimate that at least 30% of ourstaff
are paid above-award rates. (sub. DR837, p. 2)

More generally, where providers do experience difficulties in employing the qualified staff
they require, they have an incentive to offer better pay, conditions or career incentives.
Some providers in regional and remote areas have, for example, offered increased rates of
pay and/or special incentives to attract staff. For example the Western Australian
Government submitted:

Services report using a range of strategies to attract and retain staff, including paying above
award wages, providing rent assistance, allowing staff to salary sacrifice rent and child care
fees and providing rent subsidies. (WA Government, sub. 416, p 25)
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And the Queensland Catholic Education Commission (QCEC) informed the Commission
that in the Diocese of Townsville:

... Incentives are offered to staff, e.g. providing child care places (often at no charge) to care
for the staff children ... accommodation subsidies, air-conditioning subsidies and annual travel
allowance to maintain a consistent workforce and to be able to offer families a service from
6am to 6pm. (sub. 364, p. 6)

The Commission (PC2011b) has previously identified increased employment of
Indigenous workers as a critical factor in the delivery of culturally appropriate services for
Indigenous children. It found that innovative solutions, such as more flexible work
arrangements (for example, access to additional leave) that accommodate cultural and
family responsibilities, that have been introduced in some areas need to be offered more
widely.

What can governments do?

Implementation of many of the regulatory reforms recommended by the Commission in
chapter 7 would help alleviate staff shortages, by either increasing the potential pool of
workers that satisfy regulatory requirements or reducing the number of staff that must be
employed (or both). These include suggested changes to: the NQF staff ratio and
qualification requirements; allowing services greater flexibility in staffing arrangements
(for example in relation to covering lunch breaks and other short-term absences);
ACECQA approval processes for qualifications; and removing unnecessary barriers to the
recognition of overseas qualifications.

As noted in chapter 7, in recognition of the additional challenges that rural and remote
services have faced in recruiting and retaining qualified staff, governments have recently
agreed to allow extended transition periods before these services must comply with NQF
staff ratio and qualification requirements.

Calls for government subsidies to support higher wages

A number of participants have suggested that the Government should provide subsidies to
support increased wages in the sector with a view in particular to improving the retention
of qualified staff. These calls predominately came from individuals working in the sector
and groups representing the interest of workers. For example, United Voice, recommended
the provision of ‘targeted funding for professional wages to ensure quality ECEC’
(sub. 319, p. 15). In responding to the Commission’s draft report United Voice said:

Paying educators professional wages is an intrinsic cost and must be treated as such in the
funding model. (sub. DR824, p. 22)

The Women and Work Research Group (sub. DR800) called for budgetary provision to be
made for pay rises to workers in the sector to ensure existing staffing ratios and
qualification requirements were retained.
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Parents also posted comments arguing for government support of wages:

I feel that the government could be providing the childcare centres more funds to support the
extra staffing that they have recommended. Child care staff are gems and need to be paid
accordingly but at the same time the costs are too great for the average family. (comment
no. 14, ECEC user)

Wage subsidies are available to employers of workers with a disability or eligible
Indigenous workers and the previous Government had a commitment to subsidise the
wages of some ECEC workers via access to an Early Years Quality Fund (EYQF)
(box 8.6). The EYQF was discontinued by the current Government, after a Ministerial
Review. Funding commitments made by the previous Government were partially
honoured, but all conditional offers were revoked.

Targeted wage subsidies have also been used in other sectors or areas experiencing
recruitment and retention problems, for example, the General Practice Rural Incentives
Program (part of the Rural Health Workforce Strategy).

However, such wage subsidies may be ineffective and/or inefficient where:

« services currently are not able to fill vacancies despite offering over the award wages
and conditions, wage subsidies (unless very large) may make little difference

o the wage subsidies are paid to services that are competing successfully in the labour
market or to those unwilling to pass higher wage costs onto families using their
services.

The Commission considered the case for wage subsidies in its 2011 Early Childhood
Development Workforce study. It found wage subsidies used overseas had varying degrees
of success and that targeted subsidies, closely linked to qualifications and quality
enhancements, appeared to be more successful in increasing retention and quality than
universal programs. The Commission concluded that:

o universal subsidies available to all staff and services in the sector (and therefore
necessarily lower, with any overall funding constraint) may fail to offer adequate
support to ECEC services that face the most substantial recruitment and retention
challenges, such as those operating in rural and remote locations, while at the same
time inefficiently directing funds to services that are competing successfully in the
labour market

« amore targeted approach to wage subsidies may be beneficial in supporting recruitment
and retention in priority hard-to-staff locations.

Before governments intervene with measures to support wages, even on a targeted basis, it
must be clearly demonstrated that: (i) there are structural impediments preventing the
sector from appropriately responding to shortages (by paying higher wages or offering
other incentives or better conditions); and (i1) government action can reasonably be
expected to improve on market outcomes.

ECEC WORKFORCE 333



Box 8.6 Early Years Quality Fund

On 19 March 2013, the then Australian Government announced the Early Years Quality Fund
(EYQF), which would provide $300 million over two years to ECEC providers to support the
effective implementation of the NQF. More specifically it was to assist providers to offer higher
wages consistent with changes in staff-to-child ratios and the increased qualification
requirements of the NQF.

The Government decided to target access to the EYQF to only CCB approved LDC services
and provide grants to subsidise wage increases of $3.00 per hour for certificate Il qualified
educators (equating approximately to a 15 per cent wage increase) and proportional increases
across the classification scale. To be eligible for grants, services were required to have, or
commit to have, an enterprise agreement.

The new Australian Government announced an independent review of the EYQF on
28 September 2013 and the final report of the review was released on 10 December 2013. The
Review’s findings included:

» the funding allocation and policy parameters significantly constrained the ability of the EYQF
to be implemented in an effective and equitable manner

o the funding allocation was insufficient — the Department estimated that only around 20 per
cent of LDC services would benefit and therefore overall nearly 85 per cent of educators in
the ECEC sector would not receive any funding under the EYQF, including all non-LDC
providers, such as FDC and OSHC

o in other ways the funding was not sufficiently targeted, potentially providing wage increases
for unqualified staff, non-contact staff, staff whose wages were already above the award and
services already meeting NQF requirements

o the enterprise agreement requirement may have reduced the administration burden on the
Department in ensuring funds were used for wage increases, but also would result in costs
being incurred in negotiating an agreement

o the first in first served’ approach (until the funding cap was reached) to processing
applications (rather than a merit-based selection process) disadvantaged smaller providers
who were not as well placed to submit their applications quickly

e« some misleading information put out by United Voice suggested staff needed to join the
union in order to be eligible for funding.

At the time of releasing the report of the independent review, the Government also announced
that it would redirect all available EYQF funds to a new program to support the professional
development of all educators in LDC services, but with sufficient flexibility to target known
workforce shortages (section 11.4).

In September 2014, the Government announced that the Long Day Care Professional
Development Program (LDCPDP) would replace the EYQF and $200 million would be provided
to support LDC services with the cost of training and upskilling their educators.

Source: PwC Australia (2013); Department of Education (2013d); Ley (2014a).
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While there are various characteristics of the ECEC sector and the labour market for ECEC
workers specifically, that make wages somewhat less responsive to demand pressures than
in some other markets (box 8.3), there do not appear to be any major regulatory or other
barriers preventing services from offering over award wages and conditions where they
consider it is necessary in order to attract or retain workers. The market has demonstrated a
capacity to respond where workforce shortages have been most acute and importantly,
services are not constrained by regulations in the fees they charge families and therefore in
their ability to pass on higher labour costs (chapter 9).

Increasing the supply of ECEC workers

Governments should also consider other measures to increase the supply of workers in
areas or for particular classifications, where shortages are acute. This includes measures to
encourage more young people to consider a career in ECEC, incentives for retired teachers
to re-enter the workforce, various training incentives and perhaps measures to make it
easier to recruit workers from overseas (section 8.4).

In relation to overseas recruitment, the Commission recommended in chapter 7 that
ACECQA explore ways to make the requirements for approving international
qualifications simpler and less prescriptive in order to reduce obstacles to attracting
appropriately qualified educators from overseas. Some participants have also called for
diploma qualified ECTs to be added to the list of professions that qualify for 457 visas.
Guardian Early Learning Group, for example, submitted:

... if hairdressers, stockbrokers, glass blowers, dance therapists, disc jockey, tennis coaches can
all qualify ... why not diploma trained childcare staff? (Guardian Early Learning Group
sub. 274, p. 8)

Currently, teachers and centre managers are being recruited from the United Kingdom on
457 visas, but it is not possible to recruit diploma trained childcare staff on this visa. The
Commission understands that many suitable workers are available and interested in
working in Australia. Some are currently working in the Australian ECEC sector on
working holiday visas:

At present, many Diplomas come from the UK on 6 month working tourist visas, but after 6
months, they have to move on and this only upsets parents and children and creates further
instability in industry staffing. (Guardian Early Learning Group sub. 274, p. 8)

Some participants have specifically called for reforms that would facilitate the recruitment
of nannies and au pairs, not necessarily qualified, from overseas. For example, The
Indonesia Institute (sub. 219) and Marita Keenan (sub, 443) called for changes to existing
visa arrangements to enable a greater use of overseas nannies, particularly from the
Philippines and Indonesia to improve access to more affordable and flexible childcare.
Greater use of overseas nannies could also provide potential benefits to the source
countries.
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The Australian Government should look into migrant work programs with other countries such
as the Philippines — this would increase the supply of workers for in-home care and allow
women to return to work sooner. Such a program could also serve as part of Australia’s foreign
aid program, given the lack of jobs and opportunity in the Philippines. (A program such as the
one the Singapore government has with the Philippines). (comment no 253, ECEC user)

Other participants raised concerns about utilising nannies from overseas. These included
concerns about: the suitability of some nannies and the potential for children to be exposed
to risk of abuse (due, for instance to cultural differences and attitudes towards children and
factors related to the impoverished circumstances from which many might be drawn);
difficulties associated with ensuring the veracity of any criminal and other checks
conducted in some developing countries (Neil Ashton, sub. 442); and the potential for
lower paid foreign nannies to undermine the pay and conditions of ECEC workers in
Australia.

The Commission’s view

Although low pay has been raised as a key factor impacting on recruitment, retention and
workforce shortages in the ECEC sector, there do not appear to be any significant
regulatory or other impediments preventing the ECEC sector from addressing these issues
through higher wages, better conditions and improved career opportunities and some
services have taken this approach.

The use of wage subsidies to attract and retain qualified staff in areas of acute shortage are
likely to be ineffective, inefficient and unsustainable. However, governments can assist by
undertaking the required regulatory reforms around the NQF (discussed in chapter 7) to
increase the potential pool of eligible workers and reduce requirements as to the number of
staff that must be employed, or both.

FINDING 8.1

There are no significant regulatory or other impediments preventing the ECEC sector
from addressing any recruitment, retention and workforce shortage issues through
higher wages, better conditions and improved career opportunities. Some services
have taken this approach.

The use of wage subsidies to attract and retain staff is likely to be ineffective,
inefficient and unsustainable. Implementing the required regulatory reforms around the
NQF would increase the potential pool of eligible ECEC workers.
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8.4 Training and development

The implementation of the NQF has greatly increased the demand for qualified ECEC
workers and this has had a flow on effect on demand for vocational education and training
(VET) and higher education degree courses. VET courses are accredited by the Australian
Skills Quality Authority (ASQA) to ensure that they meet nationally recognised standards
for training.

Evidence presented to this inquiry, consistent with the findings of the Commission’s earlier
examination of the ECEC workforce (PC 2011b), indicates substantial variability in the
quality of training and graduates from the VET sector.

Concerns about training quality

Numerous submissions raised concerns about the quality of training received by graduates
who have undertaken an ECEC qualification, particularly at the certificate III and diploma
level (box 8.7).

Many of these poorly trained graduates are unable to demonstrate required competencies
and struggle to secure or maintain employment. However, submissions (for example,
Australian Childcare Alliance, sub. 310) expressed the concern that some of these
graduates that are not well equipped to work in the sector are being employed because
there are inadequate suitable candidates and services must meet minimum staff ratio and
qualification requirements.

A revised training package for the certificate III in ECEC and for the diploma in ECEC
was announced in 2013 with a 12 month transition period to enable training providers to
prepare and deliver the new courses. The certificate III in ECEC more closely aligns with
the NQF and requires a minimum work placement of 120 hours and revised units such as
‘Providing care for babies and toddlers’. The diploma in ECEC now includes a work
placement for a minimum of 240 hours and revised units (ACECQA 2013f).

A study for the Victorian Government, using unpublished data from Skills Victoria,
calculated that just under a quarter of students in both certificate III and diploma courses in
children’s services at TAFE would complete their studies in contrast to RTOs where
around 60 per cent of students completed their certificate III or diploma courses (Wynes,
Gemici and Stanwick 2013).

The Community Services and Health Industry Skills Council (sub. DR681) commented
that poor practice in assessment has been an issue which indicated that some providers do
not fully understand how certain standards should be applied. This would suggest that
ASQA should provide additional support to RTOs to understand the requirements around
assessment (sub. DR681)
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Box 8.7 Concerns raised about training quality training quality

The Minister's Education and Care Advisory Council — Tasmania said:

Educators entering the sector are often poorly trained and do not possess the necessary work skills. ...
The increase in distance and online access for University Degrees further exacerbates the issue.
(sub. 290, p. 9)

The Australian Childcare Alliance commented:

Of concern to the quality and safety of educators are the Diploma qualified staff that are unable to
effectively and efficiently care for children after graduating. ACA members report that this is becoming
a more regular occurrence as the level of achievement is less onerous and the amount of ‘hands on’
experience of full time and some part time students is limited. (sub. 310, p. 42)

KU Children’s Services noted:

[A key element contributing to concerns about the current quality of graduates is] [tlhe emergence of a
large number of low quality private providers of early childhood qualifications (particularly Certificate IlI
and Diploma), offering ‘fast and cheap’ training courses with limited practical content and/or work
placement. In addition, the current training packages used by these RTO’s do not fully reflect the
current pedagogy and practice and how we view the child as confident and capable. This, coupled with
a ‘tick box’ assessment process is having a detrimental effect on the profession. It is KU’s experience
that often graduates from certain RTO’s require further training and professional learning to fully satisfy
the requirements of a role as a childcare educator. (sub. 384, p. 15)

Eskay Kids said:
Some of the courses are complete rubbish. One of our Directors gained a scholarship for the Bachelor

of Child and Family Services and it was a complete waste of time. She was doing Year 9 maths
subjects and 90% of the course was useless for Early Childhood. (sub. DR676, p. 2)

Kim Cook, Swallow Street Child Care Association said:
The standards of what is expected for that Certificate 1l have dropped lower and lower and lower. And
we’re not saying that all providers are doing that, but | believe that there’s a significant number of
providers that are not meeting the standards that they should be for that qualification. And they're
attracting people by fast tracking, by saying “Look, you can do this course in only three weeks and it
will cost less money because it only takes three weeks.” (Melbourne transcript, 18 August, pp. 66-67)

The Australian Childcare Alliance Vice-President commented that RTOs were regularly
contacted by intermediaries from ‘migrant groups’ offering to pay $2000 for a certificate Il in
childcare without students having to attend a course. The intermediary offered to provide its
own trainer to undertake the assessment (Australian, 6-7 September 2014, Inquirer, p. 21).

ASQA is currently conducting a review into early childhood learning workforce training,
including audits of Registered Training Organisations (RTOs) delivering relevant
certificate III and diploma qualifications, prompted by concerns raised by the Commission
(box 8.8).
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Box 8.8 ASQA Strategic Industry Review

Preliminary data (unpublished) from ASQA'’s ongoing Strategic Industry Review of Training for
the Childcare and Early Learning Sector shows that over 74 per cent of the 77 RTOs that have
completed the audit process were found to be not compliant against the continuing standards
for registration at the initial audit assessment.

Although this number fell once RTOs were given the opportunity to rectify identified
non-compliances, just over 30 per cent of RTOs remained non-compliant at the conclusion of
the audit process, requiring regulatory action from ASQA (including the cancellation of RTO
registrations).

The greatest rate of non-compliance amongst these RTOs was recorded against Standard 15 of
the ‘Standards for NVR Registered Training Organisations 2012’ — specifically Standard 15.5,
which sets the requirements for assessments and recognition of prior learning.

The Commission (2011b) has previously noted that unless concerns about poor training
quality are addressed, much of any increased investment in vocational education and
training could be wasted. To address these concerns, Governments should ensure
regulatory oversight and regular audits of RTOs by ASQA. Where RTOS are unable to
rectify identified non-compliant processes, ASQA should employ appropriate regulatory
responses including the cancelling of registration.

RECOMMENDATION 8.1

Governments should ensure, through regulatory oversight and regular audits by the
Australian Skills Quality Authority, that Registered Training Organisations maintain
consistently high quality standards in their delivery of ECEC-related training.

Where Registered Training Organisations are unable to rectify identified non-compliant
processes, the Australian Skills Quality Authority should employ appropriate regulatory
responses including the cancelling of registration.

Government support for training

The Australian Government has funded a number of programs with the aim of lowering the
cost of obtaining qualifications and assisting with the workforce development needs of the
ECEC sector. This includes providing funding for Professional Support Coordinators
(below), subsidising certificate Ills, waiving diploma fees, scholarships and supporting
early childhood teachers with their HECS debts.

Under the National Partnership Agreement on TAFE Fee Waivers for Childcare
Qualifications, state and territory TAFE institutes and other government providers of
vocational education and training agreed not to levy regulated course fees on students
undertaking eligible childcare courses (childcare diplomas and advanced diplomas). The
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Australian Government has provided funding to the states and territories for all regulated
fee revenue foregone, but funding has not been extended beyond the agreement’s
scheduled expiry on 31 December 2014.

State and territory governments too have provided additional assistance to improve access
to training, and to help with reducing the cost and time taken to complete qualifications.
This includes offering scholarships, particularly for students in regional and remote areas.

Since employers benefit directly from access to appropriately trained workers they have a
strong incentive to implement their own initiatives to encourage and support their
employees to obtain or upgrade their qualifications and take part in professional
development. Therefore employers (along with the employees that are the principal
beneficiaries of any skills acquired) should accept primary responsibility for the funding
and support of training and professional development. The Commission notes that many,
particularly larger employers, provide staff with in-house training and professional
development, study leave and/or subsidise the cost of ongoing compulsory training (for
example Goodstart Early Learning (sub. 395) has implemented a professional development
program and operates the Goodstart Training College as a RTO).

However, governments can also help address workforce shortages and improve the quality
of services provided by continuing, in a selective and targeted way, to provide assistance to
facilitate access to training. Priority should be given to programs that will increase the
supply of qualified workers where shortages are most acute, for example in regional and
remote areas and for diploma qualified workers. As previously recommended by the
Commission, governments should also:

» ensure that programs that combine English language and ECEC training are available
to facilitate access to VET for educators from culturally and linguistically diverse
backgrounds (PC 2011b) (recommendation 10.5)

« prioritise funding to cover the cost of relevant training to ensure inclusion support staff
have the skills necessary to provide appropriate services to children with additional
needs (PC 2011b) (recommendation 8.2).

Professional development and support

Ongoing learning through professional development is important for ECEC workers in
order to maintain and improve their skills and ensure they remain up-to-date with the latest
information and research about children’s learning and development. The contribution of
professional development to the overall quality of ECEC is discussed further in chapter 7.

The Professional Support Coordinator Alliance commented:

Ongoing professional learning maintains the benefits from initial education and ensures
educators stay updated on professional developments and best practices. This contributes to
improved pedagogical and professional quality, and stimulates early child development.
(sub. DR887, p. 2)
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Professional development for most ECEC workers has been delivered through the
Australian Government’s Inclusion and Professional Support Program (chapter 4). As part
of the program, $15 million is directed towards funding Professional Support Coordinators,
to organise advice and training for ECEC workers on a variety of topics. This includes:

« providing and facilitating professional development and support to staff in eligible
services to assist them in improving their effectiveness, meet the NQF requirements
and implement the Early Years Learning Framework

o provide bicultural support and other resource to assist the enrolment and inclusion of
children from culturally and linguistically diverse and/or Indigenous backgrounds

e managing access to loans of specialist equipment to assist the inclusion of children with
ongoing high support needs.

Many of the roles of the Professional Support Coordinators funded through the
development and support program are focused on inclusion support rather than mainstream
professional development. Assisting the professional development of staff in services to
meet the additional needs of children, the management of loans of specialist equipment to
meet the needs of these children and the provision of bicultural support are outside of
mainstream professional development and should be funded through the inclusion support
program (chapter 15).

Although diploma and degree-qualified ECEC workers receive training in providing
services to children with additional needs during their initial studies, workers in
mainstream ECEC services must be able to access appropriate professional development
programs to assist them to deliver quality services to these children.

Details of a new time-limited professional development program, exclusively for long day
care services, were announced in May 2014 (box 8.9). As a major objective of this
program is to assist services in having their educators meet the qualification requirements
of the NQF and the NQF has been in place since 2012, the funding for the Long Day Care
Professional Development Program should not be continued following the expiry of the
current funding arrangements in June 2017.

Government support for professional development should be limited to assisting educators
meet the cost of meeting new regulatory qualifications as a transitional arrangement and to
assist staff in mainstream ECEC services to provide inclusion services. As discussed
above, the benefits of ongoing mainstream professional development accrue to the
employer in having access to appropriately trained and up-to-date staff (and the employee
from acquiring these skills), employers should accept primary responsibility for the
funding and support of ongoing professional development.
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RECOMMENDATION 8.2

ECEC employers should accept primary responsibility for the funding and support of
ongoing professional development.

o Funding for Professional Support Coordinators should be discontinued. That part
of their function which relates to assisting services in the inclusion of children with
additional needs should be provided through an inclusion support program.

o Funding for the Long Day Care Professional Development Program should not be
extended once the current funding arrangements have expired.

Box 8.9 Long Day Care Professional Development Program

On 10 December 2013, the Australian Government announced that it intended to redirect
unallocated funding from the Early Years Quality Fund to a new professional development
program. Guidelines for the new Long Day Care Professional Development Program (LDCPDP)
were released on 5 May 2014.

All Child Care Benefit approved long day care providers were eligible to apply for the $200
million available under the program, with the exception of providers that entered into a written
funding agreement with the Commonwealth under the Early Years Quality Fund. However the
window for receipt of applications was limited to less than one month (applications opened on
19 May and closed on 13 June). Funding offers commenced on 25 September 2014 with more
than 50 000 educators expected to receive professional development.

The aim of the LDCPDP is to fund long day care services to assist their educators to meet the
qualification requirements under the NQF and to improve practice to ensure quality outcomes
for children. The program was designed to have sufficient flexibility to meet educator needs as
well as targeting known workforce shortages such as early childhood teachers and long day
care educators in regional, rural and remote areas. It allows services to identify their specific
professional development needs in order to support the NQF, adhere to the National Quality
Standard and deliver the Early Years Learning Framework or another approved learning
framework. Services will be able to use the funding to meet their training and skills development
needs and will have the flexibility to do so in-line with the circumstances of their service.

Source: Department of Education (2013g); Ley (2014a).

Trainees and on the job training

From 1 June 2014, the NQF was amended to allow services to hire new educators without
a qualification on a three month probationary period, and have this educator considered as
an equivalent to an educator with or working towards a certificate III during this period.
This allows the employee to gain experience in a service and to see if ECEC is the field for
them, before they commit to the expense of enrolling in a qualification. New South Wales
and South Australia have chosen at this stage not to adopt the amendment. This is
discussed further in chapter 7.
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More generally it has been suggested that trial periods (or perhaps a longer and more
formal ‘apprenticeship’) and ‘on the job training’ can better prepare the employee for a
carcer in ECEC and lead to better outcomes. The Australian Childcare Alliance, for
example, submitted:

When ECT’s have worked within a long day care service during or prior to completing their
university studies, they appear a better fit for long term employment than an ECT straight out
of University with no practical, hands on experience in the LDC sector ...

The apprenticeship model where the student is trained whilst working in a long day care centre
proves a better outcome for the student, the children and employers. The student’s future
workforce participation and value as an Educator is enriched. (sub. 310, pp. 40, 42)

In regard to trial or probationary periods, the Community Services and Health Industry
Skills Council noted that trial or probationary periods may assist in improving retention
rates:

It is acknowledged that this measure may help employers and employees to make informed
decisions about an individual’s suitability for the sector. In doing so this may improve retention
rates during training and post qualification. (sub. DR681, p. 4)

The Community Services and Health Industry Skills Council (sub. DR681) also
highlighted that trial or probationary periods were different from formal workplace training
involving structured, supervised learning and assessment.

In New Zealand, PORSE Education and Training, which is an in-home child care service
and accredited private training body with a focus on ECEC, operates a successful Nanny
Intern Program for young adults interested in working in ECEC (box 8.10).

Box 8.10 New Zealand Nanny Intern Program

The Nanny Intern Program run by PORSE Education and Training is available to youth aged
between 17 and 25. It aims to provide practical hands-on experience in caring for and teaching
children under the age of five and includes targeted and specific training in childcare skills and
home management. All interns work through the National Certificate in Early Childhood
Education & Care (Level 3).

Nanny interns work for a minimum of 21 hours (live out) and maximum of 31 hours per week
(live in) over a 20 week period with at least one child in a home setting.

‘Training Families’ register to be part of the Program. The families benefit from the childcare
support provided by the nanny intern and in return pay the costs of the nanny’s training and, if it
is a live in position, room and board for 20 weeks. They must also provide ongoing support and
at least eight hours per week of direct supervision (and in the first week of the internship, the
primary caregiver is required to be in a supervisory role at all times).

Source: PORSE Education and Training.
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In relation to family day care, Family Day Care Australia (sub. 301) has highlighted some
particular barriers that workers in family day care face in accessing training, because of
their unique work environment. These include a lack of flexibility in delivering training
that meets the work environment of family day care educators, a lack of support and access
to trainers, the expense of training and poor assessment processes. Although, most RTOs
already offer some form of flexible delivery as part of their service, similar issues were
raised in the Commission’s previous workforce study and it recommended that training
organisations should offer in-home practical training and assessment for family day care
educators as an alternative to centre-based training and assessment (PC 2011b)
(recommendation 10.6). Although assessment rules for ECEC qualifications require
students to demonstrate their skills in a regulated ECEC service, it is unclear how many
RTOs allow this to be done within a family day care service.

Recognition of prior learning

Recognition of prior learning (RPL) involves using a student’s previous training, skills,
knowledge and experience to obtain status or credit towards a qualification. RPL is an
important mechanism for facilitating the retention of workers with experience in the ECEC
sector by acknowledging their accumulation of relevant human capital.

However, the gains of retaining experienced employees and removing unnecessary training
costs need to be balanced against the aim of ensuring minimum quality standards are
maintained for the ECEC workforce. Recognition of prior learning requires that the right
balance is struck and that objective and consistent assessments are able to be made of the
competencies and capacities of workers where prior learning is recognised

The Commission’s previous workforce study (PC 2011b) found that the lack of skilled
trainers and assessors and a consistent assessment framework had led to the inconsistent
application of RPL. The report found, for example, evidence of a ‘tick and flick’ approach
to RPL by some RTOs (an issue that will be explored in the ASQA review discussed
above). To improve the quality and consistency of RPL assessments the Government
subsequently developed national RPL Assessment Toolkits for ECEC qualifications and
provided funding for assessors to be trained in the use of the tool. The Community
Services and Health Industry Skills Council (sub. DR 681) noted the usefulness of the RPL
Assessment Toolkits and called for a more consistent approach to the recognition of RPL.

In principle, the Commission sees considerable value in recognising, wherever possible,
existing skills and experience as an alternative to requiring the acquisition of formal
qualifications, including those older more experienced workers who may have left the
sector. It is important that the focus is on capacities to deliver outcomes, rather than purely
on the qualifications obtained. Anecdotal evidence suggests many experienced workers are
leaving the sector because they do not want to make the investment of time and money to
upgrade their qualifications to meet NQF requirements. It is important that skills and
experience are not lost across the sector as a greater range of services are brought within
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the scope of the NQF (such as BBF services and in-home care). To retain these skills and
experience, staff employed in a service at the time of transitioning to the NQF with a
minimum of five years of relevant practical experience should be considered as meeting
the minimum NQF qualification and included in the staff ratio requirements.

RECOMMENDATION 8.3

To retain skills and experience in those services being brought within scope of the
NQF, staff employed in the service at the time of transitioning to the NQF who have a
minimum of five recent years of relevant practical experience should be considered as
meeting the NQF minimum qualification and be included in the staff ratio
requirements.

Summing up the workforce issues

In summary, the introduction of the NQF has had a significant impact on the training and
development of the ECEC workforce and increased the demand for qualified ECEC
workers. There have been concerns raised around the quality of the training and education
provided to meet this demand. It is important that consistently high standards in ECEC
training are maintained to ensure the increased investment in education and training is not
wasted and that there is an appropriate mix of formal qualifications, workplace training and
recognition of prior experience, including that of older workers, to ensure the required
workforce standards are met.

There are also concerns around the relatively low rates of pay for many of those working in
the sector. This has been raised as a key factor impacting on recruitment, retention and
workforce shortages in the ECEC sector. There have also been suggestions that
Government should provide wage subsidies to address these issues.

However, there are no significant regulatory or other impediments precluding the sector
from addressing such issues through offering higher wages, better conditions and improved
career opportunities and some services in the sector have taken this approach. Moreover,
the use of wage subsidies to attract and retain staff is likely to be ineffective, inefficient
and unsustainable.
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9

The market for ECEC services

Key points

In Australia, ECEC services are supplied under a market model, with services delivered by
mostly non-government providers on a fee-for-service basis. Governments continue to have a
major role in funding, regulating quality and, in some cases, providing services.

Choice is a key benefit of a market-based model. In most markets, parents have some capacity
to choose between similar providers and there is competition. Seventy five per cent of long day
care centres have 10 or more other centres within 5-kilometres.

Because long day care providers commonly cross-subsidise fees, parents may not realise
the full cost of the services they use and the allocation of childcare places is unlikely to be
efficient. Services for children 2 years and under tend to be under-priced, meaning that
parents demand more services than they would if fees reflected the full cost of delivering
services.

The market-based supply of ECEC services appears to have responded well to the growth in
the demand for services, although short-run mismatches between supply and demand are
likely to be unavoidable and obtaining planning approval can delay or restrict entry by
centre-based services. Home-based care arrangements appear to respond well to financial
incentives and meet any short-term shortages in supply.

Childcare fees have increased rapidly in recent years. This has coincided with new
regulations coming into effect to improve quality, along with strong growth in demand driven
by the increased generosity of subsidies. Absent these changes, increases in childcare
prices may have been comparable to similar services, such as health and education
services. As wages account for more than 60 per cent of costs, the sector will have to
continue to attract and retain labour with relatively little upward pressure on wages for the rate
of growth in fees to subside once regulatory changes are complete.

Stronger competition should help to avoid any sustained shortages of supply or inefficient
growth in fees and ensure fees reflect underlying service costs. However, this calls for policy
changes including:

— addressing unnecessary barriers to entry and exit

— improving the design and targeting of subsidies, including by:
ensuring government assistance policies do not weaken competitive pressures
creating a stable set of policies with clear objectives to support investment certainty.

— more targeted and transparent funding of social and access goals related to early

childhood education and care, and removing tax concessions for not-for-profit providers,
since:

current concessions create an uneven playing field and, as a form of government
assistance, lack transparency and accountability

there is little evidence that not-for-profit providers, as a group, address
socioeconomic disadvantage or set fees that are lower than for-profit providers.
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9.1 The market-based delivery of services

In Australia, early childhood education and care (ECEC) services are delivered through a
‘managed’ market-based model. Although the Australian Government heavily subsidises
parents’ use of ECEC services and the quality of services is subject to government regulation,
services are delivered to the community primarily on a fee-for-service basis through a network
of mostly non-government providers. This is different from the provision of many education
and health services, which have traditionally been provided (or directly purchased) by
governments and available free of charge (Donahue and Zechhauser 2011; Frontier Economics
2010; PC 2011).

There are many benefits of market-based delivery of ECEC services, including that parents
are able to choose the type, quality, location, price and other service features that best meet
their needs. Another benefit is that competition among providers to supply services that
parents want improves the flexibility and responsiveness of the sector, while also driving
productivity improvements that reduce the cost of service delivery.

To reap these benefits, ECEC markets must function efficiently and, in particular:

o there should not be unnecessary barriers to entry and exit or other impediments to
efficient innovation in service delivery

« families should face price signals that accurately reflect the cost difference between
different service types, quality levels and ages of children

« families should be informed about the availability, price and quality of services, be able
to compare services and easily switch between services.

However, several features of ECEC markets in Australia suggest the presence of market
imperfections, such as fees being heavily cross-subsidised across different service users
and the difficulty for parents to judge the quality of services (box 9.1). In part, some
features stem from the historically public and philanthropic funding of childcare services,
which sought to meet the needs of low-income families, single parents and other
disadvantaged groups.

Governments can still achieve community expectations of equity and fairness with the
market-based delivery of childcare services, through the funding of services and the regulation
of service quality.

However, government involvement in ECEC markets can have unintended effects such as
contributing to weak control of costs or raising barriers to entry and exit that constrain supply
responsiveness and allow providers to inefficiently increase prices. Since childcare prices have
outpaced growth in ECEC wages and price increases in other similar service sectors,
including health and education, a particular concern is whether government funding and
regulation have contributed to increases in childcare prices over the past 10 years.
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Box 9.1 Potential issues with the functioning of ECEC markets

A number of features of ECEC markets limit their scope to function effectively:
o the quality of services is difficult for parents to judge

e choice for some parents may be limited due to a limited number of service providers within
their local area, high switching costs (for example, the process of resettling a child into a
new arrangement) or extensive waiting lists in some areas

e some providers have keen social interests, which can lead to fees not being reflective of the
underlying cost of services, albeit potentially improving access to, and the affordability of,
services for selected groups of users

e some aspects of the extensive regulatory requirements in the sector could create unnecessary
costs, heighten barriers to entry, and constrain the ability of providers to increase productivity,
innovate, reduce costs and respond to demand (chapter 7)

e subsidies may reduce pressure on providers to improve productivity and control prices or
delay the exit of inefficient services

e parents may not fully take account of externalities — benefit or costs accruing to the wider
community — associated with a child’s development and workforce participation, which may
mean childcare use could be more or less than what is socially desirable.

This chapter begins by examining how supply has responded to the growth in demand for
childcare services and what factors might influence the pace of supply growth
(section 9.2). It then considers the extent to which recent price increases can be explained
by changes in production costs, including from regulatory changes to improve the quality
of services (section 9.3). The functioning of the Australian ECEC market is then discussed,
focussing on the competitiveness of service delivery as a key determinant of efficient price
outcomes (section 9.4). The chapter concludes with an examination of the impact of
government support through childcare subsidies and taxation concessions on ECEC
markets (section 9.5).

9.2 How responsive is the supply of services?

Over the last decade, the demand for formal childcare services has grown significantly
from women seeking to maintain their employment earnings and careers, and also from
increases to subsidies to improve the affordability of services (chapter 3). The supply of
services must respond to such increases in demand, otherwise fees will be higher than
necessary or waiting lists will persist as a feature of the market.

Recent growth in ECEC services

The number of approved childcare service providers has grown steadily. In the decade to
2012-13, the number of services increased by 58 per cent to around 16 500 (figure 9.1).

THE MARKET FOR ECEC SERVICES 349



Figure 9.1 Growth in the number of approved ECEC servicesab
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Source: Department of Education administrative data (2012-13).

Growth in the supply of centre-based services

The number of long day care services increased by 50 per cent over the decade to 2012-13,
with an associated increase in the total number of long day care places. Recent growth in
long day care places has predominantly been supplied by private for-profit providers, with
the market share of not-for-profit and government providers declining (box 9.2). Participants
have indicated that for-profit providers are better able to source the required capital to
establish new services or expand existing services in response to changes in demand.

Supply of long day care services can increase either through the development of a new
facility or the expansion of an existing facility. Over the period from 2009 to 2012, there
were 471 development applications for new childcare centres or significant expansions of
existing centres. Local and state governments granted approval for 86 per cent of these at
an average value of around $900 000 (Cordell Information, unpublished).

The number of outside school hours care services also increased over the decade to
2012-13 (figure 9.1).1 Most services (over 70 per cent) provide both before and after
school care, just over a quarter (27 per cent) only offer after school care and less than one
per cent only offer before school care.

1 The jump in service numbers between 2007-08 and 2008-09 reflects changes to the recording of outside school
hours services (prior to this, before school care and after school care were counted as a single service).
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The supply of occasional care services is not an outcome of market forces, since places are
capped by the Australian Government (once services or locations with allocated places
close, places are reallocated by the Department of Education at a later date) (chapter 10).

Box 9.2 Supply has mainly grown through for-profit provision

Growth in ECEC capacity in Australia has mainly occurred through private for-profit provision
(figure). As the City of Sydney indicated, ‘the majority of new early education and care centers
since 2005 [have] been built as part of new developments and 100% have been developed by
the private sector’ (sub 196, p. 11).

Between 1991 and 2012, the market share of for-profit long day care providers increased from
48 per cent to 70 per cent, with a 6-fold increase in the number of for-profit places, while the
number of not-for-profit long day care places doubled (Department of Education administrative
data, 2011-12; Gray and Hayes 2008). In the family day care and outside school hours care
markets, the Commission found the share of for-profit providers is lower, at around 40 per cent.

Breunig and Gong (2011, p. 4) examined the rapid growth of private provision of childcare
services over the last decade in Australia, concluding that that supply has responded to
demand (and more so than in many European countries).

Cumulative number of LDC places provided (‘000), by year?
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@ Only shows the cumulative number of places provided by services currently operating; does not show
new places that were provided by services that have ceased operating prior to 2014.

Source: Productivity Commission calculations based on Department of Education data and ACECQA data.

There has been very recent rapid growth in family day care services

While the number of family day care services remained relatively flat to 2012-13, in the 12
month period to 2013-14, there was an increase in the number of approved family day care
services of just over 40 per cent (from 512 to 735 services). Moreover, given a much
higher rate of entry than exit, over 80 per cent of family day care services have been
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operating for less than 3 years (figure 9.2). The potential contribution of government
subsidies to this growth in family day care is discussed in section 9.5.

Figure 9.2  Family day care services have increased dramatically

Number of currently operating services, by number of years the service has
been in operation (as of June 2014)
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Source: ACECQA register of family day care approved services.

Factors influencing supply responsiveness

A range of factors influence the responsiveness of supply. Some factors are intrinsic to the
supply of childcare services — for example, when capital costs for centre-based services are
‘lumpy’, requiring increments in supply to be of a sufficient scale to be economic. Other factors
may be policy-induced and raise barriers to entry. For example, regulations that are complex or
create artificial scale economies may make new-entry difficult, especially for small-scale
providers, and the process of obtaining planning approval can delay or restrict entry.

Government subsidies can also affect the responsiveness of supply (which, as discussed in
section 9.5, can affect prices). For example, subsidies may delay the exit of poorly
performing businesses. In addition, because government subsidies are the primary source
of income for most providers, uncertainty about the generosity and targeting of such
assistance to different families can increase risks for providers.
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The responsiveness of supply increases with time

In the short-run, providers have limited options to increase the supply of services because
some inputs are fixed or non-scalable. This can lead to temporary mismatches between
supply and demand. Short-run constraints on supply include:

accessing capital and altering the configuration and capacity of a facility
 attracting and hiring suitable new staff

» gaining approval for additional licensed places from state governments and approval to
receive ECEC assistance from the Australian Government

» complying with local government planning requirements.

As an example of constrained supply responsiveness, around the time of the global financial
crisis, the then Australian Government increased the childcare subsidy rate to reduce
out-of-pocket costs for families. This resulted in an increase in demand, but capital financing
constraints during that period, exacerbated by the collapse of the highly-leveraged ABC
Learning, resulted in a lagged supply response (IBISWorld 2010).

In the long run though, supply side constraints are less evident, and in mature markets
demand and supply will generally balance. In Australia, it is possible that recent rapid
growth in demand is yet to be met fully by an expansion in supply (appendix D).

Nevertheless, in some markets, supply has responded quickly and there are even predictions
that the market may be saturated within 2 years. As one participant reported:

... the numbers of places available to children in the Gungahlin town centre alone increased by
570 places, and that’s in a really short period of time. In a radius of 1 kilometre, there is: the
Yerrabi Ponds Early Learning, 90 places opened in 2013; Bright Beginnings in 2014 with 180
places; YMCA, due to open in November 2014 with 90 places; extension to Gungahlin
Children’s Services, an additional 40 places; a new service located in the ACT Government
Building; and another 80-place childcare centre, due to open in 2015 ...

Having seen this momentum previously in the sector, I’'m sure that we will see another
saturation of childcare centres within the next two years. It’s our estimation that supply will
absolutely catch up to demand very quickly. (Total Childcare Solutions Australia Ltd, trans.,
pp- 34-35, Canberra, 25 August 2014)

Providers already report vacancies of 30 per cent or higher in some locations, which imply that
there is spare capacity to satisfy any growth in demand for services from an increase in subsidies
or from market driven changes. However, because the demand for services is often dwindling in
such locations, it may actually be efficient for the supply of centre-based services to contract over
the long run.
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Capital inputs are ‘lumpy’ and represent long-term investments

A key distinction between centre-based and home-based care is the different requirements
for capital investment. Services offered in a carer’s (or the child’s own) home can involve
considerably lower investment in infrastructure than do long day care centres — in some
cases the only additional investment required would be that necessary to satisfy regulatory
requirements under the NQF.

In contrast to home-based services, participants have indicated that long day care premises
are dedicated facilities with few alternative uses. Building a new childcare facility is a very
large sunk cost that can run into millions of dollars, with some recent developments
costing $2 to $7 million (Cordell Information (unpublished)). Further, scale economies
mean that investments are ‘lumpy’, with local capacity jumping significantly with each
new facility. (Providers report that around 60 licensed places is the minimum efficient
scale, although 30 places may be viable in some locations (appendix H).) To avoid low
occupancy and low profitability (figure 9.3), investment may be delayed until supply
shortfalls are acute and demand more certain.

Figure 9.3  High occupancy increases profitability

Average occupancy (per cent) and number of operational places, for profitable
and lossmaking long day care centres
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Source: Productivity Commission calculations based on sector provided data.

The Commission has been advised that many providers of long day care do not own the
childcare facilities, and instead lease these from infrastructure investment funds, such as
Folkestone, or from local governments. However, some providers such as Only About
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Children own their premises, and have the capacity to raise capital and manage the
development process.

Lease terms reflect the large upfront cost and associated risks of capital investments, with
the typical tenure of a standard lease being 20 years. The Commission has been told,
however, that some leases extend for a 30 to 40 year period, many include hefty penalties
for breaking the contract and impose stringent conditions about the maintenance of the
facilities and other periodic capital investments. This can affect both the entry and exit
behaviour of providers. Total Childcare Solutions indicated that for a centre operating in
Sydney’s CBD:

... rent is $450,000 per annum, and rental bond is $450,000 ... The operator would like to close
but would still be liable for the rental for the term of the lease. The operator remains to recover
as much as possible and hopes that higher occupancy levels can be achieved to break even or
better. (sub. DR718, p. 5)

The supply of centre-based outside school hours care places may also be lumpy and growth
in demand for such services may require additional investment in facilities. However, as
discussed in chapter 10, in this case, it tends to be obtaining approval for the use of school
facilities, rather than the need for a major investment, that constrains the supply of services.

Patterns of entry and exit

Supply is more responsive to changes in demand if both entry and exit are low cost and
unaffected by regulation. However, factors inherent to the production of childcare services
as well as regulatory barriers can affect entry and exit. Chapter 7 addresses regulatory
barriers, such as the process of obtaining local government planning approval, which
participants have suggested is a ‘huge barrier to the development of more centres’
(Guardian Early Learning Group, sub. DR837, p. 11).

Sunk capital costs are a natural barrier to entry and exit. However, apart from traditional
natural monopoly infrastructure, such as electricity network infrastructure, sunk costs are
generally found to have a significant, but relatively small impact on the feasibility of exit and
entry in most industries (Blanchard, Huiban and Mathieu 2010).

In contrast to centre-based services, home-based care arrangements face lower barriers to
entry and, therefore, may be more responsive to local changes in demand. Anecdotal
evidence suggests that families often turn to nannies or family day care where they are
unable to access a long day care place. Such home-based care providers should be able to
expand to meet temporary shortfalls in long day care supply. Unlike centre-based
providers, who may incur hefty costs to break a lease agreement, home-based care
providers face considerably lower costs to exit in response to falling demand.

In most jurisdictions, the rate of entry by childcare services has exceeded exits
(figure 9.4(a)), which is in line with the overall growth in the number of services
(figure 9.1). A feature of market based supply is that significant churn in providers can
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underlie any net growth in services (Penn 2012). However, both the rate of entry and exit
of childcare services have been declining somewhat over time (figure 9.4 (b)), and the rate
of exit in the ECEC sector is around 12 per cent annually, which is within the ballpark of
other sectors (ABS 2013d).

Figure 9.4  The rate of entry and exit of ECEC services

(a) Per cent, based on counts of ECEC services from 2008 to 2012, by jurisdiction
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Government policies can affect exits, but also weaken supply responsiveness

Supply responsiveness is as much dependent on the exit of poorly performing childcare
providers as it is on the creation of new supply. As concluded by the UK National Audit
Office, the threat of exit is a key driver of a sector’s productivity growth:

... at least half of the increase in productivity over time arises from the exit of less productive
firms and the entry of new more productive firms ... the risk of going out of business can act as
a powerful incentive on providers to perform well. (UK NAO 2012, p. 22, 24).

Given this, when contemplating measures to (directly or indirectly) prop-up childcare services
(box 9.3), governments should tolerate some risks associated with the exit of providers and the
possibility of temporary mismatches between supply and demand. This is particularly so because
any implicit or explicit guarantee by governments to support failing services can weaken the
incentives of providers to prudently manage risks to viability and respond to the preferences of
childcare users. The uneven delivery of support across providers can also distort competition and
investment decisions, and reduce the use of services which are not in receipt of assistance.

Uncertainty about the continued generosity of subsidies and the distribution of subsidies
across families can also weaken investment incentives in the ECEC sector, causing service
providers and developers of facilities to discount the expected return on any investment.
Nearly all childcare providers have a heavy reliance on government subsidies, but for some
providers the dollars potentially at stake are very large — for example, the three largest
providers of long day care services received more than $500 million in taxpayer funded
assistance in 2011-12.

Many participants were concerned about potential transition costs from any significant
redirection of taxpayer-funded subsidies that could come about with the Commission’s
proposal to adopt a benchmark rate (chapter 14 and appendix I). Uncertainty about the
long-term profitability of services from the adoption of a benchmark rate would tend to be
greatest for providers operating in high-cost markets or for providers who paid relatively
high prices to acquire long-term assets (or entered into expensive long-term rental
agreements).2

2 An outcome of subsidies is that the least elastic factor of production capitalises any economic rents.
Because future owners of such factors pay higher prices to acquire assets on the expectation of a future
revenue stream, the removal or lessening of the subsidy generates transitional losses (Steenblik 2006;
Tullock 1975). While representing income transfers rather than efficiency losses, the risk of ‘stranded
assets’ may dampen supply side investment.
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Box 9.3 Should governments intervene to stop providers from
failing?

Governments may occasionally step-in to ensure there is some basic level of access to
childcare services during a time of crisis, including if a key provider fails, as occurred in the
case of ABC Learning in 2008. Another option for governments to manage the availability of
services for users is to monitor the risk of providers failing, such as through the collection of
financial information from providers. Exposure to exit risks is usually highest:

o at key points in time, such as when government policies or economic conditions change

o for key players — that is, service providers with a significant market presence, operating in a
range of locations, or with high-risk business strategies

e in locations that are inherently less viable, including in some rural areas.

Following the collapse of ABC learning in 2008, the Australian Government enacted
requirements to monitor the financial viability of large long day care operators under the A New
Tax System (Family Assistance) (Administration) Act 1999. Such monitoring is not intended to
provide a mechanism for any ailing provider to extract additional assistance from government,
but rather to smooth any transitional period once a supplier prepares to exit the market.

While monitoring imposes costs of businesses, the type of information gathered under s.219GA,
s.158 of the Act is already available from standard profit and loss statements, and participants
did not raise such reporting obligations as a concern in consultations. Further, these obligations
are targeted to a relatively small number of operators, rather than the entire sector, further
reducing compliance burden.

On other occasions, the effective demand generated by subsidies may be insufficient to support
a sustainable business, but government may form a judgment that a service should exist and so

offer financial inducements to encourage entry or prevent the exit of an established service.3
Assistance tends to take the form of one-off grants to cover fixed costs or to assist with the
costs of implementing quality improvements. Though not straight forward and potentially
problematic, this might be a reasonable course of action if it can be established that:

o the business is efficiently operated and has a capacity to be sustainable over the long term

o the lack of viability is simply a reflection that the effective demand generated by subsidies to
parents is inadequate to meet desired social and economic goals, and the type of service is
the most cost-effective for governments to fund.

Such an approach is consistent with the Commission’s proposed ‘viability assistance’ program.

Conclusions on supply responsiveness

Overall, the market based supply of childcare services has responded reasonably well to
the recent growth in the demand for formal services. While centre-based supply may
expand in lumpy increments and require time-consuming planning approval, home-based

Governments may also be concerned about excessive churn in providers, since this can raise the system-wide
costs of service delivery. This concern was raised by an audit of UK systems for delivering public services,
which acknowledged the benefits of market-based approaches, but also the risk of churn in providers
‘increasing the overall costs of the system’ (compared with a planned approach) (UK NAO 2012, p. 5).
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care arrangements appear to respond well to financial incentives and are readily able to
meet shortages in supply.

Inevitably, an increase in demand ahead of supply responding will drive up prices of
services, which in the short term serves the function of efficiently matching the limited
number of available childcare places to any excess demand. Most importantly, these price
rises spur additional investment in service capacity, reducing upward price pressures in the
long term. But this takes time to eventuate, particularly for centre-based services, given the
lead times for centre-developments and the large and lumpy nature of investments.

9.3 Do price rises reflect growth in costs?

Over the past 10 years, childcare prices have increased faster than the consumer price
index and the growth in ECEC wages, and have outpaced other similar service sectors,
including for health and education services (figure 9.5). (Chapter 11 discusses the extent to
which these price rises have translated to rises in out-of-pocket costs for families.)

Figure 9.5 Price increases
2005 to 2014
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Source: United Voice (pers. comm.); ABS Cat. 6401.0; ABS Cat. 6345.0; ABS Cat. 6302.0; ABS Cat.
6201.0; Department of Education administrative data (2001-2013).

Prices have increased steadily across all service types (figure 9.6), with the exception of
in-home care services, which have increased more sharply in recent years.
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Figure 9.6  Fees have increased across all types of care
a
Average (gross) hourly fees ($)”, by year and care type
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a Gross prices — fees received by providers — expressed as nominal values. b The average price of
in-home care services reflects that a growing number, now some 30 per cent, of children using in-home care
services are ‘at risk’ or under ‘financial hardship’ and receive Special CCB. The average fully subsidised fee
for such children is $29 per hour, which is 4 times higher than the average fee for children who are not
‘at -risk’ and use in-home care services. Regardless, fees for children using in-home care and not receiving
Special CCB are higher than fees for other care types, including long day care and family day care.

Source: Department of Education administrative data (2001-2013).

Numerous factors may have contributed to the growth in childcare prices over time, such as:
« the incremental cost of regulated improvements to childcare quality
« market-driven increases in input costs, particularly in:

— wage and salary costs above minimum rates, such as to attract ECEC workers to
remote areas, or to retain and recruit staff (chapter 8)

— site development and rental costs

« ‘market imperfections’ that reduce competitive pressures, including incentives to minimise
costs and to set prices that reflect costs (section 9.4)

« price pressures resulting from government subsidies to childcare (section 9.5).

The following sub-sections explore the extent to which price increases can be explained by
regulated improvements to the quality of services and underlying increases in input costs.
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Regulatory-induced changes in wage costs and fees

Labour-related costs are sensitive to changes to staff-to-child ratios and staff qualification
requirements. And, given wage expenses comprise upwards of 60 per cent of total costs
(figure 9.7), any regulatory-induced change in wage expenses will figure strongly in
explaining increases in childcare fees

Figure 9.7 Wages are the key cost for ECEC service providers
Per cent of total revenue, by cost component
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Source: IBISWorld 2014, Industry Report Q8710, Child Care Services in Australia; IBISWorld 2014,
Industry Report P8010 Pre-school Education in Australia.

By increasing the ratio of staff-to-children and the qualifications of these staff, the
introduction of the NQF (which commenced in January 2012) along with various state
policy changes have changed the way childcare services are delivered — namely, affecting
the cost structure and productivity of providers. And, as the implementation of these
changes continues to unfold, there is some expectation that for some providers to continue
to attract additional, or better qualified, staff, wage expenses may increase, which could
cause profit margins in the sector to shrink (IBISWorld 2013).

The amount by which prices have increased from the most recent quality-related
improvements (including the cost of pre-announced changes to state policies and the
incremental cost of the NQF) is uncertain. However, based on the scale of cost impacts
anticipated at the time the NQF was conceived, regulated quality improvements were
projected to cause long day care prices to increase by a total of $10 per day once the
implementation of changes were complete (figure 9.8).
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Figure 9.8  The anticipated cost and timing of regulated quality changes®
Cumulative increase in the daily cost per child in long day care (2014 values)
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improvement. However, these were not separately quantified and are believed to be small.

Source: COAG (2009); ABS (cat. no. 6401).

In particular:

« price impacts from regulated quality improvements were expected to be most prominent
during the period 2013 to 2015, with long day care fees expected to include 45 per cent
($4.25 per day) of the total cost impact in 2013, rising to 84 per cent by 2015

« Dbased on the expected costs of quality improvements in 2013, fees were around 5 per
cent higher than they otherwise would have been that year (which accounts for roughly
three-quarters of the growth in long day care fees in 2013)

« the average annual increase in long day care prices would have been 5.7 per cent
between 2011-12 to 2012-13 were it not for regulated quality improvements (rather
than the 7.4 per cent increase that was observed).

However, the estimates preceding the implementation of the NQF were highly indicative and
driven by a range of assumptions, which may not have played out in practice. Although the
phased introduction of the NQF is continuing, and the full impacts are yet to be experienced
(indeed, some providers have indicated that the required change in staff ratios for 25-35 month
old children, not yet fully implemented in NSW, Queensland and South Australia, could be a
substantial driver of cost increases), the data available to-date suggest that:

« as a share of revenue, wage and salary costs appear to have readjusted to levels close to
those before the introduction (and pre-announcement) of the NQF
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« the profitability of the sector has not been eroded, and actually may have increased
slightly, hence providing incentives for growth in supply (figure 9.9).

Figure 9.9  The revenue share of wages and profits over timea.b.c
Ratio to total business income, 2003 to 2013
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Source: ATO Taxation Statistics (2004; 2005, 2006, 2007, 2008, 2009, 2010, 2011, 2012, 2013).

Accordingly, it appears that cost increases to date have generally been passed through to
parents and government, which is consistent with the expectations of the RIS.

A key question is whether parents or taxpayers have borne the larger burden of
regulatory-induced fee increases. Based on modelling undertaken prior to the introduction
of the NQF by the then Department of Education, Employment and Workplace Relations,
parents and taxpayers were each expected to bear around half of any NQF-induced
increase in fees (COAG 2009¢, p. 41). However, since the generosity of subsidies has
increased over time,# it now appears that taxpayers have met a greater share of such fee
increases. As a result, costs for families have increased at a rate that is less than half the
growth in childcare fees (AMP.NATSEM 2014, p. 15) (chapter 11).

The increased reliance on taxpayer funds may not be an ongoing concern if the impact of the
NQF on fee growth is transitional. However, it is also possible that fee growth continues

4 In particular, the CCR was increased in 2008, from 30 to 50 per cent, and in 2011, the annual cap on
government reimbursement of out-of-pocket costs for families was raised to $7500.
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after the implementation of the NQF is complete. This could occur if, for example, subsidies
or market imperfections (including a delayed supply response) lead to higher growth in
wages or property and rent costs than otherwise would be the case.

Trends in ECEC wage rates

Upward pressure on wage rates can occur irrespective of any regulatory-induced changes.
For example, even without the NQF, underlying wage rates may have increased to attract
additional and better-qualified staff, or simply to reflect increases over time in wages across
the economy. Moreover, wages generally increase at a rate that exceeds underlying inflation
and particularly within some sectors where there is a high demand for specific skills or where
labour supply is not very responsive to wages.

It is impossible to separate wage growth that stems from regulatory impacts from that
which stems from underlying market forces. As such, this section identifies trends in wage
rates for ECEC workers, controlling where possible for the quality of labour — that is, by
examining wage trends for a given qualification of ECEC worker.

Award wages for certificate III early childhood educators have increased by 3.8 per cent per
year over the period 2005 to 2014 (figure 9.10). This was slightly higher than the average
annual increase in the ABS wage price index for all industries, which was 3.6 per cent over the
same period, but was lower than for some other industries (ABS 2014n).

For example, wages growth in the mining industry was much stronger, with the wage price
index increasing by an average of 4.3 per cent per year over the period 2005 to 2014. Average
weekly earnings (AWE) across the economy also increased at a much higher rate than wages
for ECEC workers (averaging 4.3 per cent per annum over the same period). But the increase
in AWE reflects changes in the industry composition and skill of the entire workforce over the
10 year period as well as increases in wages for a worker of a given skill level.

The rate of increase in ECEC sector wages was relatively steady over the last 10 years, averaging
around 1 per cent per year above the consumer price index, which was 2.7 per cent over the
period 2005 to 2014. This was almost half the 2 per cent real growth in ECEC sector wage rates
that the NQF RIS assumed in 2009, and occurred over a period when regulatory changes were
increasing the labour intensity of the sector and changes to subsidies were driving up demand for
services. Accordingly, it would appear that the supply of ECEC workers is responsive to
relatively small changes in wages,® and given the low rate of real wage growth (figure 9.10),
regulated quality improvements, so far, may have been less costly than was anticipated at the
time of their introduction. Potentially, this leaves a larger share of recent price increases to be
accounted for by factors other than regulated quality improvements.

5 Overseas studies also find that labour supply is responsive in the childcare sector. For example, Blau (1993)
reports elasticities of labour supply with respect to wages in the childcare sector as high as 1.9.
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Figure 9.10 Trends in ECEC wages?

(a) Award rates for certificate Ill early childhood educators, real $ per week 2005 to 2014
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Compared with school and pre-school teachers, annual growth in wages for people identifying
their occupation as a child carer in the ABS Employee Earnings and Hours Survey has been
marginally lower (by an average of nearly 0.5 per cent per year over the period 1996 to 2012).
This may reflect that school- and pre-school teachers are generally more highly qualified and,
with recent NQF changes, have become relatively more scarce, potentially increasing
opportunities for teachers to obtain higher wage increases (figure 9.10(b)).

Trends in rent and property expenses

On average, rent and property costs are equivalent to 10 to 15 per cent of revenues for
childcare providers. However, rents can vary significantly across centre-based services
(appendix H), reflecting the opportunity cost of the site. For example, Guardian Early
Learning group indicated that annual rent costs in the inner-urban area of Sydney could be
$5000 per place, but $1000 per place in other locations.

Rents also vary between types of providers with many not-for-profit centres having access
to concessionary building and property costs from local governments. There appears to be a
trend away from this type of in-kind support given the growth in for-profit providers across
all childcare services, competitive neutrality issues and budgetary pressures facing local
governments. Gowrie Australia noted:

NFP services are no longer enjoying peppercorn or reduced rents for premises. Owners of facilities
(government and non-government) are seeking commercial rates for rental income. NFP providers
have little choice but to commit as the for profit sector is aggressive and competitive, and willing to
pay market commercial rates to secure additional services. (sub. DR544, p. 5)

Average yields on childcare properties are starting to fall (Folkestone Education
Trust 2014, p. 12). This may simply be a result of property prices increasing at a faster rate
than rental incomes, and hence reflect an increasing opportunity cost associated with the
use of land for childcare properties. However, yields remain healthy compared to other
commercial and residential developments, and the stabilising effect of government
subsidies is suggested to support continued investment in the sector.

For-profit providers are anticipating growth in property costs of CPI plus a margin of 1 to 2
per cent per year. For example, G8 Education has assumed 4 per cent annual escalation in
rental costs when estimating its future financial liabilities (GEM 2013, p. 66). Similarly,
Guardian Early Learning Group indicated that a 3.5 per cent annual increase in rents would
reflect increases in both CPI and the fixed rate typically included in their lease agreements
(sub. DR837, p. 4).

The effect on childcare prices of any increases in rent and property costs could potentially be
offset by increasing the utilisation of facilities and by reducing the impact of distortionary
controls imposed by local governments. Chapter 7 proposes that councils refrain from
imposing restrictions on the number of childcare places and minimum share of places available
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for 0 to 2 year old children (recommendation 7.12). The adoption of such reforms should allow
businesses to adjust their operations as their cost structures and viability change.

Conclusions on growth in costs

It is possible that increases in childcare prices would be comparable to other similar
services, such as health, education and aged care services, were it not for cost increases due
to regulated quality improvements. When regulatory changes are fully implemented, the
rate of growth in costs, and thus in prices, should subside.

However, this would depend on whether the supply of additional ECEC workers continues
to be achieved with relatively little upward pressure on wages. Any aggregate growth in
demand for services, and the subsidisation of a wider range of service options, all of which
would require qualified staff (chapter 8), could place upward pressure on wages.
Moreover, wages rates in the sector could also increase depending on the outcome of the
ECEC workers’ pay claim (box 8.2).6

Because access to concessionary rents is diminishing and commercial rents for childcare
facilities should reflect any forgone returns from alternative land uses, there may be
upward pressure on rents. However, pre-existing long-term rental agreements should help
to buffer any such trend, since such agreements generally include an escalation formula
that increases at CPI, plus a pre-agreed fixed rate. For new facilities, particularly in inner
city areas, rental costs could be a key determinant of future price increases.

9.4 The structure and performance of ECEC markets

A key question for assessing the performance of ECEC markets is whether a lack of
competition has contributed to the increase in prices over recent years (figure 9.5) and the
reported difficulties with accessing services in some areas and for some age groups
(chapter 10). Weak competition can lead to poor control of costs or inefficient pricing
practices, which could have contributed to price rises or impeded an efficient supply response.

An assessment of how competitive ECEC markets are requires identifying the:

« geographic range and service quality attributes that define a local ‘market’

« ability of, and incentives for, parents to exercise choice in their selection of childcare
services

» circumstances where demand is too low to support effective competition or where market
services may be ‘missing’ (given the effective demand created by demand-led subsidies)

« strength of price-based competition in delivering a given quality of services

[e)

If successful, the Equal Remuneration Order could increase wage rates by between 40 to 80 per cent
(depending on the qualification of the worker) (chapter 8).
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« extent of quality-based competition in ECEC markets
« circumstances where competition may be weak due to market power

o the pricing conduct of providers, including whether providers cross-subsidise fees
across families.

Each of these considerations is discussed below, with a focus on long day care services,
since it accounts for the majority of expenditure on ECEC and more data are available on
this type of care.

ECEC markets are very localised

Defining the ‘market’ is a necessary step towards assessing the degree of competition and
choice available to families.

The geographic size of an ECEC market is mainly determined by a parent’s transport and
time cost in accessing substitutable providers. Generally, for childcare providers to be
close alternatives or ‘substitutes’ they would need to be located near each other and
provide a similar quality of service at a similar price.”

A number of providers told the Commission that around half of their parents choose a
service within 2 kilometres of their home, while some parents travel further when using
services near their workplace, commute route or a sibling’s school. Other parents travel
longer distances to access a service that provides the experiences and care they desire for
their child. In some remote and very remote areas, parents may travel over 60 km each day
(sub. 288, p. 2). Overall, the Commission estimated that the average distance travelled is
around 4 to 5 kilometres (chapter 10).

Several providers told the Commission that they evaluate the financial performance of a
service and levels of competition within a 2 to 5-kilometre zone or the nearest 5 to 6 centres.
Similarly, the Australian Competition and Consumer Commission (ACCC 2004) has
previously used a 5 to 10-kilometre radius of a ‘target’ site to assess competition in local
ECEC markets.

As with businesses in other sectors of the economy, when a specialised service is offered (and
advertised as such), the size of the market for that service is usually larger.

Choice in the use of ECEC services

The larger the number of services there are in an area, and the greater the amount of
information assisting parents to choose a service, the more competitive a market is likely to

7 Each type of childcare service generally competes only at the margins in separate, but related markets,
which reflects differences in the quality or age-appropriateness of formal care options or differences in
the price (and availability of government subsidies).
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be. Parent choice creates a strong incentive for providers to lower costs (and prices),
innovate, and raise the quality of services.

Benefits from competition are muted if the number of realistic alternatives for parents is
low or parents are otherwise prevented from taking advantage of possible substitute
services. Causes for this might include:

o high switching costs — such as breaking an established relationship between a parent and
a local provider, assessing the quality of other suitable services and resettling a child. For
outside school hours care, parents have very little capacity to switch care providers, as
doing so would generally require moving schools

« waiting lists, especially for infant services, and caps on funded places for in-home care
and occasional care (chapter 10), which may prevent parents from selecting their
preferred service provider or accessing a service at all

« an insufficient density of demand to support the existence of multiple services (or any
service at all) within a local area.

The Commission analysed the location of ‘like’ service providers within a 5-kilometre
distance of one another and found that, in the vast majority of local ECEC markets, parents
have a range of long day care services available to choose between in order to meet their
needs and preferences. For example, within the major cities, 23 per cent of long day care
centres have between 51 and 100 other centres within 5 kilometres and nearly 10 per cent
have more than 100 centres within 5 kilometres (figure 9.11). On average, across Australia:

o 95 per cent of centres have at least one other potential competitor (providing a like
service) within a distance of 5 kilometres

o 75 per cent of centres have more than 10 centres within a distance of 5 kilometres.

At the extreme, in Rockdale, Marrickville and Canterbury (inner suburbs of Sydney), over
150 providers of long day care services exist within a 5 kilometre radius of a given long
day care centre. Even in many remote and very remote areas, choice is still available, with
45 per cent of long day care providers in such areas having at least one other service within
5 kilometres (figure 9.11). For example, in Mount Isa there are four long day care centres
within 5 kilometres.

Services are generally located in residential areas or in key commuter corridors and work
destinations. The exception is in central business districts of major cities, where childcare
providers compete with other high value uses of real estate. In that case, childcare services
congregate around the immediate fringe of the inner city precinct.
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Figure 9.11 There is a high potential for competition and choice in most
long day care markets

Per cent of LDC centres by number of LDC centres within a 5 kilometre
distance of one another
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Switching costs can present a significant barrier for parents in exercising choice, as found in
studies of the Dutch childcare market. For example, Platenga (2012, p. 70) found that
parents generally only exercise choice at the initial point of selecting a service. A survey of
Dutch families (Berden and Kok 2009) found that one-third of families would never
consider switching providers, with a switch having already occurred or not necessary
because the preferences of such parents are already met by their current provider. The
remaining two-thirds of parents faced switch costs that were either prohibitively high or
would only consider switching if sufficient benefits were available in the form of cheaper
fees or convenience to their home.

In Australia, lengthy waiting lists in some areas and waiting list fees may prevent parents from
switching services or, at least, add to the cost and hassle of switching services, which even
without negotiating waiting lists ‘can cause a huge disruption in children’s and families’ lives’
(CCCC NSW, sub. DR 825) (chapter 10).

Choice is limited for outside school hours care

To avoid children travelling or being at home unsupervised, outside school hours care is
typically provided at a child’s school. The school principal, a parent-school committee or a
state government panel generally procures a service or directly employs staff to provide a
service on the school site. As such, when a parent chooses a school for their child, they are
also choosing an outside school hours care provider or, at least, they are implicitly
nominating the school as their ‘agent’ for choosing a provider.

Several issues emerge from current outside school hours care arrangements, which limit
parent choice.

First, ‘principal-agent’ problems can arise if the procurer of a service makes different
choices about providers than parents would themselves. That includes a different emphasis
placed on factors such as the price, rated quality, feedback from parents and children, and
recreational as opposed to learning-based activities. For example, Primary Out of School
Hours Care noted that the New South Wales Government’s tendering process emphasised
‘financial return over delivery of child focused, highest quality service’ (sub. 266, p. 2).
This may be of concern to the extent that parents have few alternatives to enrol their child
elsewhere, meaning that an arrangement with which parents are dissatisfied can persist for
much of a child’s placement in outside school hours care.

Second, in engaging a service provider, the school representative’s basis for choosing a
provider may not be transparent. A particularly opaque aspect of outside school hours care is
that schools apparently negotiate an upfront sum (or return on the fees collected) to be paid to
the school by the service provider. It is unclear to what extent this is reflective of actual costs,
such as for rent, building maintenance and utilities, or used by schools as a revenue source.

A third issue is ratio and qualification requirements applying to outside school hours care,
which may constrain the number of places that can be provided within a school, raising the
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price and reducing the availability of services for parents. Options to change regulatory
requirements and improve accessibility for outside school hours care are examined in
chapters 7 and 10 respectively.

Demand may be very low or highly variable in some markets

Around 5 per cent of childcare service providers operate in areas where there are very few
service users and high variability in the number of children from year-to-year (figure 9.12).8
Given the limited demand, there may few service providers in such markets and:

e prices may be ‘sticky’ and not align with costs, given the limited number of
‘transactions’ and the resulting lack of competitive tension

« the cost of services per child may be high and profitability may be low due to
difficulties in managing fixed costs with low or variable demand for services

« service providers may also have limited scope to differentiate service quality,® meaning
families may lack choice, particularly among long day care providers (MAV, sub. 343, p. 6).

These issues are usually encountered in remote and very remote areas where just over half
of long day care centres had no other like service within a 5 kilometre distance
(figure 9.11).

Locations are also reported to have higher costs in locations where the population and
number of service users is not particularly low, but is highly variable, such as due to
tourism or other seasonal employment industries, , meaning services cannot sustainably
meet peaks in demand (Early Childhood Quality Consultants, sub. 141, p. 2). However,
rather than demand fluctuating seasonally or from year-to-year, in some regional and
remote areas, services may experience low use of licensed capacity due to changing
demographics (Uniting Care, sub. 387, p. 8).

8 The Commission estimated that 10 per cent of long day care services operate in markets with 5 or fewer
other providers and a population density of 20 or fewer persons per square-kilometre; and 5 per cent in
markets with two or fewer other providers and 10 or fewer persons per square-kilometre.

9 Asis explored by Cleveland and Krashinsky (2009), economies of scale in childcare provision imply that in
many remote areas, centres must select a quality level that can attract a sufficiently large continuing flow of
parents willing to pay to consume the firm’s chosen level of childcare quality. Therefore, in such markets, it
is generally not possible to select a preferred level of quality among centre-based care. The main choice is
between a centre, if one is available, and other models of care including in-home care, family day care
services or informal options.
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Figure 9.12 The number of children in areas with low populations is
highly variable2
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In such cases, service providers may look for innovative ways to manage fixed costs, including
by operating mobile services, reducing operating days and making the premises available for
other community uses, or sharing qualified staff with other nearby centres. Similarly,
home-based models with low capital start-up requirements and few fixed costs may be most
efficient at delivering services in locations with highly variable populations.

Any lack of services in some remote and very remote areas reflects the reality that demand
may be too variable or insufficient within a ‘catchment’ area to support low-cost services
similar to those available to many parents living in more populated or urban areas. While
such an outcome is not strictly a ‘market failure’, consistent with other comparable service
industries, including aged care, education and disability services, governments have tended
to provide additional assistance to childcare service providers in remote areas.

There appears to be price competition

In a competitive ECEC market, supply and demand conditions determine childcare fees.
Providers have incentives to alter fees and aspects of their service to improve occupancy
rates, utilisation of labour and profitability (appendix H). As providers enter or exit the
market in response to supply and demand conditions, fees for equivalent quality services
could be expected to converge across providers.
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The Commission analysed the distribution of fees in local long day care markets to
determine the degree of price competition. It found that roughly half of all long day care
providers set their fees for a 3-year old within 5 per cent of the average fee within the local
area.

Although caution is needed in interpreting these results — as childcare fees reflect a
bundle of attributes, many of which are intangible and immeasurable — they suggest that
fees are aligned across providers within localised markets. As such, competitive forces are
likely to be influencing the pricing conduct of providers. Many childcare providers
confirmed the presence of price competition, telling the Commission that they compare the
fees of competitors and typically set their fees with reference to local market conditions,
and not just according to delivery costs or revenue management.

The Commission also found that the number of ‘like’ competitors located near a childcare
service appeared to influence the alignment of prices between competitors. In particular, in
markets where long day care providers set their fees within 5 per cent of the average price,
there were on average seven more competitors within a 5 kilometre distance compared to
markets with wider disparity between prices.

Price competition may be relatively weak in markets where demand exceeds supply, including
in markets where waiting lists are long and tend to be permanent. Berden and Kok (2009) for
example found less evidence of price competition in Dutch childcare markets where waiting
lists were longer. Similarly, in Australia, some parents, particularly those seeking services for
young babies in the ACT, have indicated that there is ‘so little choice you just have to take
what is available regardless of cost’ (comment no. 249, users of ECEC services).

Nationally, there is also a tight (albeit skewed!0) distribution of fees across long day care
services, with the majority of providers charging very close to the national median fee
(figure 9.13).

10 There is a very long tail in the distribution of fees, with only 2 to 3 per cent of all long day care services
charging more than $10 per hour (based on 2011-12 administrative data on fees). The exact source of such
higher fees is unknown. On the one hand, higher fees can be symptomatic of high underlying input costs to
deliver a basic service, such as in mining communities. Similarly, higher fees could reflect higher land costs in
some CBDs of major cities. Higher fees could also reflect the provision of ‘super-premium’ services, as are
reported to exist in several affluent suburbs.
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Figure 9.13 The distribution of long day care service fees
By age of child in care
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Source: Department of Education Administrative data (2011-12).

Quality-based competition is important

Competition based on service quality is a key feature of ECEC markets. For example, a survey
by the Australian Childcare Alliance found that 66 per cent of providers actively compete on
price and 85 per cent compete on quality (sub. 310, p. 20).

Unlike price competition, where services provide a comparable quality level and alter
prices in response to demand, competition on quality results in service providers
attempting to provide the highest quality service possible for a given market price. Often,
this involves providers differentiating themselves according to an aspect of quality they
can deliver for a given price that other providers cannot, or that other providers have
chosen not to specialise in providing. Potentially, such differentiation of service quality can
lead to wider differences in prices across providers if parents are willing to pay more to
obtain certain quality features.!!

11 Quality aspects include locational convenience; hours of operation; inclusions such as food or nappies, or
health and educational components; the age and condition of facilities; National Quality Standard ratings; and a
range of intangible factors valued by parents. Such non-price factors are likely to moderate the close alignment
of prices, masking the extent of price competition.
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The scope for quality-based competition increases in densely populated areas where the
depth and diversity of demand increases the scope for providers to specialise and
differentiate quality aspects of their services.

Not-for-profit providers compete on quality

The Commission’s analysis of National Quality Standard (NQS) ratings indicates that
not-for-profit and government providers achieve a slightly higher average quality than
for-profit providers (figure 9.14). This suggests that not-for-profit long day care providers
compete on service quality — as measured by NQS ratings — rather than price, and could
explain why, as a group, not-for-profit and government providers are able to charge
slightly higher prices (figure 9.15).

However, the Commission’s analysis of the NQS ratings of long day care services found
that providers rated as ‘exceeding’ the NQS were only slightly more likely to charge higher
fees than were their local competitors who were awarded a lesser rating. This could
suggest that some services rated as higher quality under the NQS do not command a large
price premium or that there could be other aspects of service quality, and particularly
aspects of not-for-profit services, that appeal to parents.

Figure 9.14 National Quality Standard ratings

(a) Per cent of long day care providers, (b) Per cent of outside school hours care providers,
by ownership type (n=3185) by ownership type (n=1516)
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Source: Productivity Commission calculations based on ACECQA data (1 October 2014).
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Figure 9.15 Not-for-profit long day care fees are slightly higher on average
Average hourly fee, by age of child (n=6367)
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It is unclear what features could differentiate not-for-profit services in the marketplace and
allow them to set slightly higher fees, but it is unlikely that the not-for-profit ‘brand’
determines most parents’ choice of service. In fact, most Australian parents’ appear
indifferent as to the profit status of providers, with 70 per cent of respondents to a Care For
Kids Survey (2014) indicating that they did not mind whether a childcare service was a
profit making or not-for-profit, as long as the quality was good and prices were equivalent.

Does competition improve quality?

Although vigorous price competition normally benefits families, when some aspects of
quality are difficult for parents to detect, competition can reduce childcare quality as it may
result in providers emphasising visible traits, such as the cleanliness of reception areas,
over actual quality improvements (CCSA, sub. 305; Helburn 1995; Milgrom 1981;
Mocan 2007; Xiao 2004).

However, Akgunduz and Plantenga (2013) found that, with appropriate regulatory
safeguards, competition can lead to improved quality outcomes and lower quality-adjusted
prices (in the Dutch childcare market).12 The authors concluded that more productive use of

12 The Dutch childcare market is, like Australia’s, regulated through staff-to-child ratio and qualification
requirements, with government subsidies paid to parents. Quality-adjusted prices were measured as the
quality-price ratio, with quality assessed on a scale evaluating child-caregiver interactions.
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staff and management capability were the likely mechanism by which competition spurred
quality improvement. 13

As discussed, the Commission found that the alignment of fees between competitors was
associated with a larger number of competitors in a market. This may suggest price
competition dominates over the differentiation of service quality. Equally, however,
competition might also increase the quality content of services for a given market price,
which is consistent with the findings of Akgunduz and Plantenga (2013).

Using limited available data, the Commission analysed the relationship between the
concentration of competitors within local areas and NQS quality ratings. No clear
relationship was found between the number of competitors within an area and the average
quality of services (figure 9.16), suggesting that competition may not lead to improved
quality as measured by the NQS.

However, this simple analysis did not control for a large number of factors influencing
childcare quality, such as locational convenience. A more detailed analysis of the
relationship between service quality and competition is required before reaching a reliable
conclusion.

Figure 9.16 Quality ratings and competition in major cities

Average number of competitors within 5 kilometres, by NQS rating for long day
care centres in Australian major cities (n=1662)
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Source: Productivity Commission calculations based on Department of Education administrative data and
ACECQA data (2011-12).

13 The decrease in quality-adjusted prices was attributed to the cap on the hourly rate of government subsidy,
such that providers do not consider the use of additional inputs to achieve higher quality to be a viable
strategy, since it would cause fees to rise above the subsidised rate.
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Can providers signal high quality to parents?

Because many aspects of childcare quality are unobservable, it can be difficult for
providers to communicate aspects of quality to parents and hard for parents to judge
service quality when choosing a provider. Such information asymmetry problems can
frustrate quality-based competition and impede the effective functioning of markets.

In particular, poorly informed decisions of parents can lead to low quality services
persisting in the market and reduce the incentives for ‘good’ providers to invest in raising
the quality of their services — as stated by the OECD, ‘the belief that quality improvement
can be left to market competition is naive’ (2006, p. 126). Half of parents responding to a
Care For Kids survey (2014) indicated that they were unable to find enough information on
childcare options or that they were unaware any information, such as on the quality ratings
of services, existed.

Because of this, and as was discussed in chapter 7, ACECQA enforces a minimum level of
quality as defined by the NQS. NQS ratings also identify services that exceed minimum
standards, creating incentives for providers to offer high quality services if demanded by
parents.

However, NQS ratings cannot capture a complete range of service attributes contributing
to a parent’s choice of service. In particular, parents might prioritise a convenient location,
or intangible factors such as signs that their child is settled or the rapport they develop with
a particular carer or centre director above objective NQS quality criteria. Figure 10.5
showed that Australian parents tend to place a greater weight on the locational convenience
of services than they do on quality, with nearly 50 per cent of parents choosing a long day
care centre because it was close to home. Berden and Kok (2009, p. vii) similarly found
that in market-based systems overseas, parents ‘prefer care close to home and pay less
attention to quality’.

As such, providers may seek to differentiate themselves by not only improving their
performance against NQS ratings, but also by strategically communicating information to
parents about the quality of their services, focussing on aspects of quality that:

« are highly visible to parents — for example, Mocan (2001) found that centres with very
clean reception areas tend to produce lower levels of quality for difficult-to-observe
aspects

« are highly valued by parents and reduce responsiveness to fees.

Berden and Kok (2009) found that ‘with regard to quality aspects that are not noticeable to
parents there is hardly any competition’.

There are emerging signs that strategically marketed and well-located providers are
specialising in delivering premium childcare services. They use a variety of approaches to
signal quality dimensions to parents, including providing access to elective health services
such as occupational therapists and child psychologists, or through ‘luxury’ equipment such
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as iPads, handcrafted cots, European bed linen, onsite chefs, baby massage, and a concierge
to help parents make medical and other appointments (Ginis 2012). For example, a long day
care centre in Mosman, Sydney, charges up to $158 per day and offers a range of
extracurricular activities including a dance academy, computer labs, drama, sing-with-me
classes and Zumba (Wilson and Cornish 2014).

Do providers have market power?

Weak competition in the delivery of services in some locations may result in a single
provider gaining significant market power or in several providers coordinating to increase
average prices. 14

Market concentration

A number of providers operate multiple services (table 9.1). However, more than half of all
providers have only a single service and nearly a third provide 2 to 4 services. Less than
one per cent of all providers have more than 20 services.

Table 9.1 Number of approved services per provider

2009-10 2010-11 2011-12 2012-13
1 service 3455 3616 3678 3823
2 to 4 services 2098 2058 2 061 2 046
5 to 8 services 177 196 197 186
9 to 12 services 54 58 58 52
13 to 20 services 45 44 45 47
21 to 30 services 22 26 23 23
Over 30 services 32 31 32 34
Total providers 5883 6 029 6 094 6211

Source: Department of Education administrative data (2009-13).

Current market shares for long day care are less concentrated than in 2007-08 when ABC
Learning accounted for over one-quarter of market revenue and employment in Australia
(IBISWorld 2010) and, in Queensland, for 70 per cent of services.

o The majority of long day care centres are independent centres that are not part of a
network or group of services (figure 9.17). These are often family run centres or
committee-managed not-for-profit services. A further 25 per cent of all centres are
operated as part of a network of less than 10 centres.

14 The ACCC addresses anticompetitive conduct and has the power to investigate the competitive
consequences of takeovers. The last example of this was when the ACCC imposed conditions on
acquisitions made by ABC Learning in 2006 (ACCC 2006).
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o Goodstart Early Learning is the largest market participant, operating 643 centres or
10 per cent of the total number of long day care centres across Australia in 2012-13. G8
Education is the second largest participant operating 127 centres at the beginning of
2012-13 (although G8 Education has recently increased its market presence and now
owns over 400 centres).

o The next 12 largest market participants (those owning 20 or more services) collectively
operated less than 6 per cent of long day care centres in 2012-13.

Outside school hours care similarly has a number of chain or network providers, with
Camp Australia being the largest single provider and operating around 10 per cent of
services. However, the majority (58 per cent) of outside school hours services are delivered
through very small networks operating less than five separate services.

While overall market concentration is low, it is possible that clustering of ownership within a
given local area may result in local market concentration being high and competition muted
(though clustering ownership can also reduce costs for providers, particularly by enabling
more flexible management of labour costs and reducing administration overheads).

Figure 9.17 Concentration in the ECEC market is low
Share of long day care services (n=6387), by ownership 2012-13
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G8 Education
operated 127

3,466 providers services

operated 1 service 8 providers

operated 20 to <50
services

: \ 26 providers
566 providers operated 10to <20

operated 2 to <10 services
services

Source: Productivity Commission calculations based on Department of Education administrative data
(2012-13).

Market acquisition activity

The Australian ECEC market became more fragmented in 2008 with the exit of ABC Learning
as the dominant and most rapidly growing provider of long day care services. This opened up
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the potential for providers with access to capital and efficient and scalable operations to
increase their market shares and profits. Most large multi-service providers have grown
through acquisitions rather than establishing new services — that is, an operator purchases an
intangible business asset (often, with a rental agreement in place), rather than owning the
physical land and building, which is typically a purpose built facility.

G8 Education Ltd and Affinity Education Group are the two key market participants
currently acquiring a growing portfolio of established services. In particular, G8 Education
has expanded significantly in recent months, more than doubling the size of its network
since August 2013. As of 1 October 2014, G8 Education Ltd has acquired 403 centres
across Australia with a capacity of 28,801 places (G8 Education Ltd 2014).15 Affinity
Education group was listed on the ASX in December 2013 and either owns or manages
over 100 centres, with its footprint largest in Queensland and only one of its centres being
a greenfield site (Affinity Education Group 2014).

Various analysts identifying investment opportunities suggest that, in the present market,
sector consolidation through acquisitions is attractive because:

e acquisition costs are low and there is little competition to acquire assets

« it avoids any delays associated with licensing and approval processes required for a new
development, and avoids the vigorous and unprofitable competition required to gain
market share as a new centre

o when available, capital is relatively cheap (G8 Education has financed much of its
acquisition activity through share market capital raisings and issuing bonds)

o strategic purchases in prospective locations can deliver a market advantage (over
not-for-profit services who may cross-subsidise unviable centres (see later))
(Henshaw 2013).

However, recent acquisition activity by G8 Education — along with reports of the extent of its
profitability16 and having recently exceeded its self-imposed purchase price threshold of four
times earnings before interest and tax — has initiated some speculation about the potential to
exercise market power in the future (Stensholt and Gardner 2014; Vance 2014).

The impacts on competition associated with individual market transactions are beyond the
scope of this inquiry, but the Commission notes that, rather than stemming from any exercise
of market power, profits could be the payoff from productive efficiencies and more
cost-reflective pricing strategies in a rapidly expanding market. Ongoing monitoring of
acquisitions by the ACCC should provide protection against any future exercise of market
power.

15 Rather than involving the purchase of the physical asset, recent acquisitions have primarily involved the
purchase of business entities, including licensed places and lease agreements.

16 G8 Education (2013) reported a margin on earnings before interest and tax of over 17 per cent across its
network in 2013, which is higher than many of its competitors.
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Cross-subsidisation of fees is common

Cross-subsidisation involves the surplus from a profit-making service (or activity) being used
to prop up a loss-making service. In effect, it averages fees across different users, and is a
practice that is widely adopted in the ECEC sector. Examples of where average fees may not
fully recover the cost of services include:

o for children under 2 years in long day care, which due to higher staff-to-child ratio
requirements cost more than double that of a child aged 3 to 5 years (figure 9.18) but
are priced similarly (figure 9.19)

o in some inner city areas where competition from other high value uses of real estate
leads to high rent costs, or in some remote areas where low and highly variable
utilisation can raise the cost of services

o for children with additional needs, where additional staff are required.

Figure 9.18 Children aged 0 to 2 cost roughly double that of 3 to 5 year olds
Average operating costs per child in long day care, by age of child®
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Per cent of average operating costs
for birth to 24 months

a Operating costs include centre-based direct staff costs and some non-staff costs (such as nappies), but
exclude many fixed costs (such as rent, maintenance, utilities and any non-centre based administrative
overhead costs). Factoring in these costs, which are similar across age groups, would reduce differences
in costs across age groups somewhat. It should be noted that nationally consistent staff-to-child ratio
requirements only apply to the 0 to 2 years age group.

Source: Productivity Commission calculations based on sector provided data.
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Figure 9.19 Fees structures do not reflect cost differences
Average hourly fee for long day care services, by age of child (n=6367)
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

Cross subsidies may lead to a misallocation of childcare places

Cross-subsidies distort price signals and can result in a sub-optimal allocation of childcare
places.

The Commission found varying degrees of cross subsidisation between different age
groups of children in the long day care market. However, most centres appeared to make
losses on their places for birth to 2-year-old children. Of course, long day care providers
could increase fees to reflect the much higher cost of care for 0 to 2 year old children, but
providers appear reluctant to do this. As a result:

« parents of children aged 2 years and under who can access a nursery place at a long day
care centre benefit from the under-pricing of such services.

« parents who would be prepared to pay more for the same service, but cannot access a
long day care place because of long waiting lists, are worse off than if prices were more
reflective of costs.

» waiting lists could persist for this age group

« parents of older children at long day care will tend to underuse services, as their fees
reflect both the delivery cost of services and a margin to fund cross-subsidies.
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Fees set in this way will be higher on average than if the true costs of delivering services
was reflected in fees and parents adjusted their use accordingly. Likewise, investment
incentives will be muted, as prices do not signal to existing suppliers or new entrants where
additional capacity would be profitable.

The more responsive the use of childcare services is to price changes, the greater the
potential for cross-subsidies to cause losses to allocative efficiency. However, because
providers have not adopted more flexible charging practices, the willingness of parents to
pay more towards the cost of services for 0 to 2 year old children is unclear. While there is
evidence that demand for ECEC services in Australia is relatively inelastic, parents still
show responsiveness to price signals, particularly among mothers with lower levels of
education, multiple children and lower household incomes (Gong and Breunig 2012b).

What is the business case for the cross subsidisation of fees?

Though unclear, there is likely to be a business case for the cross-subsidisation of fees
across child age groups at long day care centres, particularly when competition is relatively
weak and when parents tend not to switch services once a relationship has been
established. For example:

« some degree of average pricing is usually efficient given transaction costs incurred by
providers to accurately apportion costs across users and because more complex fee
structures could deter some parents from using services

« services for 0 to 2 year old children may be ‘loss leader’ services if providers are able to
‘lock-in’ repeated use of services, meaning that cross-subsidisation between child age
groups results in a transfer of profits (and losses) over time — that is, initial losses can be
recouped with the ongoing use of services as the child ages and the cost of care declines!’

o the willingness to pay for services could vary between parents of different aged
children, which could create opportunities for providers to price-discriminate between
users — that is, charge a mark—up on the price of the most inelastic service. 18

Based on the Commission’s assessment, it is possible that cross-subsidisation could
provide a strategy for providers to maximise their market share and overall profitability —
that is, under-pricing services for young babies could simply be a type of ‘introductory
offer’ that maximises long run profits across the suite of services offered. To be effective,
however, such a strategy relies on high switch costs for parents, since these act as a barrier

17 Such inter-temporal transfers may be efficient if all families commence using a service when their child is
the same age and each use the service to the same extent. However, many parents never use a service for
their 0 to 2 year old, or when they use such services they do so for far fewer hours than they use a service
when their child is 3 to 5 years old.

18 prima facie, given the preferences of parents to care for their very young children, parents are likely to be
more price elastic when their child is 0 to 2 years old compared with when their child is older. As children
get older, the potential cognitive and social benefits of childcare may outweigh any hesitation from
parents to place their child into formal care.
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to entry, preventing the recruitment of parents by a competitor who does not
cross-subsidise their services.1?

Cross subsidies may be directed at social goals

In addition to creating inefficiencies, cross-subsidies also affect distributional outcomes, as
those parents who benefit from cross-subsidies only do so at the expense of other parents
who are made worse off.

Not-for-profit providers may cross-subsidise fees to deliver more equitable access to childcare
services across the community. One organisation described the cross-subsidisation of fees
across their services as an attempt to ‘reach as many children as possible across a variety of
demographics’. Others have characterised the practice as a ‘social inclusion’ supply model,
which includes providing ‘a developmental experience for children at a price that families
earning moderate incomes can afford’ (Cleveland and Krashinsky 2009, p. 446).

In the case of services for children with disabilities or for families living in remote areas,
there may be accepted equity principles as to why the averaging out of fees is desirable. In
particular, cross-subsidisation of fees may delay or prevent the exit of services in
unprofitable locations. It may also allow unviable services to exist for children with
disabilities, for whom the funding is often insufficient to cover the additional costs of
providing care (chapter 13). Undesirably, however, cross-subsidisation can also allow
inefficiently operated services to continue longer than might be optimal, including by
taking the pressure off providers to seek out cost savings and price efficiently.

Competition should limit cross-subsidies

That providers are able to cross-subsidise their services could also be an indication of
broader market imperfections, including those created by regulatory impediments to
competitive entry and expansion by providers. As such, the commission’s recommendations
in chapter 7 to reduce entry barriers will be important to strengthen competition.

There are signs that competitive pressure may already be reducing opportunities for
providers to cross-subsidise services. For example, the Commission found that many long
day care centres with flat fee structures across child age groups, and therefore extensively
cross-subsidising fees for 0 to 2 year old children, struggled to maintain viable occupancy
rates among older age groups, especially when competing against services that do not offer
care for younger children. In addition, the Commission’s recommendation to subsidise nanny
services provides a further service option to families, which could increase competitive
pressures on service providers.

19 Any capacity to make a significant surplus within a local market (in order to cross-subsidise other
services) should be bid away through new entry by suppliers not cross-subsidising their services.
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The emergence of more effective competition and resulting changes to pricing behaviour,
will take time and will be disruptive for parents and providers who currently benefit from
such arrangements. The policy consequences for affordability and accessibility that may arise
with the unwinding of cross-subsidies are taken up in chapter 15, and depend on:

o the value that the wider community places on supporting access to affordable services
for particular groups of children and parents

o whether such groups can be effectively identified and targeted when designing and
administering government assistance.

9.5 The impact of government assistance on ECEC
markets and prices

A range of government assistance to users and providers can affect the functioning of
ECEC markets including:

o subsidies to parents, which cover the majority of user fees and therefore are a key
determinant of the demand for childcare services (figure 9.20).

« subsidies to providers, and tax exemptions and concessions, the latter which tend to
favour not-for-profit providers and can inhibit competition.

As a result, there is an important relationship between the existence of subsidies and the
functioning of ECEC markets, with neither operating in isolation of the other (figure 9.21).

Figure 9.20 Government assistance covers the majority of fees
Per cent of total fee, by care type
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).
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Figure 9.21 The relationship between market functioning and funding
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How do subsidies affect market functioning and prices?

Subsidies are used to alter the use and provision of childcare services in order to address
particular economic and social goals that deliver community-wide benefits. Current
childcare subsidies directed to parents, such as the Child Care Benefit (CCB) and the Child
Care Rebate (CCR), are intended to:

« reduce out-of-pocket costs for families to reflect any community-wide benefits from
childcare use, including those related to child development (chapter 5) and/or
workforce participation (chapter 6)

« achieve desired distributional outcomes by increasing the affordability of childcare
services for particular groups of parents and children.

Subsidies affect the incentives faced by parents, who respond to changes to their family
budget and relative prices. (These are known as the ‘income’ and ‘substitution’ effects of
childcare subsidies and are discussed in box 9.4.)
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Box 9.4 Subsidies have ‘income’ and ‘substitution’ effects

The income effect of subsidies can increase the use of formal childcare services and improve
the incentives for parents to participate in paid work. However, by reducing the strain on family
budgets, childcare subsidises can also:

o facilitate expenditure on other goods and services desired by families. Some mothers may
even work less with subsidies, owing to the reduced need for employment earnings to meet
childcare expenses and support a chosen lifestyle

o allow parents to select their preferred (higher) level of childcare quality, without necessarily
increasing their hours of use of childcare and increasing their own supply of labour into the
workforce.

Substitution effects arise because subsidies change relative prices, including between:

o formal and informal care options — for example, currently unsubsidised, informal care
options, such as nanny services, are made relatively more expensive when subsidies are
available for formal services, such as long day care and family day care

o different types of formal services — for example, different rates of CCB currently apply
across formal care types, which potentially bias parents’ decisions to use one form of care
over another.

How does the CCR affect parents’ incentives?

The way in which parents’ incentives change will depend on the design of subsidies. For
example, fixed value subsidies, such as the proposed benchmark rate (chapter 14 and
appendix I), will affect parents’ incentives differently to fee-based subsidies, such as the
CCR where the subsidy is tied directly to the fees providers charge (box 9.5).

As a fee-based subsidy, CCR does not change the relative price of services that qualify for
subsidies. However, it may alter the childcare choices of parents, lead to ‘over-servicing’
by providers and growth in childcare prices. Any such inefficiency stems from the effect of
a fee-based subsidy on a parent’s choice of service and push-back against price increases.
In particular, the presence of a fee-based subsidy might:

o lead to minimal, if any, increase in a parent’s workforce participation, who instead
select a more expensive, higher quality service

« weaken the incentive of parents to resist price increases, since all taxpayers bear a
portion of any price rise.

Another feature of the CCR is that parents (and particularly those whose demand for
quality is high) have incentives to stay under the $7500 CCR cap by ensuring their use of
services does not exceed a few days per week. This reflects that once the cap is exceeded,
the marginal price of childcare doubles. Although only 5 per cent of children exceed the
$7500 CCR cap, this number has been growing and it is unclear to what extent a larger
share of families reduce their use of childcare in order to avoid hitting the cap (chapter 11).
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Box 9.5 The difference between fixed value and ad-valorem subsidies

The current CCB is a form of fixed value subsidy since the subsidy per hour of childcare used is
untied to the actual fee parents pay. The Commission’s proposed ‘benchmark rate’ is also a
form of fixed value subsidy, since it does not vary with the actual fee charged for the service a
parent chooses. In contrast, the current Child Care Rebate (CCR) is a form of ad-valorem
subsidy, since it covers 50 per cent of a parent’s out-of-pocket childcare expenses (up to an
annual cap of $7500 per child), regardless of how expensive the service is. This means that
families paying the most for childcare receive larger subsidies, who also tend to be higher
income families.

When markets are not perfectly competitive, the payment of ad-valorem subsidies to parents
may create upward pressure on prices. Further, because aspects of service quality can vary,
ad-valorem subsidies may lead to over-servicing (particularly with respect to improvements in
quality that are highly visible and valued by parents). This occurs because:

e an ad-valorem subsidy contributes towards the entire bundle of service characteristics
chosen by individual parents

« for every improvement in quality that costs $1 to produce parents will only be required to pay
a fraction of that amount

e ad-valorem subsidies reduce pressure on providers to limit price increases since costs are
also borne by taxpayers, meaning a $1 increase in the price providers receive will cost
families less than that amount (and a $1 reduction in the price providers receive will save
families less than that amount).

How do current subsidies affect providers’ incentives?

Even when subsidies are directed to parents, they can affect the behaviour of service
providers. For example, subsidies can reduce incentives for providers to minimise costs
and set cost-reflective prices, especially if:

markets are not highly competitive or there are barriers to entry, which prevent supply
responding to changes in demand and allow established operators to include a markup
in the price charged for services

subsidies are administered on the basis of fees charged, as occurs for CCR, rather than
being based on a fixed value, as would occur with the Commission’s proposed
‘benchmark price’ approach

subsidies establish an artificial benchmark or floor price on which providers base their
prices and price rises over time.

Appendix I and chapter 14 explore evidence of these issues and their consequences for the
design of subsidies in more detail. They conclude that, by changing the incentives facing
both service users and providers, a ‘benchmark price’ offers a better approach to
administer subsidies. Providers should, in theory, have stronger incentives to only pass-on
cost increases that similarly affect other providers within the local market and therefore
compete to minimise costs and bid down prices.
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The impact of government subsidies on childcare prices

As outlined already, gross childcare fees (the price that providers receive) have been growing
faster than the rate of inflation and price rises in other similar industries (figure 9.5). Although
some of this growth in fees may be transitionary as providers implement new quality
regulations, subsidies are also likely to have contributed to some degree.

The Henry review of Australia’s taxation system noted that childcare subsidies linked to fees
or out-of-pocket expenses ‘may put pressure on child care fees and government expenditure’
(2009, p. 590). However, other drivers of supply and demand will also influence growth in
childcare fees, and under certain conditions, these could overshadow any impact of
subsidies on prices. For example, overseas studies have found:

... the most important drivers of average child care prices are economic and demographic
factors, such as income levels, employment rates, rents and population, rather than childcare
policy. Subsidy expenditures are one factor influencing childcare demand but they generally
have not had a large impact on child care prices ... (Davis et al. 2009, pp. i—ii)

Ultimately, however, the more generous the subsidy, the greater the likely impact on prices
(Davis and Connelly 2005; Davis et al. 2009; Murrufo, O’Brien-Strain and Oliver 2003),
although careful design of subsidies and responsive supply can moderate this somewhat.
Similarly, there is greater potential for prices to increase when demand is growing quickly,
because of either subsidies or other economic and demographic factors, and when supply
cannot adjust quickly.

Growth in fees following subsidy changes is consistent with non-responsive short run supply

An increase in subsidies will drive additional demand for services, which pushes up fees
until supply can adjust. In the short term, this means providers can capture additional
revenues from subsidies (sometimes referred to as subsidy ‘leakage’), either through above
normal profits or inefficient management of costs.

In the longer run, subsidy leakage should reduce. Leakage may be sustained, however, if markets
are not competitive or regulations or other impediments inefficiently delay entry and expansion
activity — chapter 7 discusses such impediments.

Following an increase in the rate of the CCR in July 2008 (from 30 to 50 per cent of a
family’s out-of-pocket expenses), the average annual increase in long day care fees
accelerated (figure 9.22). However, by July 2009, the rate of increase in fees slowed. This
indicates that, although supply takes some time to adjust, in the medium term, childcare
providers can vary their supply decisions and new entry is possible.

As discussed in section 9.2, due to the need for purpose built facilities, long day care places are
likely to be less responsive to price incentives in the near term. However, as is consistent with
the findings of overseas studies including Davis et al. (2009, p. 29), it appears that in Australia
home-based care can respond within a relatively short timeframe to meet any excess demand.
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The strong growth in family day care over the past few years followed a range of changes to
government assistance arrangements, including the availability of Community Support
Programme funding to family day care agencies in 2004 and the removal of caps on approved
places in 2007.

Figure 9.22 Annual increases in long day care fees
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Subsidy leakage increases when demand responsiveness is low

The prospect of providers capturing subsidies and raising fees increases when demand for
ECEC services is not responsive to price changes.20 As previously discussed, a low level of
responsiveness to price changes can arise when there is insufficient supply to meet demand
in a local area or when high switching costs prevent a parent from readily changing
providers. Low demand responsiveness can also arise when parent’s do not have to
co-contribute towards fees.

Current forms of government assistance cover the majority of fees set by providers
(figure 9.20), but families receiving CCB (and Jobs Education and Training Childcare Fee
Assistance) may have upwards of 80 to 90 per cent of their childcare expenses subsidised. In
such cases, price signals are significantly muted and providers may be able to increase fees
with minimal, if any, reduction in parents’ use of services. However:

20 Gong and Breunig (2012b) found that an increase in childcare prices reduces demand for childcare among
Australian families by a proportionally lower amount. A 1 per cent increase in fees results in a
0.132 per cent decrease in childcare use and a 0.25 per cent decrease in hours.
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o fewer than 10 per cent of families receive subsidies covering more than 90 per cent of
the fee charged (chapter 11, table 11.1)

« the ability of providers to respond to any such weak demand side pressure, which
would result in subsidy leakage, relies on such families being geographically co-located
and using the same services. If such families are not co-located, those parents receiving
fewer subsidies may continue to impose a competitive constraint on the majority of
providers’ charging practices.

To assess the prevalence of highly subsidised users accessing the same service provider,
the Commission identified the number of providers who currently derive more than 90 per
cent of their revenue from subsidies. (This threshold was chosen for illustrative purposes
only.) The Commission found that:

o less than 0.5 per cent of providers of long day care receive more than 90 per cent of their
revenue from subsidies (CCB, CCR and JETCCFA). Of these, there were more than 8
other long day care services within 5 kilometres (and, in some cases, over 100 other
services)

o less than 9 per cent of family day care services receive more than 90 per cent of their
revenue from subsidies.

These results suggest that for the majority of providers, substantially increasing fees is
likely to generate a demand response, which should help to limit subsidy leakage.

Accordingly, with effective competition and limited barriers to provider responsiveness,
addressing concerns about subsidy leakage may not be a key concern when administering
subsidy policies in practice. Still, where concerns about subsidy leakage and consequent
price inflation might arise, governments should generally focus on:

o addressing any regulatory-induced barriers preventing or delaying an efficient response
from providers to demand and price changes (chapter 7). As stated in a review of
competition and efficiency in publicly funded services published by the OECD, supply
side initiatives should address entry and exit barriers, ensuring that changes in the
volume of voucher subsidies results in capacity and services supplied rather than
changes in price (Lundsgaard 2002, p. 90).

o ensuring the market structure is workably competitive and that parents’ costs of
switching between providers are as low as possible

« improving the design of subsidies, including by addressing the inefficient incentives of
parents and providers created by the current CCR.

What is the likely impact of tax and other concessions?

Around one-third of childcare providers receive tax concessions under Commonwealth
legislation because they are charities or Public Benevolent Institutions (PBI) (figure 9.23).
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Figure 9.23 One in three ECEC services receives tax concessions?
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Source: Productivity Commission calculations based on Department of Education administrative data and ATO
data.

As detailed in box 9.6, tax concessions subsidise the cost base of one group of providers
relative to another, giving not-for-profit providers a competitive advantage over for-profit
providers.2! In some cases, rather than directing tax concessions towards reducing prices or
improving access to services for the community, not-for-profit providers may increase the
quality of their services or pay staff higher wages. In other cases, not-for-profit providers
have suggested that tax concessions are needed to compensate for the challenges they face in
accessing efficient sources of capital (YWCA Australia, sub. DR752).22

21 I addition, local governments have traditionally assisted not-for-profit childcare providers — mainly, in the
form of free or subsidised rent and access to facilities. However, the Commission considers that the
availability of assistance is diminishing as local governments review their fiscal sustainability and the
competitive impacts of such arrangements (box 9.6). For example, one provider told the Commission they
now had to tender to use their existing building, which resulted in their annual rent expenses increasing from
$1 to $150,000 and added $1 to 2 per hour to fees.

Some not-for-profit providers also argued that for-profit providers can access tax deductibility options that
are not available to the not-for-profit sector (sub. DR707). However, any such deductions are only for
expenses incurred in the course of generating income that is assessable for tax purposes. A for-profit
provider would have to claim deductions that completely offset their assessable income (that is, make zero
profit) to receive tax treatment that is analogous to the income tax exemptions available to not-for-profit and
charitable organisations. As a result, tax deductions may help to lessen the competitive distortion created by
the availability of tax concessions to not-for-profit providers, but only somewhat.

22
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Box 9.6 Concessions available to not-for-profit organisations

Since 2004, the provision of childcare services on a not-for-profit basis has been deemed (under the
Extension of Charitable Purpose Act 2004) as a charitable purpose.

Concessions depend on whether a provider is classed as a not-for-profit provider, a registered
charity or a PBl by the Australian Charities and Not-for-profits Commission and, thereby,
endorsed by the Australian Taxation Office to access concessions.23 A PBI receives a more
generous concession than a not-for-profit childcare provider or a registered charity because its
main purpose is classified as ‘relieving poverty, sickness, suffering or disability’.

Under the Income Tax Assessment Act (ITAA)1997, childcare providers who are not-for-profit, a
registered charity or a PBl may qualify for a number of tax concessions including:

e exemption from income tax

e arebate or exemption on Fringe Benefits Tax
+ Goods and Services Tax concessions

o refunds of franking credits.

Under state and territory legislation, not-for-profit providers can access payroll tax exemptions.
Typically, these are the primary source of tax concessions for many not-for-profit organisations,
amounting to tens of millions of dollars for larger organisations. The value of payroll tax
concessions varies across jurisdictions, with different thresholds applying to the exempted
payroll expenses, but given that the majority of providers operate a single service, ‘the vast
majority of private operators would pay little or no payroll tax’ (Guardian, sub. DR837).

Local governments also provide assistance to not-for-profit long day care providers, often in the form
of free or heavily subsidised rents for premises, or in making land available at below cost. Similarly,
in some jurisdictions, school facilities can be provided at a low or no rent to outside school hours
care providers. However, there is a trend away from this in-kind type of support.

Source: www.ato.gov.au.

However, regardless of how tax concessions are used by providers (or any natural
disadvantages not-for-profit providers face that concessions might help to offset); they
can still have a negative impact on the functioning of efficient markets. Concerns about the
efficiency impacts of tax concessions would have little foundation if not-for-profit providers
strictly focused service delivery in areas of social need where the commercial provision of
services is infeasible. However, a large proportion of not-for-profit providers operate
extensively alongside commercial providers, which means tax concessions are likely to distort
competition.

Tax concessions available to not-for-profit childcare providers are a form of government
spending. As such, public benefits emerging from them should be examined against
alternative spending arrangements that could potentially achieve the same goals. This is
consistent with the scrutiny and transparency required of all government expenditures under
Australian budgetary processes.

23 Charitable status and access to concessions applies to the ITAA 1997, the FBTAA and other
Commonwealth Acts.
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Relevant questions when evaluating the impact of tax concessions on childcare provision
include:

o how access to tax and other concessions changes the behaviour of eligible childcare
providers, including pricing practices and decisions to operate unprofitable services

o how providers might change their behaviour in the absence of such concessions —
namely, what ‘social goods’ would no longer be provided

« do the social benefits of tax concessions to the community offset the market efficiency
losses and fiscal cost of concessions?

Not all forms of tax concessions are equally distortionary

The exemption from income tax (which is a tax on profit) does not change the behaviour and
decisions of not-for-profit providers about how many staff to employ or pricing strategies
(PC 2010, p. 203). However, such an exemption may boost the viability of a not-for-profit
provider, allowing them to deliver services that would otherwise be uneconomic.

Conversely, state-based payroll tax exemptions and Australian Government Fringe
Benefits Tax and GST exemptions are likely to bias input choices and generate efficiency
losses. One for-profit provider argued that payroll tax concessions are of substantial
assistance to not-for-profit providers, but are ‘used to help them mask poor labour
practices’.

Lady Gowrie Tasmania estimated that the annual value of the payroll tax exemption
exceeds $0.5 million and suggest this allows them to reduce their fees by over $10 per
child per week (sub. DR544, p. 5). Goodstart estimated the value of payroll tax exemptions
was nearly $28 million in 2013-14 (sub. DR 875, p. 76). Clarendon Children’s Centre
considered that the removal of their exemption from payroll tax would necessitate fees
increasing by $4-5 per day (sub. DR527). However, if such concessions have cushioned
inefficient practices, as suggested above, any increases in fees associated with the removal
of payroll tax exemptions need not be as high as anticipated.

Based on other confidential evidence the Commission has collected, the value of various
tax concessions to childcare providers is equivalent to less than 5 per cent of revenue
from childcare fees. However, because this is composed mainly of distortionary tax
concessions (roughly three-quarters is payroll tax exemptions), the competitive impacts
may not be trivial. For example, Fringe Benefits Tax exemptions or rebates allow a
not-for-profit provider to employ staff at below market rates (for their given qualification
level).

What ‘social goods’ do not-for-profit providers deliver?

Because not-for-profit childcare providers are very close to the communities they serve,
they may be better placed to address community issues than a Commonwealth or state
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funded and run program. In particular, governments can be slow to identify and respond to
emerging community needs and, given bureaucratic structures, can be unwieldy.

Nevertheless, in some situations, the actions of not-for-profit childcare providers may not meet
community-wide preferences and will not take account of alternative calls on government
spending. Moreover, because childcare providers are not well placed to decide the appropriate
tradeoff between efficiency and equity objectives, it is important to look for evidence of the
social goods that not-for-profit childcare providers deliver.

It is not apparent that not-for-profit providers systematically target social goals, such as
addressing socioeconomic disadvantage, with not-for-profit market shares within each local
area being unrelated to measures of socioeconomic disadvantage (figure 9.24). Further, the
Commission found that, on average, not-for-profit and government long day care providers
actually charge slightly higher fees than for-profit providers, both on average (figure 9.15) and
in more disadvantaged areas (figure 9.25).

As a result, tax concessions provided to not-for-profit providers are likely to be causing
market distortions with uncertain benefits, because:

o it appears that not-for-profit provision of childcare services is no more prevalent in
disadvantaged communities (which tend to be less profitable). Goodstart Early Learning
indicated it supports loss-making services in disadvantaged communities (with SEIFA
deciles of less than 3) because it ‘believes it is important that children in those
communities have access to quality early learning’ (sub. DR875, p. 75)

« not-for-profit providers deliver services in markets where commercial provision of
services is feasible and therefore directly compete with for-profit providers.

Not-for-profit providers have told the Commission, however, that they write-off large
unpaid debts of a number of low income and disadvantaged families. Also, they may
bridge any funding gaps relating to the care of children with disabilities and developmental
vulnerabilities, such as where the Inclusion Support Subsidy is not sufficient to cover the
hours of attendance and staff costs to support quality care. For example, St Joseph’s
Family Services indicated the funding shortfall to cover the cost of an additional staff
member to support the care of a child with a diagnosed disability was $7.50 per hour
(sub. DR836, p. 4). Similarly, Goodstart indicated it supported nearly 1000 children in
2013-14, even though inclusion support payments only covered two-thirds of the cost for
such children (sub. DR875, p. 75).
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Figure 9.24 Not-for-profit long day care providers are no more prevalent
in disadvantaged communities?
Per cent market share, by SEIFA decile
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a While the figure shows market shares as a per cent of total long day care services, similar market shares
were found when using long day care places.

Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

Figure 9.25 Not-for-profit long day care fees are slightly higher than
for-profit fees in disadvantaged areas
Median fee® by SEIFA decile (socioeconomic index of areas disadvantaged, 2011)
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a The same relationship was observed when analysing both median and average fees.

Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).
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Remove tax concessions and fund social goals more directly

The best ECEC policies are compatible with both increasing community wide net benefits
and addressing concerns about equity or additional needs groups. Wherever possible, social
goals should be pursued in the least-distortionary manner and be well-targeted. Providing tax
concessions to all not-for-profit childcare providers is a blunt instrument to achieve social
goals.

There are better ways to administer government assistance for social objectives, and the
Commission recommends the phased removal of such arrangements. Allowing a sufficient
period for adjustment recognises that some providers would need to adapt their business
practices and that many not-for-profit providers:

... have invested in facilities and services on the basis of the existing business models that
include tax concessions. Were these concessions removed, viability would be compromised and
financially marginal services would fail. (Catholic Education Commission NSW, sub. DR 720)

Several participants have raised the concern that reform of concessions to not-for-profit
and charitable organisations ‘needs to be systemic and based on considered policy action
across the whole not-for-profit sector’ (Community Council of Australia, sub. DR721).
And, this will not be achieved if governments:

. identify one sector (early childhood education) and raise the possibility of withdrawing
concessions that will continue to apply across other not-for-profit sectors. (Community Council
of Australia, sub. DR721)

Such arguments hold merit in terms of supporting consistency in the tax treatment of
different organisation types, and the Government’s forthcoming White Paper on Australia’s
Tax System could consider tax concessions to not-for-profit and charitable groups. However,
the balance of the benefits and costs accruing from tax concessions will inevitably vary
across sectors. As such, the sectoral consideration of such arrangements is as important as is
the consideration of consistency in tax treatment (especially when the argument for
consistency can apply between for-profit and not-for-profit childcare providers as much as
between diverse groups of not-for-profit organisations).

Rather than facilitating unspecified charitable activity by childcare providers,
governments should systematically channel funds to achieve accepted social goals,
including by directing additional childcare assistance to disadvantaged or other groups
with clearly demonstrated additional needs. The Commission has proposed a range of
changes to funding arrangements for children with additional needs (chapters 13 and 15).
These should reduce the reliance on charitable providers (and the cross-subsidisation of
fees between families) to bridge any funding gaps for such children.
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RECOMMENDATION 9.1

In line with the broad level recommendations of the Productivity Commission’s 2010
study into the Contribution of the Not for Profit Sector, the Australian Government
should remove eligibility of not-for-profit ECEC providers to Fringe Benefits Tax
exemptions and rebates.

State and territory governments should remove eligibility of all not-for-profit childcare
providers to payroll tax exemptions. If governments choose to retain some assistance,
eligibility for a payroll tax exemption should be restricted to childcare activities where it
can be clearly demonstrated that the activity would otherwise be unviable and the
provider has no potential commercial competitors.
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10 Accessibility and flexibility

Key points

For the majority of families, ECEC services are accessible. However, some families
experience difficulties accessing ECEC.

A family’s ability to access ECEC is influenced by factors such as where they live and the
age of their children:

— there are fewer services offering places for 0-2 year olds relative to 3-5 year olds

— families often struggle to secure outside school hours care for children of school and
preschool age

— while some regional and rural markets are well serviced by ECEC, others are not. Some
families travel long distances to access ECEC

— there are reported shortages of ECEC places in the CBD and inner city areas of major
cities.

Families would be better able to plan their work and organise their ECEC requirements if
basic information on waiting lists, including the number of families on the list, was published.
Parents would also benefit if their position on the waiting list was readily available.

While most families find the operating hours of ECEC services sufficiently flexible to meet
their needs, parents who have non-traditional, irregular or unpredictable work patterns are
not well served by the current system.

— Innovations trialled under the Childcare Flexibility Trials do not have high take up rates.
There are a number of ways that ECEC can be made more accessible for families:

— state and territory governments should play a bigger role in encouraging outside school
hours care by improving the access of services to school facilities or by placing the onus
for organising outside school hours care on schools

— regulations that mandate minimum operating hours for approved services should be
abolished

— existing caps on the number of occasional care places should be removed

— nannies who satisfy minimum qualifications and appropriately tailored National Quality
Framework requirements should be able to apply for approved provider status, to provide
an additional ECEC option for families.
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10.1 How accessible are current arrangements?

A motivation for this inquiry and a key issue highlighted by many inquiry participants is
that many families find childcare inaccessible at current subsidised prices. For ECEC
services to be considered accessible, appropriate vacancies in ECEC services should be
available within a reasonable distance of the homes or workplaces of families at times that
they are needed. This section explores the evidence on the extent of access difficulties.

Concerns about the extent to which ECEC services are accessible were frequently
presented to the Commission — many submissions and about 38 per cent (or nearly 430)
of the personal comments received highlighted problems with accessing ECEC services
(box 10.1). This suggests that many families experience difficulty in accessing ECEC to
the extent that they would like.

Evidence of accessibility issues can also be observed by examining survey data.
Availability is reported to be the third most prominent reason why childcare inhibits
workforce participation, behind cost and a preference for looking after their own child
respectively (appendix D). Additionally, information from the HILDA survey suggests that
about 60 per cent of partnered mothers and single parents who used or thought about using
childcare in order to work experienced difficulty with availability in 2010 (more than with
cost or quality) and that 25 per cent continued to report difficulty in 2012, suggesting that
some availability problems may be persistent. Specific concerns around accessibility
presented to the Commission covered a wide range of issues, however, some of the more
commonly canvassed concerns included that:

« too few ECEC places are available

— in particular, participants commented on a lack of places for particular age groups
or for particular care types

— participants also commented that there were long wait times to secure ECEC places

« places are not available for the times of year, week, day or hours that parents need (or
are only available by using a combination of ECEC services)

o ECEC places are available, but not in a service that families consider of acceptable
quality
« there are insufficient places in a service to accommodate all siblings, or

« parents are not aware of all the available ECEC services near to them and it is costly to
access this information.

A lack of ECEC places in some areas or age groups requires some families to make
compromises around the quality or location of childcare used, or in the amount and pattern
of work undertaken by parents.

The widespread use of both formal and informal care indicates that for the majority of
families, ECEC services are accessible. In addition, the number of children using formal
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care has been steadily increasing (both numbers and as a per cent of children), which
provides an indication that formal services are becoming more accessible (chapters 2
and 3).

Box 10.1 Participant’s views on accessibility

Amber Moncrieff said:
... access to quality childcare was a significant challenge. Most centres in inner Newcastle have very
long wait lists for children under 2 and it is now at the point that unless you register before the birth of a
child that you don’t have a chance. From talking to the management of our current centre, it is clear |
would have been unable to secure a spot for my twins had their older brother not already been going
due to the sibling priority as now the centre has been operating for a couple of years the demand and
waitlists far outstrip supply.

I don't believe it is right that luck effectively determines a woman'’s ability to return to her chosen
profession. (sub. 57, p. 2)

Billabong Childcare Centre commented:

Availability of high-quality childcare and after school care places is a significant issue in some suburbs,
with parents often needing to put their children on waitlists before birth in order to secure positions.
(sub. 28, p. 2)

A submitter whose name was withheld said:

| put my son’s name down on 12 centre lists when | was 3 months pregnant. When he was 13 months
old | finally got 1 day per week (I was after 4 days p/w), and only because | ended up calling weekly to
harass them. For my second son | was told we would be priority at our current childcare centre and so
only put his name down there. | finally managed to get him 2 days pw when he was 16 months old (I
wanted more days, but they had to be the same days as my eldest, which made it more difficult to find
a spot). (sub. 108, p. 1)

Melissa Jones commented:

My baby is currently 8 months old and | returned to work on a full-time basis in January 2014 (when my
baby was 7 months old). During the early stages of my pregnancy, | put my name down (and paid the
obligatory “non-refundable application fees”) for various long day cares in my area.

None of the childcare centres contacted me until about November 2013 when | received emails
informing me that | had been unsuccessful in obtaining a position for my baby (not even one day). |
contacted a few centres before receiving this email to check the progress of my application and was
informed the centres would be determining spots in about November 2013. (sub. 335, pp. 1-2)

Giovana Arrarte said:
... I had no option but to enrol my son in 3 different places of care each week (2 long day care centres
and 1 family day care) in order to satisfy work commitments. On that occasion we spent 2 very
distressing months as this particular “solution” was not suitable to my child or me. Luckily after two
months we finally found a place in one of the long day care centres. (sub. 269, p. 1)

Noel Leung commented:
Access to child care has become a bit of a joke and there is a need for a more transparent and speedy
process to access care. It is not acceptable to be on a waiting list for 2-3 years before getting a place.
The system also doesn’t properly assess the need for childcare and has become so competitive that
many families now try to get on as many waitlists as possible just to try to maximise the chances of
getting a place, meaning that waiting lists just keep getting longer. (sub. 202, p. 1)

(continued next page)
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Box 10.1 (continued)

Nina Olle said:

In my experience, and those of the majority of mothers that | know, accessibility is the biggest issue
facing families seeking education and care services for their child. It is difficult to know the extent of the
issue, as like so many others, my husband and | have been forced to put our son on at least 10
different waiting lists in our area, and pay an administration fee with each application. Like all parents, |
would like to be able to make choices based on the quality of the service, as per the objectives of the
National Quality Framework and its quality assessment and rating process, rather than feel pressured
to take whatever place is available. (sub. 178, p. 1)

The NSW Government submitted that:

Ensuring supply aligns with demand is important to achieving universal access to early childhood
education programs in the year prior to school and developing strategies to support workforce
participation by better meeting the needs of families.

Anecdotal evidence suggests that some locations face childcare shortages, and this affects the ability
of parents and carers to participate in the workforce in their preferred way. This evidence is often
based on the experiences of parents in areas of localised shortage (the inner west of Sydney for
example) and is often focused on the length of waiting lists for places.

At the same time as some communities are experiencing shortages, the Department of Education and
Communities has identified that in other areas there is an oversupply of places. (sub. 435, p. 12)

James McFarlane said:
Our family has found itself in the current scenario in 2014.
¢ One child needs to commence kindergarten in 2015

e Schools in the local area have been contacted, but they have been unable to guarantee a place in
before and after school care, which is a necessity if either of the parents cannot be available at
school drop-off and pick-up times.

e One option for the family is for one of the parents to exit the fulltime workforce. This is both a drain
on the family budget, as well as detrimental to the NSW economy.

A second option is to move to another area, but this family has experienced difficulty in finding suitable
guaranteed places in before/after school care. It is difficult to plan major decisions such as buying a
house and moving suburbs without certainty at least 12 months in advance. (sub. 155, p. 1)

10.2 How common are ECEC vacancies?

There is a requirement for ECEC services approved for child care benefit to regularly
report the expected number of vacancies for their service. That information suggests that
across Australia, vacancies in ECEC services are reasonably common.

The reported number of vacancies by service type is sizable when compared with the
number of children using each type of ECEC services (figure 10.1). As not all services
have reported if they had expected vacancies, the number of notified vacancies is likely to
be an underestimate (with the underestimate likely to be largest for ECEC services with the
lowest rate of reporting — notably family day care and occasional care).

404 CHILDCARE AND EARLY CHILDHOOD LEARNING



Figure 10.1 Reported vacancies by form of ECEC2
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a A very small proportion of services (particularly occasional care and vacation care) reported having no
vacancies. Significantly more services failed to report vacancies — for example, around 50 per cent of
approved FDC and OCC services did not provide vacancy information.

Source: Department of Education (2014b).

While useful, vacancy data does not present a full picture of how accessible ECEC may be.
Although vacancies appear particularly high in outside school hours care (OSHC), this is
one of the least substitutable types of care — vacancies in care at one school are rarely
accessible to children from other schools who need OSHC. Likewise, families with
children of particular ages, or in particular locations, may find it difficult to access ECEC
even if vacancies are present — for example, a family with a 1 year old child cannot use a
service that has vacancies for children aged 3 to 5 years.

The role of waiting lists in managing ECEC accessibility

Waiting lists are used by ECEC services to minimise the risk and duration of vacancies.
ECEC services are most likely to use waiting lists when there is a shortage of places in
their local area. In its annual surveys of parent experiences with finding and using ECEC
services — including information on waiting lists — Care for Kids found that of the 1386
parents (out of approximately 1900 parents in the 2014 survey) who responded to the
question ‘did you go on a waitlist?’:

e 70 per cent indicated joining at least one waiting list

o 54 per cent indicated that they joined multiple waiting lists.
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The Commission received numerous comments from parents concerned with the operation
of waiting lists for ECEC services. The most common concerns included:

 children often have to be placed on waiting lists well before birth, but even then a place
cannot be guaranteed

 significant uncertainty on being able to obtain a place means parents tend to put their
child’s name on multiple lists, and typically leave them there even after having been
offered a place elsewhere. Given waiting lists tend to be used where there is a shortage
of places, it is not surprising that parents joining multiple waiting lists may also find it
takes significantly longer to find suitable child care (figure 10.2)

« services are charging non-refundable fees for joining their waiting list even if there is
little likelihood of obtaining a place. While the most common waiting list fees were
under $60 per application, some waitlist fees exceeded $100 (figure 10.3)

« parents are not informing ECEC providers when they are no longer needing a place and
providers are not informing parents of progress in relation to their application

« there is often subjectivity around priorities for who obtains a place when it becomes
available and the existing priority system can mean that the likelihood of a child being
offered a place varies substantially over time

« some OSHC services refresh their waiting lists at the end of each year meaning that
parents may have a 2-3 month period over the summer when they do not know whether
they will be able to work outside of school hours in the coming year.

There are clear business benefits for ECEC providers to use waiting lists — they have a
ready list of self-identified customers to use their services as soon as places become
available.

For families, the value of waiting lists are greatest if they are transparent. Information on
waiting lists and the realistic prospects of obtaining care can provide a better basis for
families to plan their working lives and organise their ECEC requirements. In particular,
families would benefit if providers were to publish:

« information on fees charged to families wishing to be added to the waiting list

« information on the number of families on the waiting list, ideally broken down into
suitable age categorisations

o the number of places offered to children from their waiting lists. This information

should be updated regularly — ideally on a quarterly basis.

Suitable platforms already exist to present this information, including the MyChild website
and the websites of providers.
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Figure 10.2 How long did it take to find suitable childcare?
By number of waiting lists joined?@
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a Data from non-representative survey. Number of responses is 1865.
Source: 2013 Care for Kids survey.

Figure 10.3 Fees for joining waiting listsa
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a Data from non-representative survey. Number of responses is 1134.
Source: 2014 Care for Kids survey.
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The case for publishing this information is strengthened when families pay to join a
waiting list. The Commission accepts that it is reasonable for providers to charge a fee to
parents joining their wait list, but notes that this is likely to change the expectations that
parents have of the service. Specifically, parents can reasonably expect that if they are
paying a fee to be placed on a waiting list with a service then they should be able to obtain
their position on the waiting list at their request.

FINDING 10.1

The value of waiting lists to families would be increased if providers were to regularly
publish on an appropriate platform:

« information on the fees charged to join the waiting list
« information on the number of families on the waiting list for each age group

o statistics on the number of places offered to children on the waiting list over a
given period.

Are ‘priority of access’ guidelines needed?

Family assistance law prescribes priority of access guidelines that LDC, FDC, OSHC and
in-home care (IHC) services are required to follow in cases where demand exceeds supply.
The priority of access guidelines stipulate three categories of priority, with a number of
subcategories within each (box 10.2).

The purpose of these priority of access guidelines is to ensure places for those families
with the greatest need for childcare support (Department of Education 2012). However, the
Commission is unconvinced that this is achieved through the current guidelines for a
number of reasons:

« there is little evidence that these guidelines are being enforced and there appears to be
little recourse for families who feel that they have been overlooked for a place in favour
of a family ranked lower on the guidelines

« typically, an assessment of where a child sits in relation to these priorities is static and
made only as they enter a service. While the regulations specify that it is possible to
replace a third priority child with a higher priority child, this requires the service to
notify the family upon their entry into the service that the service follows this policy.
This practice does not appear widespread

« providers often develop their own ordering around who accesses their services that may
not necessarily match the prescribed guidelines. For example, the Commission has
heard that may services give preference to the siblings of children already in a service
and for the convenience of families, this is understandable.
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Box 10.2 Priority of access guidelines

When allocating places to children from waiting lists, approved ECEC services must abide by
guidelines around which children have priority in accessing vacant places. There are three
priority levels:

e ‘First Priority’ — a child who is at risk of serious abuse or neglect

e ‘Second Priority’ — a child of a single parent who satisfies, or of both parents who satisfy,
the work/training/study test

e ‘Third Priority’ — any other child.

Within these main categories, priority should also be given to children:
e in Aboriginal and Torres Strait Islander families

o in families which include a disabled person

o in families which include an individual whose adjusted taxable income does not exceed the
lower income threshold of $42 997 for 2014-15, or who or whose partner are on income
support

e in families from a non-English speaking background
e in socially isolated families
o of single parents.

Source: Department of Education (2013h).

The Commission considers that a more targeted subsidy system that delivers more
assistance to children at risk, children with additional needs and tighter means testing,
coupled with a tighter activity test, will help to facilitate access to ECEC for children who
are likely to benefit most from attending. These funding reforms are outlined in chapter 15.
As such, the Commission recommends these guidelines be removed.

Should the Australian Government elect to maintain priority of access guidelines, there
needs to be an avenue for families to complain should they feel they have been unfairly
treated by a service’s application of the guidelines. There also needs to be recourse for
upheld complaints to be resolved. This could be under the same complaints mechanism
recommended by the Commission in recommendation 17.3.

RECOMMENDATION 10.1

The Australian Government should remove the ‘Priority of Access’ Guidelines once the
proposed means and activity test requirements have been introduced.
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10.3 Accessibility for different child age groups

While there is evidence of vacancies in ECEC services, the Commission was also advised
that accessibility is particularly problematic for some age groups.

ECEC is less accessible for children aged 0 to 2 years

The ABS Survey of Income and Housing highlights around 10 per cent of parents whose
youngest child is aged 4 or under are prevented from working due to unmet need for
childcare. A recurring theme in submissions and parent comments was the difficulty in
accessing suitable care for very young children, and babies in particular (box 10.3).

Box 10.3 What the Commission heard on accessing care
for 0 to 2 year olds

Comment no. 148, ECEC user said:

In order to access care, | had to have my unborn baby’s name on waiting lists and cross my fingers
and hope we were blessed with a spot. | wasn'’t offered a spot in childcare until our daughter was 15
months old, almost two years since | had listed our names.

Amanda Clarke, sub. 34, said:
My baby was born in June last year and | am still trying to get her into full time childcare. (p. 1)

Comment no. 341, ECEC user said:

Childcare services were almost impossible to access in the first year | returned to work despite my
baby’s details being on a multitude of wait lists for over a year and a half.

Penrith City Council, sub. 403, said:

In this area, there is a high demand for baby and toddler places in long day care (LDC) and an
undersupply. In the services managed by the PCCSC, in the last financial year, available places for 0-3
year olds were fully utilised with some families on the waitlist being unable to be accommodated. (p. 6)

Comment no. 244, ECEC user said:

It was hard to find childcare in my area, even though | put my name down at various centres while |
was pregnant, no vacancies were available a year after | put my name down.

These concerns have added weight given that — relative to older age groups — fewer
services offer places to younger children. In their submission, the Australian Childcare
Alliance (ACA) reported results of their 2014 member survey which indicated that
25 per cent of ACA members do not provide care for babies (0-2 year olds). These
members attribute this to the space/structural limitations in the current service
(65 per cent), the higher cost of providing care to babies (57 per cent) and the staffing costs
associated with educators-child ratios for the age group (sub. 310, p. 25). More broadly
however, the ACA suggested that an undersupply of places for 0-2 year olds was not
necessarily widespread, but depended on local factors (such as the demographic profile of
families in the area).
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Australian Children’s Education and Care Authority (ACECQA) administration data
confirms that a lower proportion of Long Day Care (LDC) centres offer places to children
aged between 0 and 24 months than to older children (figure 10.4). Furthermore, there are
localities where services offering care to 0 to 2 year olds are particularly uncommon — for
example, Randwick City Council (sub. 289) indicated only 16.5 per cent of LDC services
within its boundaries cater for children aged 0 to 2.

Figure 10.4 Proportion of services offering places by age
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Source: ACECQA administrative data (20 January 2014).

The Commission heard that access to ECEC was generally higher for children aged
between 3 and 5 years. There are two main reasons for this:

« services are often more willing to accept children of this age group because relative to
younger children, it is less costly to provide care (chapter 9)

o the National Partnership Agreement on Universal Access to Early Childhood Education
provides additional funding to states and territories to deliver preschool to children in
the year before formal schooling.

An examination of preschool in Australia — including options for increasing the
accessibility of preschool programs — has been undertaken in chapter 12.
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Many families do not have access to outside school hours care

For older children, the Commission heard about accessibility problems with OSHC that
were either related to no provision of OSHC at their school or in the local area, or
insufficient places given the number of children at the school needing care (box 10.4).

Box 10.4 What the Commission heard about accessing outside school
hours care

Comment number 197, ECEC user:

The lack of before and after school care puts strain on families, affects the way they can provide for
them and their contribution to the economy.

Comment number 1, ECEC user:

My children went to school and | was stunned and felt shunned. There was no before or after school
care available, public or private. The principal told me to get a nanny which we could not afford.

Comment number 2, ECEC user:

The lack of before and after school care is a serious problem when it comes to workforce participation
rates ...

James McFarlane (sub. 155) stated:

Lack of availability of before and after school care places in the Inner West area of Sydney is a
significant burden on families that intend to have both parents in full-time employment. (p. 1)

Bronwyn Batten (sub. 63) submitted:

| would prefer to work 2 days a week but cannot do that as | have not got a before/after care place.
Instead | am working three short days (within school hours). (p. 2)

Comments also extended to vacation care. For example, comment number 377 from an ECEC
user stated:

One difficulty | have is that | work for an organisation where the only time off | can have over the
Christmas/New Year period are the public holidays. | am sure there are other parents in the same
position. However, | cannot find Vacation care as all centres | have contacted (six in total) are all
closed for the period between Christmas and New Years.

The way school hours are structured (typically with six hour school days and at least 12
weeks of school holidays per year) does not facilitate parents participating in paid work.
For many parents with school aged children, access to an appropriate OSHC service
(including vacation care) is critical if they are to undertake employment. Standard school
hours are not conducive to full-time employment and may also be restrictive for parents
who undertake part-time or shift work. Likewise, 12 weeks of school holidays exceeds the
annual leave entitlements of most parents and therefore access to vacation care is also
important.

Evidence from the HILDA survey suggests that families whose youngest child is aged
between 5 and 12 years were more likely to report childcare availability as the main reason
why ECEC stops parents from working (or working more) than families who have younger
children (appendix D). The degree to which OSHC is available on school sites varies
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across jurisdictions. In the ACT, over 87 per cent of schools have an OSHC operating on
site, in contrast to around 8 per cent of schools in Western Australia (table 10.1).

Further, demand for OSHC and vacation is expected to grow by about 30 per cent in the
next 15 years (chapter 3). Unless this is matched by an increase in supply, it is likely that
an increasing number of families will experience difficulty accessing OSHC.

Table 10.1  OSHC services by jurisdiction

Number of Number of Total number of Number of Per cent of

services services offering OSHC primary schools with an

offering OSHC OSHC on a . a b OSHC service

Jurisdiction on a school site non-school site services schools ™ o perating onsite

New South 851 248 1099 2411 35

Wales

Victoria 499 57 1046 1785 naC

Queensland 585 307 934 1398 42

Western 67 265 332 888 8
Australia

South Australia 339 19 358 616 55

Tasmania 98 22 133 215 46

Northern 44 3 47 162 27
Territory

Australian 89 10 99 102 87

Capital Territory

a There were 490 services in Victoria, 42 services in Queensland and 13 services in Tasmania whose
location was not reported. As such, this column does not represent the sum of the previous two columns
for these jurisdictions. b ncludes primary/secondary combined schools. € Due to the large number of
services whose location is not known, the Commission has not calculated the per cent of schools with an
OSHC service in Victoria.

Source: Productivity Commission estimates using ACECQA administrative data (20 January 2014), ABS
(2014Kk).

What options are there to encourage more outside school hours care?

OSHC services, including vacation care services, are ideally integrated with schools.
Schools are generally well set up to accommodate OSHC — most schools have halls,
libraries, playgrounds and age-appropriate facilities which are safe and suitable
environments for children to undertake supervised play and recreation. Additionally,
OSHC located on school grounds results in the least disruption for children — they do not
need to be transported to a new location — and is typically in locations convenient for
parents. Given this, the Commission considers that school grounds represent the most
efficient location for OSHC services to be provided.

In most jurisdictions, opening of school facilities for alternative uses during non-school
hours is under the control of the school principal. Many providers already operate OSHC
in school premises, but the support provided by schools for these services appears to vary
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widely. Some schools are very supportive, promoting the availability of the service and
integrating it with other school activities, such as fund raising and school sports.

Other schools consider that school leaders should not be responsible for organising or
facilitating OSHC or vacation care. In consultations undertaken during the course of this
inquiry, the Commission heard that some school leaders have an aversion to allowing
OSHC to operate within schools. It is also an issue that has been presented in comments to
this inquiry:
The lack of out of school hours care is a seriously overlooked problem ... It would also make a
massive difference if NSW Public School principals were directed/encouraged to support
OOSH [outside school hours care] at their sites (using school halls and libraries etc.). There are
clear policies on this at Dept level but the individual principals have complete discretion and

often refuse OOSH because it is ‘too hard’ ‘inconvenient’ ‘not suitable’ etc. (comment no. 3,
ECEC user)

This was also raised by the Northern Sydney Council of P&C associations:

At present the use of school buildings for OOSH is at the discretion of the Principal. Some are
willing and interested in making school buildings available for OOSH and some are not.
(sub. 144, p. 3)

The Commission envisages a greater role for state and territory governments in
encouraging the provision of outside school hours care.

Several states and territories provide guidelines and procedures for schools to follow when
opening up school facilities for non-school use. These procedures — if sufficiently
enforced — provide a policy lever available to governments to encourage OSHC. At
present, the position of OSHC within these guidelines vary.

For example, the South Australian guidelines note that:

OSHC should be available to primary aged school children where it is established that a service
is viable, sustainable and can meet the requirements of the National Law. (Government of
South Australia 2013, p. 4)

Other jurisdictions seem to place less emphasis on OSHC. In New South Wales for
example, OSHC appears to sit low on the priority of use of school facilities (box 10.5).

Given the positive workforce participation implications of families having access to
OSHC, the Commission is in favour of OSHC having a high priority to access to school
facilities during non-school time, and believes that this should be reflected in state
guidelines for facility use.

Alternatively, states and territories could place the onus on organising OSHC on schools
by directing principals to take responsibility for ensuring an OSHC service is available if
demand is sufficiently large for the service to be viable. This does not necessarily mean a
school should run an OSHC service but rather arrange for an outside provider to make use
of school facilities in providing a service, or as a second-best option, facilitate the transport
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of children to another suitable facility for OSHC. Surveys of the school community —
which include accurate information about the likely cost and availability of OSHC —
could be used to gauge the expected demand for a service.

Box 10.5 Priority of school facilities for community use in New South
Wales

1. Board of Studies purposes
2. Parent body activities (such as Parents and Citizens Association meetings)

3. Departmental and associated groups (such as Adult Migrant Services Classes, recognised
Community Colleges, TAFE NSW and registered language schools)

4. Other not-for-profit educational and Children’s Services providers (which includes Parents
and Citizens Association OSHC services)

5. Other uses.

Source: New South Wales Government (2013).

Other options for encouraging OSHC provision centre on financial inducements. The
Commission does not favour this in most instances — OSHC is already supported through
child-based Commonwealth funding arrangements. Further, when a market for OSHC is
sufficiently large to be viable — and assuming a co-operative environment from school
leaders and no major regulatory impediments — it is reasonable to expect an OSHC
provider will move into that space. A case for special assistance could be made in instances
of highly variable demand in regional or rural areas. The Commission’s recommended
Viability Assistance Program (chapter 15) addresses this issue. State, territory or
Commonwealth government grants — for example, through sport, recreation and cultural
departments — may also assist OSHC providers by delivering funding for specific
activities for children attending OSHC (for example, sporting programs).

In some countries — particularly those in continental Europe — OSHC is co-ordinated and
integrated more formally with sporting and leisure clubs (Plantenga and Remery 2013).
This offers the advantage of allowing students to participate in organised recreational
activity without the need for parents to leave work and transport children to other
locations. Such models are adopted in many private schools in Australia but would be
worth exploring further for Australia’s public school system.
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RECOMMENDATION 10.2

State and territory governments should proactively encourage the provision of outside
school hours care on school sites. At a minimum, this should involve:

e ensuring outside school hours care services receive high priority on any guidelines
on access to school facilities in non-school time

« placing the onus on school principals to take responsibility for ensuring there is an
outside school hours care service for their students on and/or offsite if demand is
sufficiently large for a service to be viable.

10.4 Geographic characteristics of access issues

The distribution of approved services varies to some extent within regions. Long day care
accounted for around 40 per cent of services in major cities, inner regional areas and outer
regional areas, but for just over half of services in remote and very remote areas.

Family day care made up a larger share of the services in outer regional and remote and
very remote areas. In contrast, outside school hours care accounted for a larger share of the
services in major cities and inner regional areas (table 10.2).

Table 10.2 Share of approved ECEC services by service type and region
March Quarter 2013

Remote

Major cities Inner regional Outer regional  and very remote

% % % %

Long day care 40.3 39.3 44 52.1
Family day care 2.5 3.7 4.9 5.2
In-home care 0.3 0.8 0.7 1.8
Occasional care 0.6 1.4 15 0.0
Outside school hours care 56.3 54.8 48.9 40.9
Total 100.0 100.0 100.0 100.0

Source: Department of Education administrative data (2012-13).

The degree to which childcare can be accessed varies across Australia. Although
exceptions do exist, outer cities and urban fringes are generally relatively well serviced by
ECEC providers. In other areas, ECEC may be harder to access.
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How far do families travel for ECEC?

Parents’ preferred location of ECEC services varies. Many participants have indicated that
ideally they would like ECEC services either near home or work or in the transport
corridor in between. For parents who use LDC, proximity to home is the primary reason
for choice of a particular centre, followed by quality of care and education, and the
availability of places (figure 10.5).

Figure 10.5 Reasons for choosing the long day care centre?
Per cent of children
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a Children may attend the particular LDC centre for more than one reason.
Source: Productivity Commission calculations based on ABS (2009c).

An analysis of distances travelled to approved ECEC services indicates that families
generally do not travel far to use ECEC services — in 2011-12, two-thirds of Australian
children that used an approved ECEC service attended a service within five kilometres of
their home. This suggests that many services draw the majority of their clients from a small
geographic catchment (figure 10.6). With several exceptions, families generally travel less
for OSHC and further for occasional care and LDC. This is most likely related to the
number of hours at a time for which each type of care is used and/or the purpose of using
the care.
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Figure 10.6 Distance between home and ECEC service?
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(2011-12).

In 2011-12, 75 of the approximately 560 local government areas (LGAs) in Australia had
no approved long day care, before school care, after school care, vacation care, occasional
care or Budget Based Funded services operating within their boundaries. This does not
necessarily mean that these LGAs do not have an ECEC service located within them —
some will have FDC or IHC. Of the approximately 28 900 children aged under 13 years
who live in these LGAs, around 10 per cent (3000 children) travelled to ECEC services
outside of their LGA (table 10.3). The most striking differences between care use by
parents of these children and the rest of the population who use ECEC are the relatively
long distances between home and care, and the relatively few weeks of care used. There is

also a relatively high use of FDC and THC.
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Table 10.3 Use of approved care by children with limited services
in their own Local Government Areas?

2011-12
Children using Average number of Median distance between
service type weeks attended home and care
number number kilometres
Family day care 1235 24 na
Long day care 1196 23 40
In-home care 141 27 0
Vacation care 179 4 22
After school care 171 14 20
Before school care 53 11 25
Occasional care 22 12 64

2 Budget Based Funded services not included.

Source: Productivity Commission estimates based on administrative data.

It can be difficult to access ECEC in inner cities

Several participants commented that they have difficulty in accessing ECEC places in the
CBD and inner city areas of major cities. For example, a user of ECEC services
commented:

... I find myself and a lot of other local parents [find] it very difficult to get a place, or to get
enough days, or the days that they need to suit. There is a massive shortfall in inner-city
Melbourne for available places in childcare. (comment no. 117, ECEC user)

Clair Hill noted:

We live in an inner city suburb of Melbourne and notice a significant shortage of long day care
spaces in our area. Our children were on waiting lists for years (since birth) before being
allocated a spot in our current centre. (sub. 31, p. 2)

KU Children’s Services submitted:

Most capital cities are currently experiencing high levels of unmet childcare demand. This is
compounded by the fact that CBD areas is where most large employers are located, so parents
seeking childcare close to work add to the demands of local residents. (sub. 384, p. 7)

In their submission to this inquiry, the City of Sydney noted that demand for ECEC places
outstrips supply, with the quantum of excess demand expected to rise into the future:

... in the provision of childcare and early childhood education places, the City of Sydney has
identified a gap of 3104 places which are required to be created in order to meet the current
demand for childcare in the LGA [Local Government Area]. The City’s research forecasts that
this gap will rise to 5976 by 2031. (sub. 180, p. 1)
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Leichhardt Municipal Council — which neighbours the City of Sydney — also found a gap
of 284 ECEC places within its boundaries, with this gap expected to increase to 443 places
by 2021 (Leichhardt Municipal Council 2013). Media reports also suggest the presence of
shortages in Melbourne (for example, (Browne 2013; Cook 2013)).

Respondents to the Care for Kids survey from inner city areas took considerably longer to
find appropriate ECEC than families in country areas or suburbia. Over half of inner city
families took at least six months to find suitable ECEC, compared with 27 per cent for both
suburban and country families (figure 10.7).

The two biggest reasons why providers seem less willing to establish services in CBD and
inner city areas relate to real estate costs (chapter 9) and local government planning
regulations — particularly parking requirements (chapter 7).

Figure 10.7 Time taken to find suitable childcare, by location?
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Source: 2013 Care for Kids survey.

People who live in inner city areas may also have to consider considerable commute times
when making childcare decisions. A presenter at the Commission’s Melbourne hearings
stated:

... if you’ve got your children in childcare in Frankston, it’s a hour and a half’s commute each
way. It’s not worth it, so they drop out [of the workforce] completely (trans., p. 6, Melbourne,
19 August 2014)

Westpac also commented on some of their workers having to commute out of CBD areas
just to access ECEC:
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Inner city areas are quite difficult and some people were forced to accept a place further out.
This required them to travel away from the CBD to drop off their child at childcare and then
come back into the CBD for work. (sub. 327, p. 6)

As a consequence, some families may elect to use ECEC along a commute or travel
corridor. Box 10.6 examines the travel patterns of some ECEC users commuting from the
outer suburbs of Sydney.

Box 10.6 Travelling to and from ECEC services
— examples from Sydney

The two areas of Sydney examined have distinct characteristics that are likely to influence who
uses LDC care in each of these areas. The Sydney CBD represents an area of high
employment of mothers, while the Inner West Corridor serves families commuting from the
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Over 65 per cent of children in LDC in the Sydney CBD travel more than five kilometres to
access their service — which is double the national average. People who work in the CBD are
drawn from all parts of Sydney and beyond. Of the families who travel more than five
kilometres, over half live West of the city. A recent study has found that there is substantial
shortages of LDC places in the Sydney CBD (CRED 2013). If families are having difficulty
accessing ECEC close to home and close to work, it is likely to place additional pressure on
LDC services around key commuting corridors.

I .

(continued next page)
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Box 10.6 (continued)

Compared to the CBD, the Inner Western Corridor has relatively few children (around 7 per
cent) attending services who live more than 5km away. Predominantly, families who travel more
than 5km to access services in the Inner West Corridor travel from the West and North,
suggesting many are travelling towards the CBD.

Direction to home for families who travel more than five kilometres to an LDC
centre

Numbers represent the proportion of children who attend care in the area but live more than five
kilometres away

CBD Inner Western Corridor

Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

Access in rural and remote areas is variable

Issues in accessing ECEC also appear to extend into rural and remote areas. Some
submitters identified viability issues in these areas. For example, the Northern Territory
Government explained:

The very small population of children in the NT (total annual birth cohort is approximately
3,600, of whom 1,600 are Indigenous) means that economies of scale in service provision are
often difficult to achieve. Fixed infrastructure and staffing costs become increasingly
prohibitive where the market does not readily respond to demand and the number of service
sites grows to cater for small and dispersed populations.

Furthermore, the mobility of the remote and very remote population, including children aged
birth-12, impacts access to and continuity of services, and on the outcomes able to be achieved
by them. (sub. 461, p. 3)

Regional Development Australia Wheatbelt reported a number of factors that may affect
the viability of ECEC services in regional and rural areas.
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Providing education and care services for children in regional and rural areas such as the
Wheatbelt is particularly challenging. We have to contend with distance, smaller numbers of
children, isolation, limited resources and a lack of access to training opportunity. Furthermore,
in regional areas such as ours, there is a heavy reliance on volunteer committees to manage
services, and this really impacts on the long-term viability of the services. (trans., p. 19)

Three Springs Childcare described the operational difficulties for ECEC services in rural
areas, particularly in the face of low and fluctuating demand for ECEC.

I think small rural community centres are very different to larger run centre[s] in regional or
urban centres. Of our 35 children enrolled for 2014 only 4 children are attending for 3 or more
days (8-5 pm). The majority of our children only attend for 1 or 2 days and some of them only
attend on an irregular basis which makes programming, observations and reflections on child
progress difficult. (sub. 15, p. 1)

Viability issues in rural and remotes areas may impact on families through a lack of
accessibility and choice of ECEC services. For example, the Remote and Isolated
Children’s Exercise (RICE) reported that children in isolated areas are disadvantaged by a
lack of ECEC services.

There is no doubt that children living in the remote and isolated areas of South Australia are
disadvantaged because of their geographical location. There are no services other than the
services offered by RICE in these areas. (sub. 51, p. 3)

While the Isolated Children’s Parent’s Association of Australia said:

Like all Australians, our members desire equity of access as a basic requirement in the area of
child care and early learning services. By virtue of where they reside, many of our member
families are disadvantaged in terms of access to education. They are generally located beyond
the boundaries of a town and not able to utilise mainstream education or regular child care/early
learning services for their children. (sub. 120, p. 1)

It can be expected that ECEC is less common in rural and remote areas, and families when
choosing to live in these areas need to be conscious of this. A comparison of the number of
places in ECEC services with usage confirms substantial variations in accessibility across
different parts of Australia. When compared to the relevant population of children, not
surprisingly it is apparent that on a per child basis, fewer ECEC services are available in
remote and very remote locations than urban centres (figure 10.8).

Families who live in rural areas often demand different types of ECEC to families who live
in urban areas. For example, Farmsafe Australia Inc. identified IHC (where the carer stays
with the family) and mobile childcare services (available during peak times) as the
preferred form of care for farming families nationally (Farmsafe Australia Inc. 2005).
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Figure 10.8 ECEC places per 1000 children,
by Accessibility/Remoteness Index of Australia (ARIA)
Places by type of ECEC service per 1000 children living in ARIA category@:P
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@ The ratios are calculated using children aged 0-4 years for long day care (LDC) and for children aged 5
to 12 years for after school, before school and vacation care (ASC, BSC and VAC respectively).
b Occasional care has been excluded because due to the small number of providers, any attempt to
represent its prevalence would not be visible in the figure. In addition, the analysis does not include
information on Budget Based Funded services, which are predominantly located in remote and very
remote areas. Family day care has been estimated by dividing the number of FDCs by the number of
children in FDCs and then applying this occupancy rate on a national level.

Source: Productivity Commission calculations based on Department of Education administrative data; ABS
Census data (Tablebuilder).

The Community Support Programme and accessibility

Under current arrangements, the Community Support Programme (CSP) aims to provide
additional support in unviable markets, including in regional or remote communities:

... the Community Support Programme has been designed to strengthen a service provider’s
ability to set up and run a child care service in areas of the country where services might
otherwise be unviable. (Department of Education 2014h)

The CSP was originally developed to assist mainstream ECEC providers who served
regional, remote or disadvantaged communities in locations that were unlikely to be viable
without government support additional to mainstream Child Care Benefit (CCB) and Child
Care Rebate (CCR) arrangements. Despite the Programme’s stated objective, funding data
presented in chapter 4 reported that in 2012-13, close to 90 per cent of the money spent
under the CSP was directed at providers in major cities and inner regional areas. Further, in
2012-13, about 80 per cent of CSP funding was in the form of operational assistance to
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FDC. This suggests that the CSP has become an alternative way of supporting FDC
services (overwhelmingly in major cities and inner regional areas) which was not its
original intent and suggests that the CSP is not meeting one of its objectives of improving
access to ECEC in rural and remote areas.

A review of the Programme by the Australian National Audit Office (ANAO) also found
that it was not clear that the CSP was meeting its policy goals (box 10.7). The findings of
the ANAO have been echoed in submissions to this inquiry. For example, the Queensland
Department of Education, Training and Employment noted:

This program has resulted in significant growth in the number of FDC services, but it is unclear
whether this process has resulted in a commensurate increase of children receiving education
and care. Rather, evidence suggests that existing FDC educators created their own FDC service
with existing children. While this result is not necessarily a poor outcome, the investment
arguably did not meet its policy objective, and has had the flow on effect of substantially
increasing regulatory costs for the state-based Regulatory Authorities. (sub. 405, p. 12)

Box 10.7 ANAO review of the Community Support Programme

The CSP was reviewed by the Australian National Audit Office in 2012. The purpose of the
audit was to ‘assess the effectiveness of DEEWR’s [the Department of Education, Employment
and Workplace Relations] administration of the Community Support Program funding’ by
looking at its planning, management and performance reporting. It found that the delivery
arrangements of the CSP were ‘generally sound’ but questioned whether the policy settings of
the program were realising desired outcomes. Key findings included:

o the Department has not evaluated the effectiveness of the CSP in improving access to
childcare (p. 15)

o the majority (71 per cent) of CSP expenditure in 2011-12 was allocated to support FDC
(which has about 10 per cent of children in formal care). Only 21 per cent of CSP funding
was allocated to LDC and OSHC, despite these care types accounting for approximately
90 per cent of children in care (p. 16)

o the Department had not analysed the market to identify the areas where the market would
not meet ECEC needs without CSP funding (p. 16).

The ANAO recommended that the Department:

e analyse the childcare market, including the areas where the market would fail to meet child
care needs without CSP funding; and

o review the appropriateness of the current eligibility criteria and payment rates in light of this
analysis.

Source: ANAO (2012).

In response to the review, the Department of Education has tightened the requirements for
FDC to be eligible for CSP funding to be more in line with other care types. For
operational support, this includes a requirement that the service is the only FDC provider
within a specified geographic locality and is able to demonstrate to the Department that
there is unmet ECEC demand in the area where the service operates. Additionally, a cap
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has been introduced that limits operational support payments to $250 000 per annum for a
FDC service (appendix B).

While these arrangements could potentially encourage CSP funding to be distributed more
in alignment with policy goals, the Commission remains concerned that CSP funding will
continue to support services that are never likely to be viable.

RECOMMENDATION 10.3

The Australian Government should abolish the Community Support Programme.

However, the Commission is cognisant that for some providers, fluctuating demand may
make them unviable in the short term, even if over the longer term, they will attract a
sufficient number of clients to operate without additional government support.

The Commission therefore is recommending a new funding stream — the Viability
Assistance Program — to assist ECEC services that may be subject to fluctuations in
demand that make it hard to remain viable every year. This program would not assist
unviable services but rather require services to be viable most years. The Viability
Assistance Program is discussed in detail in chapter 15. There are some communities
where the market for ECEC services is sufficiently thin that centre-based services may
never be viable. In such circumstances, the community might explore more sustainable
care options such as home-based care or mobile care. The Commission’s recommendations
for removing restrictions on operating hours may also enable some services not currently
viable when open for 5 days per week to operate fewer days per week and be viable.

10.5 How flexible are current arrangements?

A concern raised by many parents is that ECEC services are not sufficiently flexible to
meet the needs of families. Common themes presented to this inquiry include:

o operating hours that are not sufficiently broad to allow parents to meet work
commitments

— 1in particular, ECEC services are not available for those who regularly work outside
the traditional 9-5 work day

« there is little or no flexibility to vary the days that can be used (parents must pay for the
same days each week, even if work commitments vary).

This section explores the flexibility of ECEC services to meet the needs of families. A
wider definition of flexibility also encompasses the extent that employers can
accommodate flexible work patterns of parents so that they can provide care for their
children. Flexible work arrangements are discussed in chapter 6.
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How flexible are operating hours?

The proportion of approved services operating over the course of a weekday, by care type,
is outlined in figure 10.9. Apart from a small number of services which operate 24 hours
per day!, the majority of centre-based services (excluding OSHC) are available from
6-7am in the morning through to 6-7pm in the evening.

The number of hours a service is open each day varies considerably by care type, which is
understandable given that different types of care serve different functions. Commission
analysis of ACECQA administration data shows almost all places for before school hours
care operate for less than three hours per day, while almost all after school care places
operate for no more than four hours. As these services operate in conjunction with schools,
they can enable between 8 and 13 consecutive hours of non-parental care time.
Approximately 70 per cent of LDC places operate for at least 11 hours per day.
Information for FDC is not available, but it is typically espoused as being a more flexible
form of childcare than other care types in terms of operating hours, and a small number of
FDC services operate for 24 hours a day.

Figure 10.9 Operating hours of centre-based care services
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Source: Productivity Commission calculations from ACECQA administrative data (20 January 2014).

1 ACECQA administration data made available to the Commission indicates that there are about 130

services that operate for 24 hours per day. Most are family day care services.

ACCESSIBILITY AND FLEXIBILITY 427



On the operating hours of LDC services, Early Childhood Australia’s (ECA’s) Long Day
Care Survey Report for 2014 found that:

e 25 percent of LDC services opened at 6.30am, and 68 per cent opened between
6.30-7.30am

o 72 per cent of services closed between 6.00-6.30pm

« around 9 per cent of LDC services were open on weekends, although the survey found
that occupancy rates were low.

For the majority of families whose employment is focused around a standard ‘nine to five’
working day or those regularly working longer hours on weekdays, current opening hours
are likely to be sufficient to meet their childcare needs. It is those parents working
non-standard hours — such as shift workers, night workers or on-call workers, those
working weekends and those with long work commutes — who are most likely to
experience difficulty accessing childcare at times when they need to work. This too was
evident from ECA’s survey, which shows that parents with changing work hours and shift
workers as having the highest take up rates of flexible ECEC arrangements. Parents
working long hours also featured highly.

One problem raised by many inquiry participants is that LDC, in particular, tends to offer
care in full day sessions only — that is, parents who do not need a 10-12 hour day
nevertheless have to pay for that. ABS data report median hours per child in childcare per
week as 16 for LDC whereas the Department of Education administration data reports an
median of 24 hours per week per child. While this is a part of the business model for many
LDC providers, there would potentially be considerable support from parents were other
business models to emerge that offered part day centre-based care options which could be
booked on a regular basis (essentially a more permanent and reliable version of occasional
care).

Under Family Assistance Law, providers must meet certain criteria around operating hours
in order to be eligible for Australian Government subsidies. A subset of this criteria is
outlined in box 10.8.

These requirements were introduced to support workforce participation by ensuring the
availability of ECEC. They also effectively preclude parents who use preschool services
that are not operating out of an LDC from getting Australian Government assistance
through Child Care Benefit (CCB) and Child Care Rebate (CCR) — instead, preschools
are funded through the states and territories, usually through a mix of National Partnership
Funding and their own expenditures (chapter 12).

428 CHILDCARE AND EARLY CHILDHOOD LEARNING



Box 10.8 Selected operational criteria for Child Care Benefit approved
services
Long day care, family day care and in-home care
e The service operates on all normal working days in at least 48 weeks of the year.
e The service is available to provide care for any particular child for at least 8 continuous
hours on each normal working day on which it operates.
Occasional childcare

e The service operates up to a maximum of 9 hours per day.

Outside school hours care

e The service will operate on each school day up to a maximum of 12 hours (including on pupil
free days).

Vacation care

e The service is available to provide care for any particular child for at least 8 continuous
hours on each normal working day in at least 7 weeks of school holidays in the year.

Source: Department of Education (2014e).

However, these requirements also limit services’ flexibility, especially in rural and remote
areas where demand may not be sufficient to sustain a service for five days a week (as
noted by the Minister’s Education and Care Advisory Council, sub. 290) or for 48 weeks a
year (for example, in locations with seasonal employment such as tourism or agriculture).
In fact, it is possible that these criteria have, in some instances, resulted in outcomes
contrary to their objectives by reducing the availability of ECEC — either through
increased fees (to cover costs for days or times with low demand where the service would
otherwise not operate) or even by potentially preventing services from opening where it
would otherwise have been viable to do so (for instance, for three days a week instead of
five).

Although services can apply for an exemption from these criteria under exceptional
circumstances, such exemptions are currently only granted to 30 services across Australia
(Department of Education, pers. comm., 2014).

Over 18 per cent of respondents to the ECA’s survey indicated that Child Care Benefit
issues (including Family Assistance Law and regulations) were a barrier for LDC services
to implement more flexible ECEC arrangements. While workforce issues (including access
to staff, wage costs and industrial relations barriers) ranked higher, this is still a substantial
proportion of respondents.

The Commission considers that these criteria constrain the ability of services to offer more
flexible operating hours to their clients. In the draft report, the Commission recommended
that these operational requirements be removed, thereby allowing services which were not
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able to viably meet these requirements to be eligible for Australian Government childcare
assistance.

The Commission maintains that requirements around minimum and maximum daily
operating hours represent an unnecessary regulatory burden on providers and should be
removed. Likewise requirements on OSHC services to operate on every school day also
restricts the ability of providers to offer a service if demand is not sufficient for OSHC to
be run five days a week, as might be the case in regional or remote schools.

However, the Commission is cognisant that removing requirements on the number of
weeks a service must operate in order to be approved for subsidies is more complicated.
This is because removing these requirements would effectively remove the mechanism
through which a very large range of child-based services (including non-LDC preschools)
are excluded from Commonwealth Government funding arrangements. This creates a
cost-shifting issue — a number of services that are currently adequately funded either by
families or by other government programs would become eligible for ECEC assistance. As
most of these services (particularly the non-LDC preschools) operate in conjunction with
school terms (meaning they operate for around 40 weeks per year), cost shifting is largely
avoided if requirements to operate for a minimum number of weeks per year remain. If
these requirements could be removed, the accessibility of ECEC would no doubt be
improved, however, the Commission accepts that this is unlikely to happen while this
cost-shifting issue persists. As such, the Commission recommends that restrictions on
operating weeks remain.

For school-aged care (that is, before school care, after school care and vacation care),
requirements around operational weeks should remain to ensure a degree of care continuity
and because it would be administratively very costly for Government to enable the
establishment of providers who only offer very short term (a few weeks per year) of care.

Implications for occasional childcare

Occasional care is currently capped by the Australian Government. This means that a new
occasional care service is unable to operate without the Australian Government allocating
them places. When a service ceases to operate, the number of places it was granted are
retained by the Government, and reallocated to different services at a future date.

The current cap on occasional care places greatly restricts the accessibility of occasional
care for families. In their submission to this inquiry, Occasional Child Care Australia
noted:

Whilst there has been a recent allocation of occasional care places, there has been a decrease in
occasional care services throughout the nation. This is due to the cap placed on occasional care
places and limited allocation of places. It is very important that the occasional care service type
is not lost to the community but rather supported and places increased. (sub. 200, p. 2)
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There is evidence that occasional care is becoming less common. Between 2004 and 2012,
the number of children accessing approved occasional care fell from 11 000 to 7000, or by
about 40 per cent (DEEWR 2013Db).

For many families, short-term or irregular ECEC represents the care type most suited to
their needs. As examples, Occasional Child Care Australia listed families where parents
are shift workers, employed on a casual or contractual basis or studying as families who
use occasional care. Occasional care also serves an important function in meeting the needs
of families with an emergency need for care. Occasional care is also useful for rural
families with seasonal work patterns — for instance, at harvest time for farming families
(Natalie Akers, sub. 460).

The Commission notes that the prevalence of occasional care will likely increase in the
future as a result of a recent allocation of occasional care places by the Department of
Education and by proposed funding under the National Partnership on the National
Occasional Care Programme announced in the 2014-15 Australian Government Budget.
However, there is also evidence of substantial unmet demand for occasional care places —
in the last allocation round, 1672 places were applied for against an allocation of 539
places.

The removal of requirements for services to operate for minimum or maximum hours in
order to be eligible for child-based subsidies would effectively remove the distinction
between occasional care and other centre-based care types. In practice, the Commission
understands that this will mean that the current caps that limit the number of occasional
care places could no longer apply, since it will not be possible to distinguish occasional
care from long day care. However, should the Australian Government elect not to proceed
with the removal of operational hours requirements as outlined in recommendation 10.3,
the current caps on the number of occasional care places should be abolished.

RECOMMENDATION 10.4

The Australian Government should remove caps on the number of occasional
childcare places and abolish operational requirements that specify minimum or
maximum operating hours for all services approved to receive child-based subsidies.

ECEC services to children under school age should be operational for at least 48
weeks per year in order to be approved to receive child-based subsidies.

ECEC services for school age children should be operational for at least 7 weeks per
year in order to be approved to receive child-based subsidies. The requirements for
before and after school care services to operate on every school day should be
abolished.
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Scope to vary days of ECEC used

At present, there is limited scope for parents to vary the days they use some types of care.
Many participants, and especially shift workers, commented that this lack of flexibility
meant that the system was not meeting their needs:

My other issue is inflexibility with days as I work five days a fortnight but childcare centres
have stated I need to book for four or six days a fortnight. I am therefore relying on friends and
family in order to work the fifth day. (comment no. 85, ECEC user)

There is no flexibility for shift workers who don’t always work the same set days. (comment
no. 102, ECEC user)

It would be wonderful if childcare could be more flexible. We work on a 4 week roster and
different days are needed on different weeks due to shift work. There is no flexibility for
alternating days over a two or four week cycle. (comment no. 209, ECEC user)

The degree to which parents have scope to vary their use depends on care type. LDC and
OSHC, which are typified by recurring attendance on set days of the week, are generally
the least flexible, although the capacity of services to accommodate changes in hours or
days of care varies. In their LDC survey, Early Childhood Australia found that:

o 25 per cent of services allowed families to change their hours at short notice
e 29 per cent of services allowed families to cancel at short notice
o 46 per cent of services allowed respondents to change days at short notice, and

« the ability of services to accommodate flexibility in relation to enrolment seemed to be
highly dependent on the occupancy of the service — in other words, services with more
vacancies generally have a greater ability to accommodate changes. (ECA 2014)

FDC may be more flexible depending on the capacity of the provider to meet the irregular
working patterns of parents. However, occasional care can be entirely variable, but often
cannot be booked by parents more than a week or two before it is required. Occasional care
is therefore not currently a reliable source of care for use by working parents.

An opportunity to promote a more flexible ECEC system is through the manner in which
providers respond to periods of extended absences by children in their care. Under current
regulations, families receive 42 days of allowable absences per annum, in which they
remain eligible for CCB and CCR even if their child does not attend the service, and
without a need to identify the reason for this absence. Additional absence days may be
claimed beyond these 42 days in some circumstances such as proven illness, periods of
local emergency or for attendance at a preschool.

One way families use these allowable absences is to take extended leave from child care,
for example, for holidays, or when a parent has short-term work in a different city. In such
instances, the Department recommends terminating the enrolment of the child and
re-enrolling them on their return.

When a child is absent from care for an extended period of time (i.e. more than six weeks), it is
a business decision for each CCB approved child care service on how this is reported (if at all).
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However services are advised that they should not use CCB and CCR payments as a way to
subsidise holding fees, exit penalties, other administrative charges or unpaid accounts.

In instances where a family asks a service to hold a place while they are on an extended holiday
or have a work placement in another city, services should end the child’s enrolment and create
a new enrolment when the child returns to care. How a family is charged for the interim period
is each service’s business decision. (Department of Education 2014e, p. 66)

In practice, the Commission understands that many services do not take this approach —
rather, services retain the enrolment of the child for the time they are absent, and charge
fees (and receive government subsidies) as if the child was attending the service (although
some services offer discounts). Similarly, families may elect to ‘hold” a place — that is,
pay for ECEC that they do not really need — in order to make sure they do not lose a place
in a service they are already using. Often, this occurs because the mother is on maternity
leave, and therefore is able to care for their child at the home, or because a parent, while
not currently working, expects to return to work soon, and does not want to lose the care
that has been secured.

The Commission considers that there would be benefits — in terms of flexibility and
accessibility — if providers were to offer the places of a child on an extended absence to
other children for the duration of the absence. The families of children who are taking an
extended absence would not be required to pay regular fees for the duration of their
absence (although the service could elect to charge a reasonable administration fee) as their
place would be filled by another child. During this time, assistance from the government
would be claimed only for children actually using places.

Services could also consider charging a higher rate for children using care in short term
places. Some OSHC services already do this for casual bookings (although the current
practice of receiving subsidies for both the absent child and the casual child should be
addressed).

For the families of the children who fill the temporary vacancy, the advantage is that it
allows them short term access to ECEC (or more ECEC if they already attend the service)
during which assistance from the government could be claimed. Their place is relinquished
once the child on extended absence returns to the ECEC service.

The Commission understands that there are no regulatory barriers that currently prevents
this practice from occurring and there has been at least one attempt to develop a process by
which temporary vacancies can be filled using a mobile application (Bryant 2014). The
biggest obstacle seems to be the decision on behalf of providers to charge families on the
basis of hours of care booked rather than hours used, and the government’s willingness to
subsidise on this basis.
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The removal of caps on occasional care, and the removal of requirements around the hours
of operation that differentiate occasional care from other care — as recommended by the
Commission — will make it harder for providers to sustain charging models based on
hours booked. As such, the Commission expects that short-term enrolment where parents
are charged on the actual hours their children are in care will become increasingly
common.

10.6 Use of home-based care options for greater
flexibility

Nannies

Nannies are the preferred form of childcare for many families. The main benefits of
nannies compared with centre-based care or family day care, as cited in submissions and
comments, are:

o the greater flexibility they offer — hours of care and activities undertaken can be
tailored to the individual child and family needs

o children are cared for in their home environment and are less exposed to infectious
illnesses

« multiple children from the same family can be cared for together and nannies may be
the most cost effective form of care for larger families

« the typical number of children cared for by nannies is much lower (often one-on-one)
than average child-to-staff ratios in other forms of care, LDC in particular

« they are often available at short notice, including when places are unavailable in LDC,
FDC or OCC.

A subset of parents’ views about the benefits of nannies is contained in box 10.9.

While nannies tend to be a more costly form of childcare, particularly when employed
through an agency, and are therefore used more by higher income households than those
on lower incomes, they are not used exclusively by the ‘rich’:

We have clients from all over Australia who wouldn’t be classified as ‘rich’. ... Our clients

range from professionals to blue collar factory workers. (Dial-an-Angel sub. 135, p. 5)

That said, if nanny services were more affordable, for example if government support
reduced out-of-pocket expenses, it is likely that more families would consider using them.
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Box 10.9 Parent views on nannies

One parent commented:

| have a 6 month old daughter and am facing return to work in the next 6 weeks. As a permanent
firefighter | am a shift worker. My roster is an 8 day rolling roster so though | can tell which days and
nights | am working for the next 10 years they are different days and nights every week. Therefore,
regular childcare where | have to nominate a day each week is not an option. After months of research
into what sort of care is available for our family | have decided a nanny is the only way to go forward.
(comment no. 23, person not involved in ECEC)

Another parent said:

| use a nanny to look after my children at home because | work irregular hours and because | prefer for
my children to be looked after in a home environment by someone | know and trust, and for whom | set
the ground rules ... | could not go back to work without the peace of mind and flexibility afforded to me
by nannies. (comment no. 346, ECEC user)

Olivia del Piano stated:

Employing a private nanny is the only practical option for our family. It is a very expensive option and
one not taken lightly given the significant financial outlay as a proportion of my salary. However, in our
situation where we both work long and unpredictable hours without family childcare support ... we
strongly feel it is in the best interests of our family for many reasons including consistency and quality
of care, length of time of care and the lack of flexibility afforded by childcare centres. (sub. 35, p. 1)

Melissa Jones noted:

Even if we had been offered a position in long day care in our area, it would have been difficult for us
to manage this arrangement given the lack of flexibility (especially given the long commute between
our home and the city). A nanny is actually a sensible option for us and so far we are pleased with this
arrangement. (sub. 335, p. 1)

Extending government assistance for families using nannies

Most families using the services of nannies are not eligible to claim any government
assistance to offset the cost. Some nanny services qualify, as registered care, for the
Registered Care Child Care Benefit (which is paid at a much lower rate than CCB for
approved services). A limited number of nannies are also working within the existing
government subsidised IHC and Special Child Care Benefit schemes (Australian Nanny
Association, sub. 254) (chapter 4).

There is support for extending government assistance, currently available for other
childcare services, to nannies (box 10.10). More than 62 per cent of the nearly 1700
respondents to a CareforKids survey considered that ‘families who use nannies should be
able to claim the CCB and CCR’ (CareforKids.com.au 2014 Child Care & Workforce
Participation Survey, unpublished).

Submissions also pointed to some potential benefits — beyond the obvious improvement
in affordability this would generate for families — of making nannies eligible for support:
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By professionalising the industry and opening the rebate to nannies, this would provide some
protection for the families and the nanny who is employed by them. (Dial-an-Angel sub. 135,

p- 6)

Box 10.10  Extending government assistance to nannies

A number of submissions, for example, Peter Apps (sub. 414) and the Australian Nanny
Association (sub. 254), as well as a number of website comments, supported government
assistance being extended to cover nannies:
Extending the child care rebate to in home nanny care would allow for families like my own to source
affordable and quality in home care for our children, enabling us to pursue a career. (comment no. 170,
ECEC user)
A nanny would be more appropriate, however then | have to pay upfront. Therefore, | am getting help
from grandparents in looking after my daughter. | simply can't afford a nanny at $25 an hour without
any rebate or assistance from government. (comment no. 140, ECEC user)
Rebates and deductions (perhaps capped) should apply to qualified nannies. Why can't | choose my
own form of Childcare that best suits our family’s needs? (comment no. 193, ECEC user)

Some suggested that the assistance provided could be subject to specific limits to contain
the budgetary cost. Peter Apps, for example, suggested:

The cost could be contained by limiting claims to those for one child aged five or under where
both parents (or the sole parent) work full-time as an initial step. (sub. 414, p. 17)

Other participants are opposed to the extension of government assistance to nannies for
various reasons. They include doubts about the ability of nannies without a qualification to
deliver educational and development gains for children (Lady Gowrie, sub. 355) and that
many families using nannies have high incomes and do not need the assistance — indeed
in some cases the provision of assistance makes no difference to the parents’ decisions
about participation in the workforce or use of ECEC services. Some ECEC services
believed that extending government assistance to nannies would make it difficult for them
to retain staff (Only About Children, trans., Sydney, 14 August 2014, pp. 54-55; Creche
and Kindergarten Association, sub. DR757). Some participants suggested that extending
government assistance to nannies would result in housework and other household tasks
being subsidised rather than ECEC (Child First Learning Centres, sub. 104; Karthika
Viknarasah, sub. DR578; UTS Child Care, sub. DR593; Guardian Early Learning Group,
sub. DR837).

In the Commission’s view, extending assistance to those families using nannies that meet
the equivalent standards and regulations of existing approved care services receiving
government assistance would make the current assistance arrangements more equitable and
improve the accessibility, flexibility and affordability of childcare for many families.
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How should nannies be regulated?

The Commission considers that nannies should be able to continue to provide childcare
services without meeting minimum regulatory standards and parents should have the
choice to employ such nannies. However, where Government is subsidising the cost of
nanny services, the community should rightly expect that those nannies will meet certain
quality standards.

Generally, participants recognised that such an extension of subsidies should be
conditional on nannies being subject to certain regulatory requirements in order to ensure
standards of care are reasonable and that it is care of children and not housework and other
home duties that taxpayers are subsidising. For example:

ANA recommends that any government assistance provided to a family for the use of a nanny
should be conditional upon the nanny being appropriately licensed. (Australian Nanny
Association, sub. 254, p. 4)

There would need to be some regulatory oversight, including some form of registration system
and compliance monitoring to ensure the parents as employers are tax and legally compliant.
(ACCI, sub. 324, p. 11)

The Commission considers that nanny services eligible for Australian Government
subsidies as approved care should be brought within the National Quality Framework
(NQF), but subject to standards that are appropriate for the type of care provided and the
needs and expectations of parents. Dial-an-Angel, for example, suggested that nannies
could be included under the NQF ‘with similar exemptions and requirements to those of
Family Day Care’ (sub. 135, p. 5). Staff ratios should be equivalent to those applying to
FDC which would enable parents to ‘share’ a nanny.

ACECQA (sub. DR641) proposed that if nanny services were eligible for Australian
Government subsidies as approved care, the regulatory approach could involve nannies
being registered with and supported by a central coordination unit. The coordination unit
would support the quality elements across the service and regulatory compliance by the
service and individual nannies. ACECQA (sub. DR641) further noted that the regulation of
nannies would need to carefully consider the unique attributes of service delivery within a
parent or carer’s home.

Further consideration is required, but key elements of any regulatory arrangements for
nannies should include a minimum qualification requirement of a certificate III in Early
Childhood Education and Care (or equivalent), with appropriate recognition of prior
practical experience, as well as enforcement of existing mandatory working with children
checks. The Australian Nanny Association agreed that where nannies received Australian
Government assistance as approved care, a certificate III in Early Childhood Care was
appropriate as a minimum qualification, provided that there was a diploma qualified
coordinator based within an agency similar to the arrangements applying to family day
care (sub. DR741). Dial-an-Angel (sub. DR640) supported nannies receiving government
subsidies having to meet the NQF and being regulated similarly to family day care services
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and that nanny agencies be encouraged to become approved providers. Others such as
United Voice (sub. DR824) and Wendy Boyd (sub. DR845) concurred that nannies should
be regulated in a way similar to family day care.

Other participants were opposed to nannies being eligible for Australian Government
subsidies, as compliance with the NQF would be difficult to enforce and would be a
retrograde step in respect of quality of care (CareWest sub. DR814; UTS Childcare
sub. DR593). Similarly, Catholic Education in Western Australia (CEWA) (sub. DR820)
did not support extending Australian Government subsidies to nannies due to the
difficulties in applying the necessary checks and balances. It also commented that care by
nannies should be limited to the children living in the home where the care is provided, as
having a nanny provide care to children from multiple families in the one location would
be equivalent to family day care and should meet all the requirements of family day care
(sub. DR820).

A compliance and inspection regime tailored for nannies, based on the adoption of a risk
management approach, would need to be put in place to ensure minimum standards of care
are being met. This would need to be designed so as to ensure efficiency, recognising the
practical difficulties and cost likely to be associated with in-home inspections. Costs of
regulation would also be substantially reduced if, as expected, a large proportion of
nannies were engaged through agencies and authorities are able to rely to some extent on
the quality control and monitoring processes employed by those agencies. PORSE
Education and Training, a large provider of home-based early childhood education in New
Zealand, noted that quality of care and health and safety issues arising from nannies
operating in the family home in New Zealand had been addressed by PORSE through the
development of a model that supported both nannies and families with all elements of
program delivery including initial and regular hazard and mitigation strategies in the home
and this model could be adopted to meet the NQF (sub. DR747).

As is currently the case for approved services, a further condition of eligibility for
assistance would be that nannies provide a tax file number or Australian Business Number.
This would assist authorities with data matching and the identification of tax avoidance or
welfare fraud. With the same objectives in mind, consideration could also be given to
imposing a requirement on parents that engage nannies directly to report payments made to
the Australian Taxation Office.

While it should not be compulsory for nannies to be employed through an agency or
existing childcare centre in order to be eligible for assistance, requiring nannies at a
minimum to be registered with a coordination unit with at least a diploma qualified
coordinator (similar to family day care) would likely provide administrative efficiencies
for the government, some savings in compliance costs for parents and nannies, including
potentially simplifying and/or improving the efficiency of:

o the administration of any childcare subsidy payments
« monitoring of compliance

« providing professional development
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e ensuring superannuation and tax obligations are met and that appropriate workers
compensation insurance cover is in place.

RECOMMENDATION 10.5

Government should allow approved nannies to become an eligible service for which
families can receive ECEC assistance. Assistance would not be available for use of
nannies who do not meet the National Quality Standard.

National Quality Framework requirements for nannies should be determined by
ACECQA and should include a minimum qualification requirement of a relevant
(ECEC related) certificate lll, or equivalent, the same staff ratios as are currently
present for family day care services, and be linked to an approved coordinator, as
occurs in family day care.

Assessments of regulatory compliance should be based on both random and targeted
inspections by regulatory authorities.

There is also scope for existing centres or family day care services to include more
home-based care, such as nannies, in their service mix.

The Commission is envisaging home-based care — including care provided by family day
care, nannies and other certificate III workers who satisfy the NQF — will represent an
important part of Australia’s ECEC sector in the future. It will also allow more families to
receive subsidised ECEC in their home environment.

In-Home Care

Under current arrangements, subsidised care in a child’s own home only occurs under the
In-Home Care Program. The In-Home Care Program is a very small component of
Australia’s ECEC system — just 8450 children received IHC in 2011-12, or about
0.7 per cent of children in care. Like occasional care, IHC is capped, and allocation rounds
for places have been greatly oversubscribed.

Families receiving IHC must meet a tight eligibility test (box 10.11).
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Box 10.11 Current In-Home Care eligibility

In-home care is only available to a child for whom:
e only an in-home care service can provide suitable care; and
e one or more of the following characteristics applies:
— the child has, or lives with another child who has, an illness or disability

— the child’s guardian (or guardian’s partner) has an illness or disability that affects their
ability to care for the child

— the child lives in a rural or remote area

— the work hours of the child’s guardian (or guardian’s partner) are hours when no other
Child Care Benefit (CCB) approved child care service is available or

— the child’s guardian (or guardian’s partner) is caring for three or more children who have
not yet started school.

Source: Department of Education (2014e, pp. 28-29).

Moving nannies into the formal care system will markedly increase the prevalence of
families having children cared for in their own home because families will not need to
meet these current criteria in order to receive subsidised home-based care (although they
will need to meet the eligibility test outlined in chapter 15).

In the draft report, the Commission noted that once nannies and other certificate III
workers who satisfy the NQF have been moved into approved care, the case for
maintaining a separate category for IHC is diminished, and should be removed. Some
submitters questioned the impact of this reform on rural and remote families currently
receiving IHC (for example, the Isolated Children’s Parents’ Association QLD Inc.,
sub. DR549) or that the In-Home Care Program should be expanded in lieu of subsidising
nannies (for example, WACOSS, sub. DR835). Other submissions, for example, the
National In-Home Childcare Association (sub. DR600) were supportive of existing IHC
educators and nannies working under the same care system.

The Commission maintains that once nannies are brought into the approved care system,
maintaining a separate approved care category for IHC is not required. Families who
receive subsidisation under IHC would still be eligible for subsidised care provided their
carer satisfies the NQF.

RECOMMENDATION 10.6

The Australian Government should remove the In-Home Care category of approved
care once nannies have been brought into the approved care system.
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Au pairs

Au pairs offer families some of the benefits associated with nannies (for example, flexible
hours, including overnight care, and closer relationships with children) and typically at a
substantially lower cost. They usually provide care for the children in the family in
exchange for board and some payment. Families also often cite language and cultural
exchange benefits as a factor in their decision to engage an au pair.

Au pairs are able to work in Australia under the Working Holiday Maker Program, which
makes visas available to passport holders from those countries participating in the program
(box 10.12). Arrangements are being negotiated with additional countries. The program
promotes cultural exchange by allowing visa holders to have an extended holiday and
combine work with travel. The vast majority of au pairs are young females, but
increasingly males are applying for positions. There are estimated to be around 10 000
au pairs currently working in Australian homes (AuPairWorld, sub. 446).

There is also an emerging trend to more mature au pairs, sometimes referred to as ‘Granny
au pairs’ (AuPair-Assist, sub. 153). AuPair-Assist (sub. DR670) suggested that those
families that did not have grandparents available for informal care could invite Granny au
pairs into their family home.

In response to the draft report, AuPair-Assist said:

It is simply not necessary for the Granny au pairs to have an Australian work visa. As stated on
page 4 of my submission, the provision for work without remuneration (board and lodging
acceptable) has already a place in the visa conditions for visitors. Although this exception
seems to be applicable solely if the work undertaken is for a registered charity, the question
here is very simple: What is the cost to Australia if visitors were allowed to help out families
with their childcare needs in return for board and lodging? (sub. DR670, p. 2)

The current tourist visas, in general, do not allow the visa holder to work in Australia.
Visitors may be able to work as a volunteer if:

e your main purpose in visiting Australia is tourism and the voluntary work is incidental
to tourism

o the work is genuinely voluntary and you are not paid for it, other than for meals,
accommodation or out-of-pocket living expenses

o the work would not otherwise be done in return for wages by an Australian resident
(http://www.immi.gov.au/Visas/Pages/651.aspx).

Given these requirements, it is not clear whether or not the current arrangements would
facilitate the uptake by families to employ Granny au pairs staying in Australia on three
month tourist visas. A further issue is whether or not more mature aged tourists,
particularly from those countries with living standards comparable to Australia, would be
willing to undertake such voluntary work.
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Box 10.12  Working Holiday Maker Program — key requirements
e For young people aged between 18 and not yet 31 years of age.

o With a passport from an eligible country.

o Two sub classes, depending on country of residence:

— Working Holiday Visa sub class 417 (for example, United Kingdom, Canada, France,
Italy, Germany, Japan, Republic of Korea).

— Work and Holiday Visa sub class 462 (for example, Argentina, Bangladesh, Indonesia,
Malaysia, Thailand, Turkey and USA).

« Need to meet certain health, character, and financial requirements.
e Stay in Australia for up to 12 months and work in all types of work.
— Limit of six months with any individual employer.

— May be able to apply for a second Working Holiday Visa (sub class 417 only) if three
months’ work has been completed in a ‘specified’ field or industry in a designated
regional area while on the first 417 visa — au pairing is not a specified field of work.

e Annual limit to the number of visas issued to each country.

Source: Department of Immigration and Border Protection (2013).

It is appropriate that parents continue to have the option of using au pairs to care for their
children. The evidence provided in submissions of the growing unmet demand for au pairs
suggests families are increasingly finding this childcare option attractive. A range of
participant views on au pairs is contained in box 10.13.

However, services provided by au pairs are essentially unregulated, so families assume the
risks associated with ensuring the suitability of the au pair. Agencies that facilitate the
placement of international au pairs with families undertake varying degrees of vetting and
this can reduce such risks to some extent. Au pairs employed through agencies are also
better able to access information and advice about their rights and obligations.

While au pairs are a more affordable care option for families, they typically do not have
any formal training or qualification in childcare. It is generally accepted, therefore, that
they are principally carers, rather than educators. Most au pairs also do not hold a current
first aid qualification and few have undergone a working with children check from either
overseas or Australia (AuPair-Assist, sub. 153). Families have the discretion to choose an
au pair with particular previous experience and families who wish to can arrange to have
their au pair acquire first aid qualifications. AuPair Assist said:

It should not be underestimated that the foremost criteria to invite an au pair is a ‘gut feeling’
(again this would not hold up as an employment criteria) by the host family rather than
qualification that it will be a good match. (sub. DR670, p. 4)
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The Cultural Au Pair of Australia Association pointed out that its members undertook a
number of screening measures such as requiring the completion of police and medical
check, completion of a first aid certificate and reference checks on the prospective au pair
(sub. DR 728).

AuPair-Assist (sub. DR670) raised the superannuation and tax obligations faced by
families employing nannies and suggested that to assist families the government should
specify the maximum amount of ‘pocket money’ paid to an au pair that would meet the tax
free threshold.

The Commission considers that it would not be appropriate for families to be able to claim
government assistance to subsidise the use of au pair services because:
o au pairs typically have little or no relevant ECEC training or experience

e au pairs live with the family so there is not a clear separation between childhood
development and education, childcare responsibilities and other household tasks they
may assist with.

The Commission is of the view, however, that more could be done to improve access to au
pairs who meet the expectations of parents and to ensure the rights of au pairs are
protected. Specifically, the Australian Government should give further consideration to:

« amending existing working holiday visa requirements to:

— as far as possible, eliminate unnecessary differences in the requirements applying to
the two sub classes or between countries within the sub classes

— ensuring the criteria for determining whether countries can participate in the
working holiday visa program are transparent and consistently applied

— allowing people over the age of 31 to apply for working holiday visas

— streamlining application processes, whilst at the same time ensuring that health,
character, financial and educational requirements are rigorously enforced

— allowing au pairs to work for a family for the full term of the working holiday visa
(sub class 417) and the work and holiday visa (sub class 462) (12 months, rather
than the current limit of 6 months per family).
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Box 10.13  Au Pairs — participants’ views

One view was that there were inadequate checks on au pairs and their suitability for caring for
children (Cultural Au Pair Association of Australia, sub. 238) as the Australian Government
imposes no specific conditions for the screening, placement and ongoing support of au pairs
and some agencies also offer little or no screening or support. The Cultural Au Pair Association
of Australia (sub. DR728) suggested that the screening of au pairs be mandatory.

There were also suggestions that some au pairs (mainly those not employed through agencies)
are being exploited by families (Dial-an-Angel, sub. 135), for instance by requiring them to work
excessive hours or to undertake inappropriate duties, and that there is inadequate protection for
young au pairs when working conditions are not appropriate.

Jill Murray commented that the ‘in-house’ employment arrangements around au pairs and the
kind of workers involved made it difficult to ensure appropriate working standards are
maintained and that workers are not exploited (sub. DR834).

A parent who had employed an au pair considered that there was little advantage in having an
au pair due to their need to be trained in basic child care, time management skills and
potentially further English language training (Maria Toman, sub. DR 564).

AuPair-Assist (sub. DR670) raised the superannuation and taxation obligations of those families
employing au pairs. It suggested that to simplify the arrangements, informal care provided by au
pairs should be considered a ‘domestic arrangement’ rather than employment and apply not
only to those with working rights attached to their visas, but also for those on visitor visas who
would be considered ‘temporary family members’.

Others considered that au pairs provided a more flexible and affordable child care option and
working holiday visas were too restrictive. They called for:

o the program to be extended to other countries, such as the Philippines (Au Pair Assist,
sub. 153)

o the duration of the visa to be extended beyond 12 months and/or the restrictions on the type
of work that can be undertaken in order to be eligible for obtaining a second 12 month visa
be relaxed, so as to include ‘Au Pairing’

o the six month limit on working for any one employer be removed — this would give the
family greater continuity of care and reduce disruption and any separation anxiety for
children (Jane Bowd, sub. 458)

e« a one month travel period be added to the visas used by au pairs if the work period is
extended from 6 to 12 months with a single employer (sub. DR728)

e au pairs to be included in the special program visa (subclass 416) that provides for cultural
exchange through sponsored cultural enrichment, community benefits or youth exchange
programs (sub. DR728).

In contrast, the Australian Nanny Association did not support amending visa requirements to
extend the six month limit on working with the one employer due to the unregulated, unqualified
care provided by au pairs (sub. DR741).
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There may also be merit in:

e encouraging au pairs — and families using au pairs — to use the services of an
accredited agency, which would assist families in meeting any tax and superannuation
requirements

o ensuring au pairs are given information (ideally before their visa application is
approved), in their own language, about their rights, laws and customs and what they
should expect in Australia and also a standard information pack when they arrive which
includes similar information and further details about where they can get assistance,
advice and emergency support.

As noted above in relation to nannies, making it easier for families to use carers from
overseas not only has the potential to help address childcare accessibility, flexibility and
affordability issues in Australia, but also to provide cultural exchange benefits and, for
some developing countries in our region, possible economic benefits.

RECOMMENDATION 10.7

The Australian Government should simplify working holiday visa requirements to make
it easier for families to employ au pairs, by allowing au pairs to work for a family for up
to the full 12 month term of the visa, rather than the current limit of six months per
family.

10.7 Provider trials of alternative flexible arrangements

Innovations to better suit the needs of shift workers have been examined under the Child
Care Flexibility Trials (Department of Education 2013b). Nine providers were selected to
trial programs, across various locations, with participants contributing 50 per cent of the
project costs (either financial or in-kind). Some initiatives that were selected for trialling
included extended weekday care, overnight care, weekend care and additional flexibility in
catering for shift changes.

Evidence presented to the Commission is that take up rates of these flexibility initiatives
have not been high. The Police Federation of Australia noted:

The commencement of the Child Care Flexibility Trial Pilots in 2013 across the states of New
South Wales and Victoria was greeted with a positive response by police, however as the trial
commenced mid-year and has only been seen as a trial, take up has not been as strong as we
would have liked initially. We are confident however that as more members sign up, word of
mouth will ensure it is well patronised. (sub. 94, p. 3)

Likewise, the Queensland Nurses Union stated:

The QNU took part in these trials and worked with Family Day Care to provide extended hours
of care for families in South East Queensland, Toowoomba and Townsville. The trial produced
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varying results with Townsville showing the greatest take-up. This was a new initiative
involving a major shift away from traditional childcare outside standard hours. We urge the
current federal government to continue with the trial and to support extended hours care for
working parents across regions and sectors. The concept will take time to promote and
implement, but it will ultimately provide nurses with more care options and therefore more
opportunities to pursue their careers if they choose. (sub. 65, p. 10)

Goodstart Early Learning submitted that their initiatives under the Flexibility Trials did not
experience high take up rates:

... the initial results of the trial of extended hours in six centres demonstrated that there was
low take up and insufficient demand to make the extended hours viable. This is consistent with
the feedback from other long day care providers about extended hours of this type of care.
(sub. 395, p. 66)

Goodstart further commented that usage of these extended hours ‘are not financially or
operationally sustainable. They do not support an extension of the trial to a possible
permanent operating model’ (p. 70).

In June 2014, it was announced that 244 families had taken part in the Flexibility Trials —
roughly half of the number anticipated (Ley 2014d). The Flexibility Trials have since
concluded.

It is perhaps not surprising that the takeup of some of the options under the Flexibility
Trials was low. Many parents would have other long term care arrangements already in
place and would be hesitant to move away from these in favour of a trial (and therefore
potentially temporary) arrangement.

The Commission notes that a systemic evaluation of the Childcare Flexibility Trials is
currently being undertaken, with a reporting date in November 2014. This review should
offer more comprehensive insights into the take up rates of the Flexibility Trials and
provide a better evidence base to determine if there are particular innovations that are both
successful and scalable to the ECEC sector as a whole.

10.8 Summing up

Most families in Australia have access to, and do access, ECEC services. Many families
have some degree of choice about what care types and services they use, and many
families can receive care on the days and for the hours that suit their needs. However,
many families report difficulty accessing ECEC services. Difficulties in accessing ECEC
can be present across all care types, although they appear particularly pronounced for
younger children (aged 0-2 years) and for OSHC for school-aged children.

Families in regional and remote areas are likely to have fewer services available to choose
from and may have to travel further to reach services, but also appear to have less
difficulty accessing a place in a service than do families in urban areas. The provision of
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before school care is particularly limited in non-urban areas. Accessibility problems can
also be experienced in major cities, and the Commission has heard about a lack of
childcare places in the CBD of capital cities. Even in areas where there is a high density of
ECEC providers, families can still experience difficulties in obtaining appropriate care and
pockets of unmet demand exist.

A number of submissions have highlighted the inflexibility of ECEC in meeting
non-standard work hours, noting that many in the workforce do not work ‘nine to five’ jobs
or have irregular work patterns. Take up rates of the Childcare Flexibility Trials have not
been high. Instead, the Commission has heard that many families value the flexibility
provided by home-based care undertaken by nannies or au pairs.

An ECEC system that is not sufficiently accessible and flexible enough to meet the
requirements of families restricts the extent to which parents can participate in paid
employment. By removing caps on occasional care, promoting OSHC, removing
regulatory restrictions on operating hours, by extending subsidies to nannies who satisfy
suitably tailored NQF requirements and extending family placement duration limits for au
pairs, the Commission believes that a more accessible and flexible ECEC system will be
promoted that will better meet the needs of families.
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11 Affordability

Key points

For the vast majority (around 95 per cent) of children in care, at least 50 per cent of their
ECEC fees are met by government subsidies. Nearly 16 per cent of children have at least
85 per cent of their ECEC fees covered by government subsidies.

Many factors influence how much families pay for ECEC:

— families who use long day care, family day care and nanny care tend to pay more than
users of other care types

— out-of-pocket costs generally increase as family income increases

— those who use long hours of ECEC across a week also face comparatively high
out-of-pocket costs.

Only about 5 per cent of children in ECEC reached the Child Care Rebate cap of $7500 in
2013-14 with this number expected to rise in future years. Children in households who reach
this cap tend to be receiving ECEC in a long day care setting on a full time basis for over
45 weeks a year.

While current subsidy arrangements do make ECEC more affordable for families, there are a
number of issues with the way they are delivered:

— the existing system is complex and families can have difficulty understanding their
entitlements under the Child Care Benefit and the Child Care Rebate

— there is not sufficient evidence to suggest that the Jobs, Education and Training Child
Care Fee Assistance program is meeting policy goals

— subsidies under the Registered Child Care Benefit program are so small they do not
materially affect the affordability of ECEC and are onerous for families to claim and
government to administer.

Out-of-pocket costs of ECEC services in Australia are above the OECD average. However,
Australia spends more on social assistance to families than other OECD countries.

The Australian Government is expected to spend around $8 billion on ECEC assistance in
2014-15. Governments also support families through Paid Parental Leave and Family Tax
Benefit Payments. In 2012-13, Australian Government assistance to families was estimated
at $35 billion.

In the absence of further policy interventions, it can be expected that ECEC prices will
continue to increase in forthcoming years, and consequently so will government outlays.
There is a need to ensure government funding of ECEC is affordable and sustainable for
taxpayers as well as parents.
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Affordability for families is a key government objective of an ECEC system. If families
cannot afford to use ECEC services, it is unlikely that government goals for child
development or workforce participation would be adequately met through ECEC. This
chapter reviews the evidence on families’ current expenditure on ECEC, and how this has
changed over time.

Affordability can be viewed across a number of dimensions. At its most simple level,
affordable ECEC implies that a family has sufficient financial resources to pay for some
basic level of ECEC — that is, families can afford to use ECEC for at least a few hours a
week. Given that the majority of Australian children attend some form of ECEC over their
lives, it is clear that for most, but not all, families some level of ECEC is affordable under
the current system of subsidies.

Notions about what constitutes affordable ECEC are value judgements, and invariably vary
between person to person. Therefore, the Commission has avoided defining what
constitutes a ‘fair’ or ‘reasonable’ cost for ECEC, but rather focused on the capacity of
families to pay for ECEC, given current ECEC prices, family characteristics and the
patterns of ECEC use.

The three main programs that deliver assistance directly to families to meet ECEC costs
are the Child Care Benefit (CCB), the Child Care Rebate (CCR) and the Jobs, Education,
Training Childcare Fee Assistance (JETCCFA). Chapter 4 and appendix B outline the
details of these payments, including payment rates and eligibility requirements. This
chapter focuses on affordability after subsidies have been deducted — that is, net childcare
costs.

11.1 How much do families pay for ECEC?

Before evaluating current government support for families to deliver affordable childcare,
it is important to first determine how much parents currently pay for childcare services.!
The amount of out-of-pocket expenses families face for childcare and ECEC services
depends on the specific features of their use, including:

« what types of care families use;

« family income, which has implications for means testing and provides insights into the
work decisions of families;

e how many children in the family receive care;

o how many hours children are in care;

1 This section will predominately draw on administrative data because it represents a census of all approved
childcare users. The administrative data utilised for this analysis is for the 2011-12 financial year. While
this is relatively recent, it is likely that current fees are slightly higher than what is represented in this
data. Across all care types, fees have increased by around 7 per cent between June 2012 and June 2013
(Department of Education 2014b).
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o geographic location; and

« subsidy rates, eligibility criteria and caps on subsidies payable.
The following sections explore these features.

In any discussion about the affordability of ECEC services, it is important to recognise that
ECEC is heavily subsidised by the Australian Government, most significantly through
CCB and CCR. This means that the out-of-pocket costs of families are usually
considerably lower than the actual fee charged by providers. In aggregate, taxpayers
contribute more to the costs of ECEC than families do (figure 11.1). For the vast majority
of children in care (95 per cent), at least 50 per cent of ECEC fees are met by government
subsidies. For around 45 per cent of children, at least 70 per cent of their fees are paid by
government, and for around 16 per cent of children, at least 85 per cent of the fees are
covered by subsidies (table 11.1 and figure 11.2).

Figure 11.1  Who pays in Australia’s ECEC systema

. CCB (paid by
Fees (paid by Government) 34%
families)37%
JETCCFA (paid

by Government)
1%

CCR (paid by
Government) 28%

a The Government contribution is an underestimate as it excludes over $800 000 per year in subsidies
that are paid directly to service providers, but which also (indirectly) reduce fees paid by families.

Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).
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Table 11.1  Proportion of fees covered by government subsidies

2011-12

Proportion of ECEC fees met by government Per cent of children in care
subsidies

Less than 50 per cent 5
Between 50 — 60 per cent 34
Between 60 — 70 per cent 17
Between 70 — 80 per cent 19
Between 80 — 85 per cent 10
Greater than 85 per cent 16

Source: Productivity Commission calculations based on Department of Education administrative data

(2011-12).

Figure 11.2 Fees covered by CCB, CCR and JETCCFA, by care type2.b
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a Calculated by aggregating CCB, estimated CCR and JETCCFA entitiements across all users of that care
type then dividing by all fees. b ASC = After School Care; BSC = Before School Care; FDC = Family Day
Care; IHC = In-Home Care; LDC = Long Day Care; OCC = Occasional Childcare; VAC = Vacation Care.

Source: Productivity Commission calculations based on Department of Education administrative data

(2011-12).
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How does affordability vary by care type?

Approved ECEC

Out-of-pocket costs of ECEC vary markedly by the type of care used (figure 11.3). Annual
out-of-pocket costs for LDC care are substantially higher than for other care types,
particularly outside school hours and vacation care. This is largely reflective of different
care intensities — that is, the number of hours used in different kinds of care. On average,
children in long day care used 910 hours per year, while the average usage of after school
care (167 hours), before school care (91 hours) and vacation care (127 hours) is
substantially lower. Figure 11.3 also shows that across all care types, the median cost of
care is well below average levels. This implies that while most families face out-of-pocket
costs below the annual average, there are some families who pay well above the median
out-of-pocket cost of care.

Figure 11.3 Annual ECEC fees per child by care type

2500 1000

*
2000 800
IS
1500 ¢ 600
1000 400
500 200
‘ i l L .
0 . [ T
ASC BSC FDC IHC LDC 0CC  VAC

mMean ®mMedian Mean hours (RHS)
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

On an hourly basis, out-of-pocket fees are highest for occasional care, although this care
type also showed the second greatest dispersion in hourly fees (behind in—home care).
Median out-of-pocket costs per hour were lowest for in~home care, with higher hourly
CCB rates applicable for less than full-time standard hours and for non—standard hours,
and many (about one—third) of children using this care type receiving free care under the
Special Child Care Benefit (SCCB). Median hourly out-of-pocket costs for LDC were
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slightly higher than for family day care, which is generally considered to be its closest
substitute (figure 11.4).

Figure 11.4 Out-of-pocket costs by care type

Lower and upper bounds of the lines represents the 5™ and 95" percentile
respectively.
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

The preceding figures suggest that the type of care has potentially significant implications
for the affordability of childcare. Generally speaking, those who use before and after
school care and vacation care are much less likely to experience affordability problems,
owing to the low intensity (in terms of hours used) of these care types.

Given that average annual hours of care is substantially higher for long day care,
affordability issues are more likely to be prevalent in families who use this care type.

Budget Based Funded Services

As with all ECEC services, Budget Based Funded (BBF) services have discretion around
fees charged to users. There is very little information on fees charged by BBF services
however the Final Report of the Review of the Budget Based Funded Programme noted
that users of BBF services may have out-of-pocket fees ranging from a minimal daily
amount to market rates (Department of Education 2014m). Families who use BBF services
are typically ineligible to receive assistance through the CCB and CCR.
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Nannies and au pairs

There is very little collected information on the hourly or weekly price of nanny services,
but the Commission has received indicative information from both the Australian Nanny
Association (sub. 254) and Dial-an-Angel (sub. 135) that the prices for nanny services
generally range from $20 to $35 dollars per hour. The absence of subsidies makes nannies
a relatively expensive form of care despite the effective hourly price depending on the
number of children the nanny looks after. Unless eligible for approved in—home care,
families using nannies are not eligible for CCB or CCR. Some families who use nanny care
may be eligible for CCB subsidies if the nanny is a registered carer for CCB purposes, but
the subsidy is so small ($0.66 per hour) that it does not materially reduce the out-of-pocket
cost of nanny care.

Many participants commented on the out-of-pocket costs of nannies being prohibitive:

... the private nanny option is very expensive and is simply not an option for many families.
(Melissa Jones, sub. 335, p. 3)

I would prefer to use a nanny and have them care for my toddler and also do before/after school
care for my older children but such an arrangement is inaccessible financially. (Bronwyn
Batten, sub. 63, p. 1)

For families with more than 1 child, a nanny is an excellent and convenient option, particularly
given the scarcity of childcare places in larger centres. However, as there is no rebate available
the cost is prohibitive. This option should be actively supported and subsidised. (Comment no.
261, from an ECEC user)

One of the reasons why nannies are relatively more expensive is that they offer additional
flexibility and typically higher ratios of adult to children. The effective hourly price of
nannies and au pairs depends on the number of children cared for. Larger families may find
nannies a more cost—effective option than some forms of approved care. Nannies would
need to look after three or four children before hourly out-of-pocket costs are roughly
equivalent to that of LDCs. However, other families value the flexibility of nannies, or
prefer to have all their children looked after by the same carer, and therefore are prepared
to pay a premium for nanny care.

How does family income affect affordability?

It is reasonable to expect that out-of-pocket ECEC fees increase as family income rises.
This is because:

o The CCB subsidy is means tested on family income.

e As family income increases, so does the probability that the family has two income
earners, with a greater need for ECEC.

This is borne out in figure 11.5, which shows annual out-of-pocket expenses for families
by gross family income. It shows a distinct upward trend in out-of-pocket fees as income
increases. Average annual out-of-pocket fees were approximately three times higher for the
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highest income family than for the lowest income family across all care types and
approximately four times higher for LDC users only. For any given income level, there is
considerable variation in the out-of-pocket costs families pay for LDC and this variation
increases with income (figure 11.6).

Figure 11.5 Annual out-of-pocket costs by family income
Average annual amount per child
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).
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Figure 11.6 Distribution of out-of-pocket costs paid per child, LDC users
only

Lower and upper bounds of the lines represents the 5™ and 95" percentile
respectively.
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

The positive relationship between out-of-pocket childcare costs and income was also found
by NATSEM, which reported that families whose income is in the fifth quintile spend
roughly three times as much on childcare as families in the second quintile (table 11.2).
However, the relationship between income and the proportion of disposable income spent
on childcare is less clear. A survey undertaken by Mission Australia suggests that childcare
is perceived to be less affordable by low income households. Only 27 per cent of families
in the most disadvantaged SEIFA (Socio—Economic Indexes for Areas) quintile considered
childcare to be currently affordable, in contrast to over half in the most advantaged
quintile.

AFFORDABILITY 457



Table 11.2  Average out-of-pocket costs and subsidies
by income quintile2

Income quintile Quintile 2 Quintile 3 Quintile 4 Quintile 5 All
families
Average annual income ($) 52 327 70193 97631 175242 103139
Average annual ($) 2296 2660 4581 6507 4352
out-of-pocket cost
Costs as a proportion of $) 44 38 47 3.7 42
disposable income
Average CCB payment ($ per week) 76.88 57.67 30.97 6.55 neb
Average CCR payment ($ per week) 36.17 38.89 67.04 74.84 ne
Average subsidy payment ($ per week) 113.05 96.56 98.02 81.39 ne

a Quintile 1 is not reported due to its low sample size b e = not estimated
Source: AMP.NATSEM (2014).

The proportion of fees that families pay for childcare increases with income. One reason
for this is that assistance is targeted at lower income groups. Apart from some special cases
(children identified as being at risk, JETCCFA recipients and those eligible for
Grandparent Child Care Benefit who receive higher subsidies), the vast majority of
families received subsidies of between 50 and 90 per cent of their childcare fees in
2011-12, with low income families eligible for the maximum rate of CCB receiving the
highest subsidy levels (figure 11.7). Figures from NATSEM confirm that average subsidies
decrease as income increases, but also that higher income families also tend to rely on
CCR rather than CCB as their main subsidy source (table 11.2).

Around two per cent of families with disposable incomes (net of tax, but including welfare
payments) lower than $40 000 do not face any out-of-pocket costs for their approved
childcare, however, the incidence of free care falls away sharply for higher disposable
income groups (figure 11.8) That said, isolated cases of families receiving free care do
occur at very high income ranges — these are likely to be families eligible for
subsidisation under the Special Child Care Benefit or the Grandparent Child Care Benefit.
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Figure 11.7 Subsidy amounts by income
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Figure 11.8 Families getting free approved care by income?2
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How does the number of children in care affect affordability

Across all care types, mean annual out-of-pocket fees increase as more children from a
family are in ECEC. However, the increase in mean fees between families having two
children in ECEC and families having four children in ECEC is negligible (figure 11.9).

For LDC users, the relationship is less clear — families with more than three children in
care, on average, face lower out-of-pocket costs than families with two or three children.
While this runs counter to what might be expected, it can be explained — at least in part —
by a greater proportion of larger families being eligible for CCB. About 98 per cent of
families with more than three children in LDC in 2011-12 were eligible for CCB, in
contrast to around 75 per cent of families with three or fewer children in LDC being
eligible.

Figure 11.9 Mean annual out-of-pocket costs by number of children
in family in ECEC
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

How does hours of care per child affect affordability?

A clear positive relationship can be seen between the hours of care and out-of-pocket fees
(figure 11.10). This is unsurprising — it is expected that families who use more ECEC
services will face higher out-of-pocket costs for these services. The profile of
out-of-pocket fees for those only using LDC is similar.
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Figure 11.10 Annual out-of-pocket costs by hours of care charged,
per child
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

The above graph (figure 11.10) is based on hours for which families are charged. In most
care types, families are charged in full day (or half—day) blocks regardless of whether a
family uses care as long as for that. Hours used is often substantially lower — for example,
using ABS data for hours of LDC used, median use is 16 hours per week (chapter 3), while
using Department of Education administration data on hours charged, median use is 24
hours per week.

How does location affect affordability?

Fees — both before and after subsidies — vary by location with average fees higher in
capital cities and areas near large mining operations (figure 11.11).
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Figure 11.11 Fees for approved care
Average, by postcode
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Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

Hourly out-of-pocket costs also vary substantially by location. One common pattern across
most approved care types, was that hourly out-of-pocket costs were higher in rural and
remote locations compared to city and regional areas (figure 11.12).

However, once account is made for the lower total hours of LDC care used by remote and
very remote families over the course of a year, the annual out-of-pocket costs for LDC use
by remote and very remote families are lower, on average, than those in major cities (but
remain more than those in regional areas). For FDC, families in remote locations pay more
than those in cities (figure 11.13).
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Figure 11.12 Out-of-pocket hourly costs by ARIA2
Median, by care type
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2 ARIA stands for Accessibility/Remoteness Index of Australia. It is an index used by the Australian
Bureau of Statistics. It is based on road distances from a point to major population centres (Australian
Population and Migration Research Centre 2014).

Source: Productivity Commission calculations based on Department of Education administrative data
(2011-12).

Figure 11.13 Annual out-of-pocket costs by ARIA
LDC and FDC only. Bars represent the 95" percentile
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Microsimulation modelling undertaken by NATSEM also highlights how affordability may
vary by region. Areas where families spend the highest proportion of their disposable
income on ECEC tend to be in capital cities or in regions with high levels of mining
activity. Areas where families spend the lowest proportion of their disposable income on
ECEC tend to be rural or regional areas (table 11.3).2 This analysis assumes that people
live and work in the same areas, however, this is not always the case, particular in major
cities, where families may live in outer suburbs but commute into the CBD for work.

Mining areas and certain capital cities were also identified by inquiry participants as being
areas where childcare is less affordable.

... if you live in a mining remote location the cost of childcare is prohibitive and at times places
are limited. (Leonie Arnold, sub. DR573, p. 1)

... families have told the department that finding child care can be particularly difficult in some
areas, such as inner—city suburbs and mining towns, where the cost of entry and operation for
service providers outweighs the communities’ and parents’ capacity to pay, even after subsidies
and other assistance from governments. (Commonwealth Department of Education, sub. 147,
p- 20)

Where you live greatly impacts on how expensive and available child care is. In my case, we
live in Canberra where waitlists can be in excess of 2 years and costs are very high (over $100
per day). (comment no. 30, ECEC user)

Australian Government subsidies paid to families do not vary depending on where they
live, but funding — primarily that under the BBF Programme — for eligible providers
makes ECEC more affordable and accessible in regional, rural and remote areas. As noted
earlier, out-of-pocket costs of BBF services are typically lower than for approved care
services.

The Northern Territory Government also pays LDC, FDC and ‘three year old kindy’ an
additional subsidy to