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Executive Summary

Several well-known bodies, from the
Productivity Commission to the Australian
Competition and Consumer Commission,
the Minderoo Foundation and even a
South Australian Royal Commission, have
examined Australia’s childcare markets. I
aim in this report, which I drafted before
reading the reports of any of the above-
mentioned eminent bodies, to provide a
balanced view of the present state of the
Australian childcare system and some
recommendations for reform.

Childcare as a composite good, rather
than early education alone, is my main
focus, meaning that detailed questions
about how best to structure educational
activities for children in care are considered
out of scope — although such questions
will be considered in future CIS reports.
Rather, I aim to take an economist’s lens
to the present state of Australia’s childcare
markets, and to the problem of why

and how government should optimally
intervene in these markets, bearing in
mind the strategic economic objectives of
childcare for individuals, for families, and
for Australia as a whole.

The thematic structure of the report and its
main conclusions are summarised below.

1. Charting the history and present
status of childcare markets and the
Australian government’s involvement
in them. Initially subsidised via supply-
side measures, Australia’s childcare
sector features a mix of public and
private providers of long daycare and
family daycare, and is now supported
by demand-side subsidies. Increasing
these subsidies has not worked to
reduce fees. Accessibility is highly
regionally variable.

2. Considering how one might try to
calculate a return on investment for
government spending on childcare. 1
argue that a precise ROI calculation
is infeasible, but that some level of
government involvement in the sector
is supported by the economic rationale
that investments in childcare carry
public benefits not fully recouped by
individuals and families, especially
in the domain of improving the
quality of care in the early years

of disadvantaged children whose
alternative care options are poor, and
also potentially in the domains of
efficiency and productivity.

3. Examining the regulatory context
and quality assurance system for
childcare. These systems are by turns
stifling and inadequate, focusing on
measures unrelated to or incapable of
capturing the majority of what goes
into creating child wellbeing (see
the online appendix to this report
https://www.cis.org.au/wp-content/
uploads/2025/08/Childcare-Appendix-
for-media-library.pdf).

4. Looking abroad and in Australia at
what has been experienced and what
is known about different approaches
to organising childcare. Some peer
nations use supply-side subsidy systems
and are moving more in that direction,
while others use demand-side subsidy
systems. What is most important
for children is not well measured by
‘structural’ quality metrics only. There
is a need here to include the domain of
‘process quality’, such as the quality of
the relationship between a carer and the
child in her care. Quality problems in
Australia’s childcare system have been
noticed often, including very recently.

In this report, I consider from several
angles how one might justify government
intervention and how, if government does
intervene, one might quantify the value of
that intervention to children and Australia
as a whole. I find that the Australian
government’s childcare policies are likely
to be significantly constricting market
forces. While well-intentioned, the heavy
government interference in the dimensions
of educator qualifications and quality
regulation are evidently not improving

the school readiness of our children. It
also is almost surely dissuading would-be
educators from entering the market and
crowding the time of existing educators
who would be using that time to care

for children if they did not have such a
significant regulatory burden. I suggest
that modern technological solutions make
it possible to radically decentralise quality
management, and that the qualification of



prospective childcare providers should be
assessed via a procedure more similar to
the procedures presently used to assess
the qualification of workers for jobs in other
sectors of the economy.

Recognising that parents have a strong
interest in ensuring their children are well
cared for, I propose that we elevate their
opinions. Rather than emphasising how
little they can know about the quality

of care, we should use the information
they have good reason to observe locally
in order to more effectively gauge, and
more widely publicise, the quality of

care provided at different centres. I also
propose, based on my review, that the
present demand-side childcare subsidy
system is not delivering the desired results.

The recommendations I arrive at are as
follows, and are more fully fleshed out in
the final pages of this report:

TIER ONE (recommendations)

¢ Radically modify the process for
qualifying new educators.

e Decentralise the childcare quality
verification process, drawing on
modern technological solutions
unavailable only a few years ago.

e Strongly recommend family daycare
rather than institutionalised care for
infants and toddlers, when not cared
for by their own families.

TIER TWO (suggestions)

¢ Investigate other approaches to
subsidising care, while taking on board
lessons from imperfect supply-side
approaches overseas and the failings
of the current system. Designers
should prioritise models that allow
consumers greater choice, rather
than a one-size-fits-all approach, and
that allocate government support to
families most in need of it.

¢ When establishing more government-
run childcare centres in areas of
need, ensure that family daycare is a
significant part of the mix.

KEY RISK in trying to implement this
advice:

e Entrenched interests that benefit from
the existing regulatory framework

will resist deregulation and push

for even more stringent regulatory
oversight, more unnecessary

educator qualifications and more
bureaucracy, all in the name of ‘quality
improvement’.

I recognise that these recommendations,
taken together, constitute a shift in the
way childcare is managed in Australia.
Implementing or even considering such
significant changes will naturally encounter
political and bureaucratic challenges, on
top of the above-mentioned resistance
from entrenched interests. Transitional
plans will be required to facilitate the
change in thinking and policymaking that
these recommendations invite.

I hope that whether you are a parent,

a policymaker, a childcare provider, or a
prospective parent or childcare provider,
you find this report of value.



1: Why The Design Of Childcare And Early Learning
Systems Is A Core Economic Policy Area

Introduction and statement of
intent

How the daily lives of society’s youngest
members are organised carries profound
economic consequences.

First, it influences the extent to which their
parents, and particularly their mothers,
contribute their labour to productive work
or study beyond child-rearing.

Second, it affects the size and
characteristics of the childcare sector:
the number of jobs available, the working
conditions in these jobs, the selection of
people into these jobs, and the resources
that are combined with paid labour on a
scale and/or in settings different from the
child-rearing services typically provided
gratis within the family home.

Third, it helps mould the make-up and
character of neighbourhoods, both at a
high level through potential effects on
the fertility decisions of families, and at

a neighbourhood level whereby there are
larger or smaller groups of young children
accompanied by professional carers,
parents, or other adults, using public goods
like libraries, parks and playgrounds that
will be associated with varying degrees of
intergenerational social mixing.

Fourth, it carries health implications,
channeled through regulations in the
professional childcare sector (like
requirements that participating children

be vaccinated, or that meals be of

some minimal nutritional standard) and
mechanically through changes in how
health-relevant things like hygiene,
affection, beliefs and habits are transmitted
from person to person in unpaid care
settings like families versus large groups of
children in paid daytime care.

Fifth, what children experience during
their earliest years carries profound
consequences for what sort of adults
they will become — courageous, skilled,
compassionate, confident, productive,

hopeful, or otherwise — and thereby has
huge implications for the future economic
and social potential of our country.

Of these, the phenomena most recognised
and studied in the economic and policy
literatures are:

(1) the liberation of parenting labour
for other purposes (with downstream
effects like career fulfilment or higher
retirement savings for mothers) when
it is replaced by paid or unpaid non-
parental care!; and

(2) the effects on the children
themselves and/or on future
productivity that arise from the
experiences young children have today.

The primary objective of this report is to
assess the organisation of the daily lives
of children aged 0 to 4 in Australia, and to
determine whether present policy settings
relevant to parental choices are likely to
be optimal. ‘Optimality’ is conceived here
as achieving the most ‘social welfare’

for Australia today and into the next
generation, via mechanisms such as:

e encouraging at least replacement-
rate fertility levels while optimising
(not necessarily maximising) female
labour market participation and hours
worked;?

e achieving a high quality of match
between employees and jobs, and high
job satisfaction, in and outside of the
care sector; and

e achieving robust support for children’s
healthy development.

I will particularly focus on whether the
market for paid care is free, informed,

and functioning in a healthy fashion,

what market failures are anticipated or
evident that may justify or be caused by
government intervention, and what factors
are driving parents’ choices about what
their children experience. I consider the
different policy settings across Australian
states and territories, as well as other



countries’ policies and what the academic
literature has found about the relationship
between the nature of care and economic
outcomes of interest, using Australian and
other Western data.

By the end of this report, my hope is that
the reader has a better foundation from
which to consider the potential effects of

different care options and policy settings on:

e childcare quality;

e accessibility and affordability of
childcare;

e paid labour supply;

o the extent to which satisfying jobs
and community cohesion are created
through paid or unpaid interactions
with young children; and

o the creation of a productive, happier,
healthier future workforce.

Most importantly, I aim to convey a holistic
picture of how Australia’s policy settings
shape what happens to its young children
and those who care for them, and to
survey the alternatives that are possible
and may be better, based on what we have
seen in Australia’s past and elsewhere in
the world. The report closes with several
recommendations for policymakers wishing
to enact reform that I believe will better
serve Australia’s collective interests.

1.1 Terminology and framing

The terms ’childcare’ and 'early learning’
are often used in the policy and academic
literatures in different contexts, although
in a practical sense they often refer

to the same phenomenon. The first

term, ‘childcare’, is typically used when
implying that a young child’s experience is
considered primarily relevant to whether
he is being looked after adequately so that
others (usually his parents) may engage in
alternative activities.

By contrast, the phrase ‘early learning’

is typically used to emphasise that the
experiences of young children present
opportunities to invest in those children’s
human capital formation. In this report,
for brevity, I will use the term ‘childcare’ to
denote both ‘childcare’ and ‘early learning’,
while recognising that every one of the

experiences that a young child has can be
profoundly formative for him or her.

In the case of any area of the economy in
which government intervenes, it is prudent
to ask what justifies that intervention. One
may argue that education — even that of
very young children — is a ‘credence good”
(or ‘experience good’) whose quality is not
directly apparent to parents, in which case
an aim of government intervention in this
sector would be to ensure a minimum level
of quality is provided by suppliers, as is
aimed for in other sectors, for example via
food quality standards.

Another justification may be that high-
quality childcare is a public good, carrying
social benefits beyond the private benefits
that the child and his parents receive, and
hence in expectation will be under-provided
by the free market.



2: Policy, Law, Regulation And Structure Of The

Childcare Industry

2.1 Background

Childcare in Australia is segmented into
four categories, of which the first two come
within the scope of this report since they
are relevant for children of younger than
school age, meaning typically 0-5 years old:

1. Centre-based daycare. Sometimes
referred to as ‘long daycare’ centres,
care for groups of children eight or
more hours a day for five days a
week. The children are usually aged
six weeks to school age and the
groups can be large, ranging from
about 10 to more than 80 children.
The biggest player in this sector in
Australia is Goodstart Early Learning,
which operates around 650 centres,
out of a total of about 9200. Goodstart
is a partnership of four non-profits
that took over the remains of ABC
Learning, a private-sector operator
that collapsed in 2008.

2. Family daycare. Family daycare is
a type of daycare in which a parent
or other approved adult cares for
a maximum legal number of seven
children in her own home. Hours
of operation can be similar to long
daycare centres but may be more
flexible and also cater to children on
school holidays.

3. Out of school hours care (OSHC).
Centres providing OSHC cater for
children physically present at school
outside of normal school hours and on
holidays. They are often attached to or
near primary schools.

4.In-home care. In some cases, paid
care is provided by an individual in
the home of the child. Governmental
support for this type of arrangement is
restricted to situations where the child
is unable to access care outside the
home.

In this chapter, I will first review the history
of public childcare support in Australia,

and then examine the present state of the
sector on both the demand and supply
sides.

2.11 How did the Australian government
get into the business of childcare?

The Australian government entered the
childcare business with the Child Care

Act of 1972, the principal result of which
was public investment in the provision of
non-profit childcare. This took the form of
funding for childcare facilities run by local
governments, community groups and other
non-profits. Funding was provided to cover
the costs of qualified staff salaries and for
the start-up costs of building new centres
or repurposing existing facilities.

Significant changes to the way childcare
was supported by the federal government
were introduced in 1986 when the staff
salary subsidy was replaced by a per-capita
subsidy for each childcare place in a centre.
The change resulted in centres losing about
50% of their operational funding, with an
adverse knock-on effect to fees.* At the
same time, fee relief was extended for
low-income families. This represented a
clear pivot in government support for the
industry from subsidising the supply side to
subsidising the user.

Then, in 1990, the government extended
its fee relief subsidy to families using
private-sector childcare, and introduced
other measures to encourage private
operators to enter the sector to meet
demand. These reforms initiated an influx
of private service providers, responding
to the incentive to charge the fees that
demand-side subsidies permitted.®> By
2024, approximately 70% of all centre-
based daycare services were operated by
private for-profit entities,® with the rest
being run by community-based non-profits,
state/local governments, and schools.

The Australian Competition and Consumer
Commission (ACCC) inquiry into the
childcare sector published in 20237 found
that “[f]or-profit providers of centre-based
daycare continue to charge higher fees

and increased fees, on average, by more
than not-for-profit providers”, over both
the short and medium run. This may be
unsurprising given the cost structure of for-
profit care provision is more challenging,



as it includes such items as tax liabilities
and full-cost venue hire, relative to the cost
structure of not-for-profit care provision.

At the same time, multiple sources in
Australia and overseas indicate that the
quality of care at for-profit centres tends to
lag the quality of care at not-for-profit or
public centres.®

Federal subsidies in one form or another for
users of childcare increased steadily from
the early 1990s onward. A major inflection
point was the introduction of the Child

Care Subsidy (CCS) in July 2018, which
replaced the existing Child Care Benefit and
Child Care Rebate. This subsidy is paid not
to the family but to the childcare service
which, in turn (in theory), lowers the fee
faced by the family. Despite the subsidy,
the ACCC estimated in its above-referenced
2023 inquiry that an Australian couple on
average wages and two children spent 16%
of net household income on childcare, well
above the OECD average of 7%. (Seven
per cent also happens to be the generally
accepted international benchmark.?)

Largely based on the temporal association
between increased demand-side subsidies
and increased user fees, governmental
attempts to bring down out-of-pocket
childcare costs via increasing demand-side
subsidies have been seen, by and large,
as failures.'® Underscoring this perception,
the above-referenced ACCC report states
on page 2 that its “inquiry finds that
historically when subsidies increase, out-
of-pocket expenses decline initially but
then tend to revert to higher levels. This
is because subsequent fee increases
erode some of the intended benefit for
households over time”.

By the year ending September 2024, the
cost of the CCS totalled more than $13
billion for centre-based and family daycare
users alone. (An additional $1.4 billion
was spent subsidising OSHC and in-home
care.'t)

Childcare can be a profitable business if

it is well managed. The biggest private-
sector chain in Australia, G8 Education,

has more than 400 centres under 22 brand
names. It pulled in revenues of more than
$1 billion in FY2024 with an EBIT margin
(the ratio of earnings before interest and
taxes to revenues) of 11% and an after-tax
profit of $68 million.'? However, the private
childcare sector can also be plagued by

incompetence and poor reporting practices,
as in the case of ABC Learning which
collapsed under a mountain of debt in
2008. It was subsequently taken over by a
consortium of not-for-profits and the name
was changed to Goodstart Early Learning,
which, as noted earlier, still operates about
650 centres.

2.1.2 Apparent economic rationale

A report by the Economic Planning Advisory
Commission (EPAC) in 1996 recognised
both equity and efficiency reasons for
government intervention in the childcare
market. The equity argument was that
lower-income families would be priced

out of access in a purely market-driven
system, thus denying them opportunities
to participate in the workforce. Second, a
series of efficiency arguments were made:

e Families might not be able to get the
information they needed to make
optimal decisions in the private
market (a flavour of the ‘education is
a credence good’ argument, related to
asymmetric information);

e Children and the community benefit
from the early childhood education
and socialisation made possible by
quality childcare (a public-goods-style
argument);

e By permitting parents to re-enter
the workforce more rapidly, public
investment in education and training
of those same parents suffers less
depreciation (a pure efficiency
argument, although one that invokes
a more modest role for government
intervention, to the extent that
parents’ own private incentives
are aligned with minimising this
depreciation).

It is also possible for government
intervention to confer direct fiscal benefits
if the additional tax revenues and reduced
welfare payments made possible by wider
access to childcare more than offset the
direct expenditure on childcare subsidies.!3

From the conventional standpoint of
evaluating the efficiency of government
expenditure, one might desire to
estimate a return on investment that
expresses, in a way comparable to other
government expenditure line items,!*



the net benefits of public investment

in childcare. An ROI calculation would
logically require estimates of additional
tax receipts, reduced welfare payments,
and the marginal public returns during the
lifecycle of children who experience a care
environment better than they would have
experienced in the absence of government
support for childcare. I consider the
feasibility of generating an ROI estimate
later in this report, and ultimately conclude
that it is not feasible to come up with a
reliable estimate for reasons I explain in
Section 2.6 of this report.

2.2 Current government
childcare policy

The policy approach of subsidising families
for their use of paid childcare was most
recently extended in new legislation passed
by Parliament on 13 February 2025 — the
Early Child Education and Care (Three Day
Guarantee) Bill 2025 — which guarantees
children a minimum three days per week
(100 hours per fortnight for indigenous
children) of subsidised daycare regardless

of the work or study status of either

parent, beginning 5 January 2026. It
supersedes the Family Assistance Legislation
Amendment, or ‘Cheaper Childcare Bill

of 2022, in particular by eliminating the
so-called ‘activity test’. Under the new
legislation a family receives 90% of out-of-
pocket expenses, subsidised up to a family
income of $83,280. This is reduced by 1%
for every additional $5000 of family income,
meaning that the subsidy does not reach
zero until a family earns $533,280 per year.
Families with more than one child under five
years may be entitled to a higher subsidy.

In the most recent 12 months for which
data are available, the CCS cost the
Commonwealth government $14.5 billion,
divided up by type of care as shown in
Table 1. Just over 85% of the subsidy

goes to centre-based care. Note that the
Commonwealth government budgeted an
additional $426.6 million for the Three-Day
Guarantee in its 2025-2026 budget handed
down on 25 March 2025. It also committed
$3.5 billion over two years beginning 1
January 2025 to support a wage increase
for childcare workers.®

TABLE 1. COMMONWEALTH GOVERNMENT SPENDING ON THE CHILD CARE SUBSIDY (CCS), YEAR
ENDING SEPTEMBER 30, 2024 ($MILLIONS)
Q423 Q124 Q224 Q324 TOTAL

Centre-based 3052.5 2849.6 3102.7 3334.9 12339.7
Family daycare 184.1 174.8 185.3 195.1 739.3

Subtotal 3236.6 3024.4 3288.0 3530.0 13079.0
OSHC 294.8 327.1 353.8 368.8 1344.5
In home care 8.7 8.4 8.7 9.0 34.8
TOTAL 3540.1 3359.9 3650.5 3907.8 14458.3
Source: Department of Education, https://www.education.gov.au/early-childhood/about/data-and-reports/
quarterly-reports#toc-2024-2025

On the supply side, the new legislation
would commit $1 billion starting in July
2025 to a ‘Building Early Education Fund’
to build new daycare centres and expand
existing ones in areas where intervention
is needed, many of which will be in outer
suburbs or regional areas where there are
so-called childcare ‘deserts’. Specifically,
according to the Department of Education,
the fund will “build and expand around
160 Early Childhood Education and Care
(ECEC) centres in areas of need, including
the outer-suburbs and regional Australia”.t¢

Of course, politicians sometimes break
promises, and there is no guarantee that
this latest promise will not be abandoned
— something that happened in 2007 when
the Rudd government promised 260 new
childcare centres but ended up building
fewer than 40.%7

The fund includes $530 million in capital
grants to incentivise “quality not-for-
profit ECEC providers and state and local
governments to establish new services
and increase the capacity of existing



ECEC services. Grants will be targeted to
priority and underserved markets, including
regional locations and the outer-suburbs”.
The legislation indicates that “[w]here
possible, services will be located on or near
school sites”. In addition, $500 million will
be invested by the government “in owning
and leasing a portfolio of early childhood
education and care centres to increase the
supply of services, with $2.3 million over
two years from 2024-25 to undertake a
business case to inform final design”.

2.3 Regulation and quality
control on the supply side

Regulation on the supply side is voluminous
and is aimed at ensuring quality services
and integrating education into the ‘child-
minding’ function of daycare.

The National Quality Framework (NQF),
effective January 1, 2012, is the
overarching system by which childcare is
regulated in Australia. While in name its
intent was to promote quality in childcare,
Jha (2014) notes in a prior CIS report that
the NQF was introduced with no regard to
the existing evidence base concerning how
to promote quality in childcare.® In her
words: “The National Quality Framework
reforms are not supported by a strong
evidence base and are likely to increase the
cost of childcare for families and taxpayers
more than has been estimated” (p. 23).

Sitting inside the NQF are the Education
and Care Services National Law, Education
and Care Services National Regulations,

a set of quality standards (the National
Quality Standard, NQS), and two learning
frameworks, one for school-age children
and a 72-page learning framework for
children aged 0-5, entitled Belonging, Being
and Becoming: The Early Years Framework
For Australia.'®* The NQF is administered

by state regulatory bodies that are housed
within each state/territory’s Department

of Education or equivalent, supported by
an independent federal body called the
Australian Children’s Education and Care
Quality Authority (ACECQA).

Supply-side regulation of childcare is
supplemented with a top-down quality
assurance system in which self-assessment

of quality is coupled with site visits made
by representatives of the regulatory
authority. The first quality assessment,
called a Quality Improvement Plan or QIP,
is required to be completed within three
months of a childcare provider’s grant of
service approval. Subsequently, QIPs are
submitted at a minimum annually, or when
requested by the regulatory authority,
which frequently occurs in response to
complaints.

The regulatory and quality-assurance
setting in which childcare providers and
workers operate is so extensive and
onerous that conveying its elements within
the main text of this report would impede
its flow. One indicator of the increasingly
stifling nature of government regulations
in this area is the growing fraction of
childcare centres that have been granted

a waiver, typically of one year’s duration
(though potentially extendable), enabling
them to continue to operate despite being
in breach of some aspect of childcare
regulations.?? I have included details about
the existing quality-assurance system,

as well as the levels of training involved
(which are not even required for foster
carers who deal with vulnerable children),
in an online appendix (https://www.cis.org.
au/wpcontent/uploads/2025/08/Childcare-
Appendix-for-media-library.pdf).



Glossary of childcare roles and qualifications

Educator. This term is the one applied
to the actual in-home caregiver who
looks after the children in a family
daycare situation or the caregiver in a
daycare centre. Although most parents
of preschool children would be as, or
more, concerned about things like
physical safety, emotional wellbeing
and opportunities for socialisation and
play, the term ‘educator’ emphasises the
teaching side of childcare provision in
Australia.

Family daycare service. A family daycare
service is not, as one might imagine,
delivered by the parent or other adult
caregiver at the coalface in their home
each day looking after children. Rather,
it is a service that recruits, manages and
advises the individual family daycare
‘educators’. An educator must be
registered with a family daycare service
in order to be an approved daycare
provider and become eligible for the
childcare subsidy. Family daycare services
are operated by local governments,
churches, and community groups. Family
Daycare Australia is the national peak
body for family daycare services and

one of its roles is to connect prospective
educators with family daycare services in
their local areas.

Family daycare coordinator. A family
daycare coordinator is a professional
staff member within the family daycare
service who oversees the educational
programs and care provided by the
educator. Coordinators assist educators in
the design, planning, implementation and
evaluation of their educational programs.

Early childhood teacher (ECT). An ECT is
a person who holds a Bachelor’s degree
in Early Childhood Education. These
individuals are hired by childcare centres
to assist educators with their education

2.4 Demand and supply analysis

According to the Department of Education
there were 917,320 children using either
centre-based long daycare or family
daycare as of September 2024. (A further

programs. There are strict rules

surrounding the required accessibility to
ECTs of each centre that are determined
by the number of children in the centre.

Diploma in early childhood education

and care. A favoured qualification for
childcare educators. According to the
government website, training.gov.au:
“Educators at this level are responsible
for designing and implementing
curriculum that meets the requirements
of an approved learning framework and
for maintaining compliance in other

areas of service operations. They use
specialised knowledge and analyse and
apply theoretical concepts to diverse work
situations. They may have responsibility
for supervision of volunteers or other
educators”.?! There are around 100
diploma-level qualifications approved

by the federal regulatory body, the
Australian Children’s Education and Care
Quality Authority (ACECQA), and listed on
the ACECQA website.??

Certificate III-level qualification. This

is a lesser qualification than a diploma.
The other 50% of educators in a centre-
based service who do not have a diploma
or are not actively working towards one
must either have a certificate III-level
qualification or be working towards

that. Family daycare educators must

hold this qualification — they cannot

just be working toward it. There are 22
accredited programs currently approved
by ACECQA and listed on the website
that are certificate III-level. According to
training.gov.au, the holder of a certificate
III qualification will be able to “support
children’s health, safety and wellbeing,
drive children’s holistic learning
experiences, [and] support children’s
wellbeing and development in the context
of an approved learning framework”.?® For
more on this, see the online Appendix.

566,600 were using OSHC [outside school
hours care], a separate category that is
outside the scope of this report.)

Productivity Commission data for the
year ending June 30, 2024, indicates
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that attendance in a formal childcare
setting peaked at age 3 with 68.6% of
children participating. The percentages
were similar but slightly lower for 2-year-
olds and 4-year-olds (65.1% and 63.4%,
respectively). However, after age 4 the
percentage of children in formal childcare
fell away sharply, to 43.9% for children
aged 5, as they left childcare to go to
preschool or school. At the youngest end
of the continuum, only 11.1% of children
under 1 year of age, and 47.9% of
1-year-olds, were participating in formal
childcare.?*

The overwhelming majority of places in
centre-based and family daycare services
(92.2%) are centre-based, ranging from

88.1% in Tasmania to more than 96% in
the two territories (see Table 2). Across
the entire country there are fewer than
360 family daycare services, and those
that do exist are heavily concentrated

in NSW, Victoria and Queensland (see
Table 3). The incidence of family daycare
is relatively greater in regional areas
than in metropolitan areas (see Table

4). Assuming family daycare is at full
capacity of four preschool children and
three school-age children per educator,
the Department of Education numbers
imply that the number of family daycare
educators nationwide is just over 10,000,
or an average of roughly 30 educators per
family daycare service.

TABLE 2. NUMBER OF CHILDREN ATTENDING CHILDCARE, SEPTEMBER QUARTER 2024

NSW VIC QLD SA WA TAS NT ACT AUSTRALIA
Centre-based | 273,250 |214,820 |191,070 |51,450 |[78,060 |14,260 |6,980 17,580 845,980
Family 21,880 |21,400 (15,490 |2,190 7,620 1,930 180 680 71,340
daycare
SUBTOTAL 295,130 |236,220 |[206,560 |53,640 |85,680 (16,190 |7,160 18,260 (917,320
% centre- 92.6% 90.9% 92.5% 95.9% 91.1% 88.1% 97.5% 96.3% 92.2%
based
OSHC 173,620 |128,480 | 131,550 {50,280 |54,230 (8,850 5,130 14,770 566,600
In-home care 1,640
TOTAL 461,860 |359,530 |332,980 [100,250 |132,120 |23,700 |12,000 |32,260 |1,453,780

Source: Department of Education,

https://www.education.gov.au/early-childhood/about/data-and-reports/quarterly-reports#toc-2024-2025

TABLE 3. NUMBER OF SERVICES BY STATE AND TERRITORY, SEPTEMBER QUARTER 2024

NSW VIC QLD SA WA TAS NT ACT | AUSTRALIA
Centre-based 3,633 2,061 1,915 527 884 141 118 193 9,472
Family daycare 112 112 76 14 29 5 <5 5 357
SUBTOTAL 3,745 |2,173 |1,991 |541 913 146 <123 |198 9,829
% centre-based 97.0% [94.8% |96.2% |97.4% |96.8% |96.6% |>96.0% |97.5% |96.4%
OSHC 1,581 |[1,468 |825 393 525 124 57 104 5,077
In-home care 31
TOTAL 5,326 |3,641 |2,816 |934 1,438 |270 <180 (302 14,937

Source: Department of Education,

https://www.education.gov.au/early-childhood/about/data-and-reports/quarterly-reports#toc-2024-2025

TABLE 4. NUMBER OF SERVICES & PERCENT BY REGION, SEPTEMBER QUARTER 2024
Major Cities |Inner Regional |Outer Regional |Remote & Very AUSTRALIA
Remote
Centre-based 7,240 1,407 631 194 9,472
% by region 76.4% 14.9% 6.7% 2.0% 100%
Family daycare |256 62 34 5 357
% by region 71.7% 17.4% 9.5% 1.4% 100%
TOTAL 7,496 1,469 665 199 9,829
Source: Department of Education,
https://www.education.gov.au/early-childhood/about/data-and-reports/quarterly-reports#toc-2024-2025




The question of overall excess or deficiency
of supply is made moot by the lack of
uniform distribution by jurisdiction: there
are regional ‘deserts’ and ‘oases’, with the
deserts being neighbourhoods where it is
unviable to open a centre and/or where
staffing is unavailable. A study by the
Mitchell Institute at Victoria University
points out that supply is greatest where
the centre is able to charge higher fees,
although the higher fees will also be
correlated to some extent with higher
costs of doing business.?® Clearly, staffing
shortages will have an influence on the
operations of centre-based childcare
places, while other factors will be primary
drivers of the availability of family daycare.
The peak body for the latter complains
that the fee caps for childcare subsidies
introduced in 2018 were biased against
family daycare and had resulted in a steep
decline of educators and endangered the
entire industry.?® The ACCC 2023 inquiry
cited earlier finds, in line with this, that
“There is little financial incentive for family
daycare and in home care educators to
enter or remain in the sector, as effective
wages are below comparable award rates
for other forms of childcare ... The family
daycare hourly rate cap is also unlikely to
be sufficient to adequately cover costs and
recompense educators” (p. 7). (The fee cap
for preschool children attending a family
daycare is $1.05 lower per hour than for
centre-based childcare. The provider can
charge above the cap, but the parent pays
the difference out-of-pocket.)

2.41 Demand stress

The demand for paid childcare in a specific
region is influenced by numerous factors,
including region-specific labour supply
preferences of families, general economic
conditions, and the strength of informal
networks that can provide unpaid childcare.
In spite of these real-world complexities,
childcare demand stress is typically gauged
roughly by calculating how many paid
childcare spots are available per child, by
age group.

The Mitchell Institute study cited above
provided data supporting the contention
that the supply of childcare places is
becoming less of a concern, despite claims
that there is a desperate shortage of
providers. Examining supply over the four
years since 2020 when the study’s authors

conducted a precursor study revealed

that the number of childcare places

had increased by about 10% while the
population of children under five had not
grown. Thus, while in 2020 34% of regions
were classified as childcare ‘deserts’ (more
than three children per childcare place),
that figure had dropped to 24% by 2024.
The supply/demand ratio had improved

in all states/territories except the ACT
(where supply/demand imbalance was
already quite insignificant) and Tasmania,
where the percentage of regions classified
as deserts remained the same at 57%.
Even so, the study may be biased toward
overestimating the problem because it
excludes family daycare.

Geographic information systems
consultancy Area Search maps childcare
availability to population, and a summary
of these data is reproduced in Table 5
below. It indicates that excess demand for
places is most prevalent in the regional
areas of WA, SA, Tasmania and NT. Except
for WA, family incomes in these regions
are among the lowest in Australia. Regional
NSW and Victoria also appear to have a
moderate but less severe shortage. Of the
capital city metropolitan areas, only Perth
and Hobart are approaching childcare
desert status.

Childcare is most plentiful in the ACT and
Greater Brisbane, while the two largest
cities of Sydney and Melbourne are not far
behind.

11
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TABLE 5. NUMBER OF PRESCHOOL CHILDREN AND LONG Daycare PLACES AVAILABLE, BY
REGION, OCTOBER 2024

Greater LDC LDC Average Population Age Avg Daily Avg
Metropolitan Centres Places Places Age <5 <5 Per Fee ($) Taxable
Area of: Place Income $
Sydney 2,527 145,481 57 328,476 2.2 144 87,111
Melbourne 1,579 145,299 92 310,190 2.0 149 78,974
Brisbane 987 89,979 91 163,554 1.8 141 76,510
Adelaide 410 33,981 82 78,548 2.3 140 69,927
Perth 715 50,525 70 142,462 2.6 142 84,658
Hobart 71 5,304 74 13,380 2.6 121 69,644
Darwin 69 51,42 74 10,327 2.0 128 80,693
ACT 184 157,26 85 27,798 1.8 151 90,533
Regional
Areas of:
NSW 1,026 63,724 62 160,197 2.6 132 67,872
Victoria 408 37,350 91 86,968 2.4 137 64,982
Queensland 902 73,644 81 150,251 2.1 131 70,352
SA 76 5,020 66 20,198 3.9 126 60,978
WA 165 8,193 49 34,221 4.3 133 77,217
Tasmania 69 4,055 58 16,077 3.8 117 62,663
NT 28 1,535 54 7,434 4.8 120 66,023
Source: Area Search, https://areasearch.com.au/incolour/childcare

2.4.2 Staffing supply: Is there a skills
shortage?

According to modelling work commissioned
by Jobs and Skills Australia, as of
September 2024 there was a shortage of
21,000 childcare professionals to meet
current demand and a further shortage

of 18,000 to meet expected demand over
the next 10 years. It cites data showing
that the vacancy rate for childcare workers
rose sharply after 2019 but then began

to level off and show signs of normalising
in 2022-23. It also cites data indicating
that the vacancy rate in regional areas is
higher than in the cities, and data revealing
lower remuneration rates for childcare
workers than for those in other similar
jobs, such as preschool teachers.?” Its
detailed report on the childcare sector is
heavily laden with recommendations for
initiatives by governments to boost the
number of childcare professionals and
improve the content of the education and
training of care providers. Retention of
childcare workers is a perceived problem,
as reflected in the two-year Worker
Retention Payment newly offered by the
Commonwealth government in 2024 that
subsidises 15% above-award-rate wages
for childcare workers, paid through the

CCS — though notably, workers in family
daycare are not eligible for this payment.2®

2.5 Measuring outcomes

How does one evaluate the impact of
Australia’s present policy settings on

our children’s development? Several
attempts have been made to measure
young children’s developmental progress
and/or school readiness, of which I
review a selection below.?° I also review
reports from organisations that might be
expected to suggest practical metrics but
have instead suggested dimensions that
might be evaluated in ways that are left
unspecified.

2.5.1 Australian Early Development
Census (AEDC)

The AEDC is a national census of early
childhood development conducted once
every three years. This survey “looks at
five areas of early childhood development:
physical health and wellbeing, social
competence, emotional maturity, language
and cognitive skills (school-based),

and communication skills and general
knowledge”.3° The data are collected



from first grade schoolteachers and take
the form of survey responses to around
100 questions about the children under
their supervision. The last AEDC was
conducted in mid-2024 and results will
become available this year. The 2021 AEDC
tabulated results for 305,000 children and
was summarised by the Department of
Education as follows:

“At a national level, the AEDC data shows
the percentage of children who were on
track on 5 domains decreased for the first
time since 2009 (from 55.4% in 2018 to
54.8% in 2021). Results also show a slight
increase in the proportion of children who
are developmentally vulnerable:

e Children assessed as developmentally
vulnerable on one or more domain
increased from 21.7% in 2018 to 22%
in 2021

e Children assessed as developmentally
vulnerable on two or more domains
also increased from 11% in 2018 to
11.4% in 2021."

A full report on the 2021 AEDC is available
online.3! The results from 2009-2021 show
little deviation over time.3? Although the
recent dip occurred after the Covid era
and there are a number of other factors at
play, of which childcare is only one, these
lacklustre results — from an outcome-
measurement system that is structurally
divorced from the childcare sector, and
hence likely not captured by special
interests wishing to protect this sector —
suggest that the present childcare quality
assurance regulatory regime may not be
optimal.

2.5.2. Other measures

The OECD suggests a five-dimensional
approach to, in their words, “building [early
childhood education and care] systems
that foster quality in children’s everyday
experiences from their interactions with
their environment”.3® The referenced
dimensions are curriculum and pedagogy;
workforce development; quality standards,
governance and financing; monitoring

and data; and family and community
engagement. However, like many other
public statements about what we would like
to achieve in early learning environments
and how to do so, this guidance is
aspirational and cannot be used in a

practical sense to measure quantitatively
how well children are faring in a particular
country’s childcare sector relative to those
in another country.

The Australian Commonwealth government
has developed an Early Years Strategy
2024-2034 and a set of measures to
evaluate eight outcomes, of which six are
directly relevant to child development: that
children are nurtured and safe; that they
are socially, emotionally, physically and
mentally healthy; that they are learning;
that they have strong connections to
culture; that they have opportunities to
play and imagine; and that their basic
needs are met. These strategic goals are
not directly related to childcare outside the
home, although the quality and quantity of
childcare experiences would feed into the
outcomes.** The Australian National Early
Learning and Literacy Coalition published
materials nominating four ‘priority areas’
that describe what is important for
children’s optimal development, which
served as the framework for the National
Early Language and Literacy Strategy that
this coalition proposed in 2021.3> However,
the coalition formally disbanded after
producing this strategy and was not in the
business of measurement.

The Commonwealth Department of
Education does have a Preschool Outcomes
Measure being trialled this year.3¢ This
measure is still under development

and is intended to help educators gain
insight into the progress a child is making
against learning standards in ‘executive
function’ and ‘oral language and literacy’.
Once ready, the Department notes that
participation in the trial by childcare
services will be voluntary, and that results
from the trial will be used to inform further
implementation.

2.6 Measuring returns to
Australia’s childcare policy

As briefly discussed previously, a natural
target for an economist wishing to evaluate
Australia’s investment into childcare would
be to estimate a return on investment. How
might we proceed to do this?

In my view, recovering a reliable numerical
ROI for the money governments presently
spend on intervening in the childcare
market is not viable, for a number of
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reasons. First, apart from a few studies
cited in this report that link disadvantaged
children’s early experiences to their later-
life outcomes, we simply do not have good
measures of how children in childcare
versus not in childcare fare on average

in terms of total lifetime incomes, health,
happiness, or really anything we might care
about and are able reasonably to quantify
and monetise.

Second, even if we had information on how
beneficial or harmful it was on average for
children to be placed in childcare outside
their own homes, it is not as though the
government is investing in something that
would not otherwise happen. Childcare
markets would still be there (whether
formal or informal, paid or unpaid), and
might operate even more efficiently if
governments were less, or differently,
involved. This is also worth bearing in mind
when considering whether the present
amount of government regulation of the
sector, reviewed in detail in the online
appendix of this report, is optimal.

Hence, government expenditure on
childcare does not have the features of
a traditional ‘investment’ in which the
investment itself can be directly tied to
producing something that would otherwise
not be produced. (For example, as
noted briefly in the next chapter, there
is even a disagreement in the literature
about whether it is childcare availability,
or conversely just broad social norms,
that has driven up female labour force
participation since the mid-1970s.)

Also, many recent reports and analyses, of
which some are reviewed below, indicate
that government intervention itself, in

the form of demand-side subsidies, has
been observed over the recent past to
influence the apparent cost of care. The
government is evidently not a price-taker
but a price-maker in the childcare market,
as government investment itself arguably
reduces the net return earned per dollar
invested.

Another problem is that much of what

one would desire to eventuate from
government intervention in the childcare
market in the short run, like accessibility

or quality of paid care alternatives, is not
quantifiable in terms of dollar values except
by very ham-fisted and attackable ways,
like valuing each hour of accessible care at

the average female wage.

For all of these reasons, trying to generate
even a rough ROI determination is a fool’s
errand, in my view. However, one may
still reasonably ask a question about the
likely sign of the effect: is government
involvement in providing childcare likely
to generate returns over and above what
would be generated if the government did
not intervene at all?

Let us think for a moment about this
question from a simple logical standpoint,
based on what is known about the likely
value of care to different sorts of children
and the economic value of having different
sorts of women enter the paid labour force.
Suppose the child’s family is advantaged,
in the sense of being able to offer a
developmentally appropriate home to the
child. In this case, subsidising care is likely
to have lower returns (due to a lower — or
even negative — marginal value of paid
care compared to the already good unpaid
care the child would receive at home) than
if the family were disadvantaged.

Now suppose that the mother would

pay high taxes and be very productive if
employed outside the home. In this case,
subsidising care is likely to have higher
returns, in the form of hefty tax receipts
and efficiency gains, than if the mother
would not pay these taxes or be highly
productive if employed. These two forces
often operate in opposing directions, since
advantaged families tend to be those that
on average earn more money and hence
pay more taxes and are more productive
at everything, including both raising happy
and productive children, and working in
paid jobs.

I would confidently say based on simple
logic plus the results of what limited
research exists linking quality childcare
to later adult outcomes (e.g., Campbell et
al., 2014,%” Barnett and Boocock 1998,3®
Mitchell et al., 20083°, Muennig et al.,
201149)4 that there are significant public
and private lifetime returns to children

in the worst home circumstances of

being able to attend high-quality paid
care — care that may not be accessible
to their families via the private market

— and that for this reason of market
failure, some government support for the
provision of high-quality out-of-home care
for such children is likely to be a wise



social investment. Economic logic would
support additional public subsidies in the
case of efficiency gains of drawing high-
productivity women from unpaid care of
their own children into the paid labour

market, and to the extent that carers

looking after groups larger than a family

can exploit returns to scale in providing
childcare. This, of course, is conditional on
the quality of paid care being no lower than
what would otherwise be provided at home
and on these gains not being fully absorbed
by the private actors themselves.

3: Evidence From Academic Research And Overseas

Experiences

3.0 A large body of research

A large volume of international research
has been produced over the past 50

years — since women started entering
labour markets in Western society in large
numbers, and modern empirical analysis
methods became available — investigating
the connections between both paid and
unpaid childcare and the outcomes with
which this care is associated. As sketched
in Chapter 1, these outcomes include child
development (sometimes proxied by the
nature of children’s experiences in care)
and parents’ (and especially mothers’)
labour market outcomes, and to a lesser
extent society-wide fertility or family
formation, women’s or families’ outcomes
more holistically, and labour market
outcomes in the childcare sector.

Impact estimates reported in the literature
are typically calculated relative to baseline
outcomes, where this baseline may be, for
example, the development of children not
attending paid care/preschool, or attending
fewer hours of paid care/preschool, or the
labour market participation rate of mothers
whose children do not attend paid care.
Impacts are generally reported as average
effects, or average effects for particular
demographic subgroups (e.g., children from
disadvantaged families), but one should
bear in mind that different children are
likely to have different needs and hence to
respond heterogeneously to different care
situations.

In this chapter, my goals are first to review
recent and well-established findings in
these areas, whether built on Australian or

overseas data, and then to examine the
different features of the childcare systems,
and their correlates, in a selection of peer
nations. Australia may be able to draw
lessons for the design of our systems

from both findings in the international
research literature, and from examining
how else childcare might be done. What is
not reviewed in this chapter is any of the
voluminous scholarship about what specific
features of a child’s experiences are more
or less helpful for his or her development,
with my treatment of this question being
limited to high-level features such as what
type of care setting the child experiences
at what age (for example, family daycare
versus centre-based care, or ‘high-quality’
versus ‘low-quality’ care as judged by
available summary measures).

3.1 Academic and policy
research by Australian
researchers

Several research teams within government,
at universities, or in think tanks in Australia
have produced or are presently working

on studies of childcare, often though not
always using Australian data. A selection

of the richest and most recent of these
studies is detailed below, together with a
brief summary of their findings.

1.The Australian Institute of Health and
Welfare produced a working paper in
2015, entitled Literature review of the
impact of early childhood education
and care on learning and development,
a meta-analysis of existing studies,
that offers arguably the most
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comprehensive view presently
available of the link between childcare
and children’s outcomes in Australia.*?
Breaking the reviewed studies into
those that focused on children aged

0 to 3 versus on those 3 to 5 years of
age, the author (Alison Watter) found
in several studies that experiencing
‘high-quality’ paid childcare was
associated with positive developmental
outcomes, particularly for children
from disadvantaged backgrounds.
Negative impacts on development
were found to be associated with
attendance at ‘low-quality’ care. On
the intensive margin, spending more
hours in paid childcare was found to
be associated variously with positive
and negative developmental outcomes,
depending on the study. For children
aged 3 to 5 years, attendance at
childcare was found robustly to be
good for development, especially if
children were from disadvantaged
backgrounds (for whom being mixed
with children from other backgrounds
was also found to be beneficial).
Quality was found to be vastly more
important than quantity of paid care
experienced in determining children’s
outcomes; and provision of high-
quality care for children was found to
be a massively beneficial investment
from a whole-of-society perspective.
Still, on p. 8 of this report, it is stated
that “[h]ousehold income, parental and
particularly maternal education and
the home learning environment are
the strongest predictors of children’s
developmental outcomes”. How
‘quality’ is defined varies by study, but
the report notes that quality has been
“established by extensive research

as including the following elements:
group size, staff to child ratio,
supervision level, teacher sensitivity,
richness or quality of staff interactions,
learning and emotional climate,
curriculum content, and teacher or
caregiver qualifications”. Notably,
several items on this list do not seem
easy to verify by a third-party quality
assurer without regular intensive

and unannounced site visits, and the
list does not overlap perfectly with
the contents of Australia’s National
Quality Framework. Also relevant

to the definition of quality, “having

nurturing, warm and attentive carers
is the most critical attribute of quality
in any childcare setting, especially for
younger children,” according to the
author of this report (p. 9).

. The Murdoch Children’s Research

Institute and collaborators released a
review in 2019 entitled Early childhood
education and care: An evidence based
review of indicators to assess quality,
quantity, and participation.** The
authors reported that judged against
the National Quality Framework,
fewer than half of the care facilities

in Australia in 2018 were rated as
‘exceeding’ the standards set in the
various areas, and only 25% received
this rating in the three dimensions

of quality that the authors concluded
were most important to children’s
development (while also at least
meeting stipulated standards in other
dimensions). This may indicate that
the de facto primary function of the
NQS is to identify poor performers,
rather than to reward, and hence
stimulate centres striving to be,
outstanding performers. The authors
also synthesised their literature review
into a recommendation that part-time,
high-quality care was almost surely
good for the development of children
two or fewer years from starting
school, carrying the implication that
funding such care would be a sound
investment for the government.#4

.In a chapter entitled Designing public

subsidies for private markets: Rent-
seeking, inequality, and childcare
policy within the 2022 volume
Designing Social Service Markets:
Risk, Regulation, and Rent-seeking,
Adam Stebbing* reviews many recent
scholarly and policy contributions

on the usage and consequences of
Australia’s childcare sector and notes
that since the major shift almost

40 years ago from public to private
provision of childcare in Australia,
public childcare subsidies have

flowed into private pockets, with at
least some of this flow fairly termed
‘rent-seeking’. Stebbing reviews the
varied opinions on the success of this
change, noting that while childcare
coverage has expanded, “mounting
evidence supports persistent concerns



about limits to the availability and
affordability of quality childcare
services as profits for providers have
soared in the past two decades” (p.
302). He examines the various formats
of demand-side subsidies employed
by successive governments and their
apparent impacts and concludes

that “childcare policies that more
closely resemble direct expenditures
have been less inefficient and more
equitable than those that possess
features of tax expenditure” (p. 302),
meaning those tied to tax assessments
or rebates. He further suggests, based
on a review of the impact of the three
months of universal childcare provided
during the Covid era via conditional
supply-side subsidies, that fruitful
directions of reform targeting more
equity and less rent-seeking could
involve imposing conditions, such

as capping the out-of-pocket fees
charged by a centre that receives
public (supply-side) subsidies, and/

or prohibiting gap fees from being
charged to low-income households by
such centres.

.Chrystal Whiteford, a PhD student at
Queensland University of Technology,
undertook a study entitled Early
childcare in Australia: quality of care,
experiences of care and developmental
outcomes for Australian children? in
2015 using the Longitudinal Study
of Australian Children. In her thesis,
which features a voluminous literature
review, she finds of note that:

(1) the quality of childcare is hard
to define, hard to measure, and
hard to assure, as captured in
the statement on p. 45 that
“Observational measures are
often considered a more reliable
measure of quality in childcare
settings [relative to structural
measures that do not require
direct observation]. However, due
to increased costs associated with
observational measures alternate
forms of measuring quality are
required”;

(2) children who experience centre-
based (rather than parent or
home-based) care, and/or whose
intensity of care was high,

particularly as an infant, were
more likely to experience several
conduct problems, lower language
and literacy, and ill health at ages
6 or 7; and

(3) the presence of two parents in the
home, and other variables about
the child (such as sex) and home
situation (such as socio-economic
status), were more predictive
of later-childhood outcomes
than anything about childcare
experiences.

Whiteford (2015) also finds some evidence
in support of the notion that average
childcare quality in Australia is, while

not bad, also not stellar, but surprisingly
little evidence that measures of quality

of care when young are determinative of
academic, social or health outcomes at age
6 or7.

Certain Australian authors have established
a track record of contributing high-quality,
policy-relevant research on matters related
to early learning. Perhaps most prominent
amongst these is Robert Breunig. In

his most recent published work on the
topic, Gong and Breunig (2017)%” apply

a structural model of labour supply and
childcare demand to Australian data to
compare the impacts of direct childcare
subsidies to tax credits. They find that
direct subsidies are less efficient but more
re-distributional than tax credits, which
are more effective at unlocking labour
(disproportionately the labour of better-off
women) and raising household income.

Finally, a brief mention is in order

about what can be concluded about the
comparative quality of family daycare and
centre-based long daycare in Australia.
Some institutionalised daycare industry
advocates have claimed that family daycare
is less safe for children, and/or incapable of
providing educational enrichment, relative
to institutionalised care.

One source claims that in the last 12 years,
there have been two deaths of children in
New South Wales daycare settings — one
in family daycare, and the other in long
daycare — and concludes that because the
number of family daycare services is only
about 5% of the number of long daycare
services, family daycare is therefore less
safe. The first point to make is that drawing
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such a conclusion is unwarranted because
of insufficient observations: one death in
each setting is simply too few to go on,
regardless of the number of settings of
each type.

The second point is that examining child
deaths across the state in aggregate makes
clear that if the statistics above are correct,
then compared to any type of paid care
setting it is far more life-threatening for

a child in NSW to be cared for in his or

her home.*® While accidents and deaths

do occur when children are in care, and
reported incidents may be higher in family
daycare settings than in institutionalised
care settings,*° the absolute numbers are
very low.

The final point to make is that child deaths
are only one, very extreme, measure of
safety. Such are the perceived quality
problems in the childcare industry

today that the Australian Broadcasting
Corporation ran a documentary in March
of this year about the poor care quality
received by children in childcare centres,
in which for-profit centres were found to
feature “child abuse, neglect, and injury,
highlighting critical gaps in childcare
safety and accountability”.>° A review

of the documentary by Marg Rogers

sets out the reasons, to do with profit-
seeking, careerism, and accountability,
that may underpin the poor quality of care
particularly at some for-profit long daycare
centres,*! something also highlighted in
several other recent reviews and news
reports.>?

These reports have been sufficiently
alarming to the public that several
Australian state governments have taken
responsive action in recent months,
including a “snap review” undertaken by
Victoria. The final report from that review
recommends, both to the state and to

the Commonwealth, more monitoring

and regulation: establishing a national
abuse register and a new “national reform
commission”, mandating more CCTV
coverage, strengthening the Working with
Children Check system and mandatory
child safety training for workers, and
increasing staff requirements.>3 The
connection between these actions and
improving the health and safety of
children — like the connection between the
National Quality Framework as a whole and

childcare quality, as mentioned earlier -
remains unproven.

3.2 Academic and policy
research using overseas data

Australian policy discussions, whether
about childcare or other areas, frequently
omit entirely any consideration of what
peer nations are doing, and thereby miss
the chance to learn from both mistakes and
successes experienced overseas that may
be valuable inputs to our domestic policy-
setting. Keen not to repeat this mistake,

I review here some findings from other
countries that help to contextualise what

is going on in Australia with regard to the
childcare sector and childcare policies, and
may help inform the development of fruitful
reform directions.

Zollinger and Widmer (2020)%* observe
that the many different styles of childcare
available in different Swiss regions may
have arisen due to the different framing
of the purpose of childcare employed by
those in political power in the different
regions. The frames suggested are ‘social
integration’, ‘labour market’, ‘gender
equality’, or ‘poverty reduction’ (also
termed ‘male breadwinner’). The authors
make specific suggestions of care formats
that correspond best to each of these
frames. It is not unreasonable to expect a
similar link to exist over time and/or across
regions between political messaging and
policy design in other countries, including
Australia, underscoring the importance

of differentiating between political or
ideological rhetoric and fundamental
economic realities in examining childcare
markets and proposing reforms.

Griffen (2019)55 builds a structural model
of families and care options calibrated

to mimic American policy settings and
applies this model to real US data. He finds
that counterfactually expanding access
to a relatively high-quality early learning
program that has traditionally focused

on serving disadvantaged children, called
Head Start, is (perhaps unsurprisingly,
given the findings already reviewed

in this chapter) expected to improve
children’s developmental outcomes. By
contrast, he finds that simply expanding
childcare subsidies has no effect on

child development, but positively affects



maternal labour force participation, which
he interprets as indicating the lack of a
trade-off between these two different goals
of childcare.

Similar qualitative conclusions are reached
by Albanesi et al., (2022)%¢ using data from
across Europe. These latter authors also
emphasise that the impact of paid childcare
on child development depends crucially on
the counterfactual situation of the child in
question, recognising that either situation
(unpaid parental care or paid childcare)
may be superior.

Sluiter et al., (2023)7 find that child
wellbeing is higher and problematic
behaviours lower in home-based care than
in centre-based care for their study sample
of children under 40 months old, and that
what the authors term ‘process quality’ (as
opposed to ‘structural quality’, the latter
being more easily measured by top-down
quality assurance mechanisms such as the
one in place in Australia) is more related to
child functioning in home-based as opposed
to centre-based care.

A Canadian review from 2019 goes so

far as to claim that “[t]here is a general
consensus that process quality in [early
learning and childcare] settings is the
primary driver of gains in children’s
development”.>® Sluiter et al., (2023)

also find that the “quality of the dyadic
relationship” (i.e., the relationship between
child and carer), a specific component

of the domain of process quality, was
associated with higher child wellbeing and
fewer problem behaviours for the very
young children in their sample, something
highlighted in Schoch (2023),%° who writes:
“The characteristics of high-quality ECE
often look different for infants and toddlers
than for older preschoolers ... [I]nfants
and toddlers show greater developmental
gains when they experience continuity of
care (i.e., the same caregiver over time;
for example, over the day or week, or from
year to year)” (p. 5).

Similarly, Burchinal et al., (2016) review
eight large published analyses of the

link between various measures of care
quality and care dosage (i.e., hours per
week) with preschool children’s outcomes
in the domains of language, literacy,
mathematics, and social skills.®® The
authors find that more exposure to high-
quality care is better for disadvantaged

children, which is unsurprising if every
hour of high-quality care substitutes for an
hour of lower-quality care that the children
would counterfactually receive in their
home environment. These authors also

find that child outcomes are not affected
by what they call ‘global’ quality measures,
i.e., physical features of the environment
and other features more easily gauged by a
bureaucratic quality-measurement system,
once they account for the instructional and
emotional quality of interactions between
children and carers. The quality of these
interactions, by contrast, is strongly related
to child outcomes.

In Australia, we would be wise to bear in
mind the likely higher returns available
to providing high-quality care, even at
doses much higher than targeted by the
present ‘Universal Childcare’ proposal,

to children in disadvantaged family
situations. This includes many children in
regional and remote Australia and those
growing up in cultural environments that
are not associated with high intellectual
achievement, social skill development, or
later-life wellbeing. We would also do well
to bear in mind the importance to child
wellbeing of the quality of the carer-child
relationship, and of facets of the childcare
setting apart from easily measurable
structural factors, particularly for very
young children.

Scherer and Pavolini (2023)% examine the
connections between maternal labour force
participation, maternal education, and the
prevalence of public childcare at the region
level in 20 different European countries
from 2000 to 2019. These authors

find that increased coverage of public
childcare was associated, likely causally,
with economically meaningful increases

in maternal labour force participation,
particularly for less-educated mothers

and particularly in the form of increasing
full-time employment. Narazani (2023)¢?
builds a structural model to estimate the
impact of increased childcare provision on
maternal labour market participation in
Europe, finding — like Scherer and Pavolini
(2023) — that the estimated impact is
positive, especially for countries with
initially low levels of paid childcare.

However, Pasternack and Cook (2024)53
(Chapter 1) note that maternal labour force
participation in the UK has steadily risen
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since the mid-1980s, starting well before
the modern system of childcare subsidies,
and that the proportion of non-working
mothers who say they would like a job has
stayed relatively fixed. The authors observe
on the basis of these patterns that broader
cultural, socio-economic, or demographic
changes — rather than the specifics of the
paid childcare and parental leave systems
— may be the main factors responsible

for the observed historical trends in
maternal labour force participation rates.
These same authors report that large
fractions of the UK public believe that
children are best off spending time mainly
with parents until their second birthday,
and see finances as the main barrier to
organising their own child’s life in this

way (Chapter 2). Bearing in mind these
results, Australian policymakers should not
immediately assume that childcare is the
only factor constraining women’s labour
market participation choices, and should
be aware that the change in measures like
women’s hours of work that may flow from
improving childcare access is likely to fall
as starting levels of both childcare access
and women'’s hours of work increase.

3.3 International policy
experiences

In this final section of Chapter 3, I review

a selection of work that describes and
evaluates the specific features of childcare
systems in several of Australia’s peer
nations overseas, focusing on what lessons
may be gleaned from these systems that
could point towards potential improvements
in Australian policies. Naturally, many other
policy, economic and cultural settings differ
between Australia and overseas countries,
and so the comparisons here are provided
mainly to expand our understanding of how
the problem of caring for children could be
addressed, and subject to the caveat that
wholesale adoption of another country’s
policy would likely not result in the exact
same outcomes in Australia, due to such
differences.

3.3.1 United States

In the US, which is known for its
comparatively miserly family leave

policies, Kang et al., (2002) find that the
availability of paid family leave in California
(at a still arguably miserly rate of 55%

of income paid for eight weeks) made it
more likely that women, including low-
income women, would be employed a year
after their child’s birth. The stated goal of
California’s paid family leave policy was

to provide a particular type of insurance,
theretofore unknown or very modest, to
workers and families.®* Similar effects on
maternal labour force attachment may

not be created by increases in parental
leave policies in Australia or other OECD
countries, whose baseline levels of parental
leave are far more generous already. For

a review of such policies, see Ramoso and
Hill (2023)55,

In a series of blog posts in 2023, Bick et
al.,®® at the Federal Reserve of St Louis
examined the rebound of labour force
participation after the covid era amongst
various sub-categories of workers,
including women with young children, older
workers and so forth, looking to test the
hypothesis that participation had declined
post-covid because of the observed rise in
childcare prices and decline in the number
of childcare workers (implying lower
accessibility of care).

The authors find that difficulties in securing
childcare are unlikely to be responsible for
the aggregate observed reduction in labour
force participation — as the participation

of married women with young children

has in fact rebounded strongly relative

to other groups — and that it is instead
mainly those 55+ who have pulled away
from the labour market post-covid (and for
this group, the lack of gender difference

in the decline in labour force participation
indicates that an increase in grandparent-
provided care is unlikely to be responsible
for this decline). Again, this result may
temper our expectations about the degree
to which changes in the Australian childcare
sector will move the dial on women’s labour
force participation.

In very recent work, Pepin (2024)%

finds that expansions in demand-side
childcare subsidies in the US starting in
2003, designed to help offset the rising
costs of childcare for working families,
increased uptake of care and also led to

a rise in married maternal labour force
participation. In a similar vein, Jasinska
(2024)% examines the effects of demand-
side financial intervention on the utilisation
of care and/or the availability of care,
cognisant of the fact that in the US, a



significant amount of pent-up demand
exists in low-income families due to the
low accessibility of affordable care. Families
with pent-up demand by definition are
using either in-home care or informal
(unpaid) care by others, but would prefer
to use paid care, if they could afford it.

The specific demand-side policy reviewed

is a tax credit, which the author advises
enhancing to make it refundable, larger,
and paid on a monthly basis rather than
yearly to most effectively assist low-income
parents on a strict budget.

The links found between childcare ‘deserts’,
undersupply of childcare workers, and
income of parents in the Jobs and Skills
Australia®® study of workforce demand may
be viewed as circumstantial evidence that
Australian families living in these regions
also experience pent-up demand.

3.3.2 Canada

The Canadian province of Quebec has a
supply-side-subsidised childcare system,
first introduced in 1996 with the intent to
increase female labour force participation
and improve women’s work-life balance,
and to provide children, particularly those
from low-income families, with greater
developmental opportunities.”® It also had
the ancillary goal of boosting government
revenues by enticing more tax-generating
workers into the economy. The system
involves a flat fee of close to A$10 per day
at current exchange rates, which compares
to the national average fee of about three
times that amount. Quebec’s participation
rate in childcare is accordingly significantly
higher than the national average, with
approximately 70% of children aged 0-5 in
care, compared with the national average
of 50% (Productivity Commission, Vol. 3,
p. 32). The Canadian government’s policy
is to bring the other provinces into line
with Quebec. The provinces have sighed

a formal agreement with the federal
government to have the A$10 fee model in
place by 2026. (Productivity Commission,
ibid.) The province of British Columbia

is piloting 12,000 publicly funded places
at ‘prototype sites’ — forming a pilot of
switching to a supply-side funding model
— along with additional incentives for
public and not-for-profit centres to expand,
particularly in under-served regions
(Productivity Commission, Vol. 3, p. 36-
37.)

Cherry (2024)7* compares the childcare
systems in Quebec and NSW, finding

that the lower out-of-pocket fees paid

by Quebecois households are associated
with higher-intensity care use by children
and also with much stronger attachment
(more participation, and higher hours of
work) for mothers in Quebec, relative to
mothers in NSW. However, taxes on the
Quebec population have risen alongside
the switch to supply-side funding, a
correlation that may be partly causal.”?

In addition, concerns have been raised
about the quality of care provided to
children in the Quebec system, with

some research indicating a lower overall
quality of care and decreased accessibility
of care to low-income parents (due to
substantially increased demand) after the
introduction of the supply-side model.”?
Fortin (2017) provides evidence that

care quality problems in the Quebecois
supply-side system are concentrated in
for-profit care centres, with centres that
are directly overseen by local parents
observed to deliver higher quality care.”
This indicates that it is not the supply-side
system per se that creates a care quality
problem, but rather some combination of
the governance or quality control system
and the funding system. All of this evidence
should be considered in light of the
limitations of the top-down, bureaucratic
quality measurement system (similar to
Australia’s) that is the source of the quality
measures analysed.

A critique of Cherry (2024) by Gordon
Cleveland” notes the following about
Australia’s childcare sector: “Every time the
Commonwealth government pours more
money into the system, out-of-pocket child
care fees fall temporarily. After a short
while, these out-of-pocket costs gradually
rise back to previous levels.” Cleveland
argues that the demand-side focus of
Australia’s government intervention may
be inferior to a supply-side focus as seen in
Quebec, where centres receive operational
grants directly from the government

and fees are capped,’® at least as far as
producing low out-of-pocket fees and
public accountability of funding. Another
implication of this work is that Australian
mothers’ labour force participation or work
hours might respond strongly to actual
reductions in childcare fees, even if these
measures do not respond strongly to
increases in subsidies (which ultimately are
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taken away from parents through higher
fees). However, the Quebec experience
suggests that any change in the direction of
supply-side funding should be accompanied
by the decentralisation of governance and/
or quality oversight, in order to minimise
the likelihood of a reduction in care quality.

3.3.3 Europe

In the UK, childcare policy has been
governed by the overarching goals of
improving outcomes for disadvantaged
children, improving preparedness for school
for all children, and increasing labour force
participation.”’” Haux (2024)7® observes that
childcare policy was a major election issue
that year in the UK. She analyses the state
of the UK childcare market and concludes
bluntly that "CEYP [the childcare and early
years provision system] in England is not
working for parents, providers or children
in terms of its affordability, sustainability
and quality” (p. 135). Her review of the
policy proposals suggested by the major UK
political parties and think tanks reveals a
mix of demand-side or supply-side subsidy
increases or expansions; adjustments to
details of timing and format (e.g., changing
the location of care or the staff-child ratio,
extending the hours that care is available,
or formalising more community support

for caregivers); and reducing regulation.
Clearly, Australia is not alone in its present
struggles to set optimal childcare policies.

Lind (2021)7° sketches the policies relevant
to childcare usage in the Nordic countries,
which aim to promote gender equality

and equality of opportunity for children of
all demographics. These policies include
childcare market interventions as well as
paid parental leave policies. What stands
out in these countries’ policy landscapes,
relative to those of peer nations including
Australia, are:

(1) the pegging of fee caps to
percentages of household income
(for example, a maximum of 3% of
household income);

(2) penalties on households in which
fathers do not take any parental leave
(with these penalties taking the form of
the forfeiture of some number of days
of paid parental leave);

(3) childcare is underwritten by
governments universally, with no

household- or parent-specific activity or
income tests; and

(4) childcare services are often provided
directly by government, or contracted
out to private providers by government,
and are commonly viewed as ‘critical
infrastructure’ similar to wharves or
roads.

Yet, Gupta et al., (2008)%° find that overly
‘family-friendly’ policies, which are often
pursued in Nordic countries for the sake,
at least in part, of helping mothers, are
high in cost and may ironically lead to
the widening of gender gaps in work
experience and career progression. Still,
they find no trade-off between children’s
wellbeing and mothers’ wellbeing,

with Nordic children’s experience in
government-provided childcare being
associated with no worse outcomes, and
sometimes superior outcomes, for children
compared to experiencing in-home care.

Ireland (along with New Zealand) uses

a mix of demand- and supply-side
instruments and both Ireland and New
Zealand, according to the Productivity
Commission, are attempting to move

more in the supply-side direction, while

the Netherlands is moving the other way
(Productivity Commission, Vol. 3, p. 37.) In
the example of Ireland, the shift toward the
supply side is intended to raise the quality
of services by facilitating a more highly-
educated (degreed) workforce, and to bring
childcare more tightly under the purview of
regulators.8!



4: Policy Recommendations

4.0 Basis for recommendations

In this report, I have examined the
current state of Australia’s childcare
market through an economic lens and
reviewed both academic literature and
what childcare institutions look like in peer
nations, linking both research findings and
alternative policy settings to the core goals
of paid childcare. The overall objective

of the exercise has been to provide food
for thought about what changes, if any,

to Australia’s childcare system might be
advisable if we wish the system to better
address its core goals. In this section,

I present my conclusions based on a
synthesis of the material in the foregoing
chapters and the online appendix, prefacing
my conclusions with a summary of the
conclusions drawn by the Productivity
Commission last year.

4.0.1 The Productivity Commission
report: is it anti-productivity?

Some of the recommendations of the
Productivity Commission’s report handed
to government in June 2024 have already
been taken up by federal government
legislation, as detailed in Chapter 2.82

The commission’s report was, in my view,
disappointing in its strong support for

an expansion of bureaucratic/regulatory
oversight as a winning solution. In fact, my
review of the Australian childcare sector
leads me to conclude that the already
cumbersome regulatory structure is a large
part of the problem, rather than part of
the solution. Expanding it further by giving
regulators more resources will simply
further expand the regulatory burden and
discourage participation in the sector,

with no logical reason to expect such an
expansion to improve the quality issues
that currently beleaguer the sector.

The Productivity Commission’s promotion
of adding bureaucratic layers shows up in
several ways in its report. For example,

on page 25, it is stated that “"At the same
time, a proactive regulatory system is
critical to ensuring quality in ECEC, through
working with services to improve their
quality and taking action against those
who continuously fail to meet national
standards”. I note that the NQS has been

in place since 2012, and hence has had 12
years to do its job, which it arguably has
failed to do to a satisfactory level, so giving
regulators more resources is equivalent to
doubling down on failure. Regulators have
weak motivation to go after poor quality

— in fact their incentives are in some ways
the opposite, since their jobs depend on
there being a perceived problem to oversee
— and are hampered in their ability to
observe quality-relevant attributes of any
individual care setting.

Parents, by contrast, have every motivation
to expend effort on checking the quality
of care their children might receive or

are receiving in a particular care setting
and observe it directly. The Productivity
Commission favours expanding the
bureaucracy on the demand side of

the childcare sector even further: “An
independent ECEC Commission should

be established to support, advise and
monitor governments’ progress towards
universal access to ECEC”. The final report
of South Australia’s Royal Commission
into Early Childhood Education and Care,
released in August 2023,83 similarly calls
for an expanded bureaucracy, along with
government provision of more access,
including in childcare ‘deserts’, more
subsidised hours of care, and additional
support for particular types of children.

As a matter of principle, I believe
Australian governments at all levels

can help achieve productivity gains by
drastically reducing the regulatory burden
where market discovery is a better option,
not just in relation to childcare, but in other
areas of public policy. It seems to me that
endlessly adding regulatory interference
and oversight is inimical to quality
improvements and, ironically, is often anti-
productivity, in light of the burdensome
level of regulation already affecting
Australian industry.

What seems to have happened in the
childcare sector is a common phenomenon
wherever heavy-handed regulation has
been layered on over a period of time.
Rather than improve conditions for the
intended beneficiaries (in this case,
children, parents and the economy),
adding regulations creates a whole
cottage industry consisting of opportunists
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providing products and services to make
the system work ‘better”.

I am referring to the legions of bureaucrats
hired to create and oversee the regulations
and make new ones, the educational
institutions providing courses, the lawyers,
accountants and consultants providing
advice and remediation to ensure the
regulations are being followed and the
books kept straight, the safety inspectors
to ensure properties meet the required
standards, the nutrition experts to ensure
the food is good enough, and so on and
on. Once this cottage industry becomes
entrenched, there is so much skin in the
game for so many players that unravelling
it becomes exceedingly difficult, even
when doing so is in the best interests of
children, their parents, and Australia as

a whole. The recent recommendations by
the Victorian review mentioned previously
to further increase oversight, monitoring,
and regulations in response to child sex-
abuse scandals plaguing private Australian
childcare providers would have been music
to the ears of this entrenched group.

The Minderoo Foundation and Impact
Economic and Policy released a report in
November 20248 that was similarly critical
of the Productivity Commission’s report,
although Minderoo focused mainly on
potential mistakes in the PC’s modelling
of the impact of ‘universal’ childcare (by
which is really meant expanded access
to some amount of childcare at more
affordable rates) on women'’s labour
force participation. The Minderoo report
echoes some of my observations about
the childcare sector, including quality
and access problems, and highlights
information barriers, switching costs,
insufficient competition, and over-
involvement of government as the core
problems.

I make the recommendations below

in the context of a push for further
Commonwealth governmental underwriting
of childcare by the Albanese Labor
government. Termed “universal basic
childcare”, what will be offered to all
parents starting in January 2026 is three
days per week of taxpayer-funded childcare
in childcare centres, with no activity tests
for parents.®> Parents will not be forced to
use this care, but the universality of the
plan further reduces barriers to accessing

paid care for disadvantaged families, which
are exactly the families whose capacity to
provide high-quality care for their children
is likely to be most limited and therefore
whose childcare options society takes the
strongest interest in broadening.

Based on my review of the literature, the
primary concern I have with this plan is
not that it punishes mothers who choose
to stay home with their children (a concern
voiced by some commentators®), but

that the subsidy is structured to favour
institutionalised care settings and does
not address the further scarcity of supply
that it is likely to create. The grassroots
organisation For Parents would go further
than I advise by extending subsidies to
nannies, au pairs, and other forms of
care.®” However, I expect that organisation
would agree with me that if the proposed
expanded demand-side subsidy system

is implemented, eligibility for a more
generous subsidy should be extended to
family daycare.

I would also recommend that this be

done in tandem with implementing the
recommendations below to radically
simplify and decentralise the carer
qualification process and the quality
assurance system for all types of paid care,
in order to unlock supply and steer quality
control away from bureaucracies and
towards communities and markets.

4.1 Tier-one recommendations

What can Australia most obviously do to
improve the country’s performance on the
core goals of optimal child development,
optimal liberation of parental (and
particularly maternal) labour to seek its
best use, and optimal resource allocation
and working conditions within the paid
childcare market?

In my view the following policy changes
have the strongest support, based on
the application of conventional economic
analysis to the available information.

1. Radically modify the process for
qualifying new educators. The dual
processes of becoming a childcare
educator in Australia and operating a
childcare service are onerous, not to
say Kafkaesque, and in some states
the family daycare sub-sector has



become almost entirely depopulated.
While I do not have conclusive proof
of a causal connection between

these burdensome processes and the
number of family daycare providers
— we have seen in Chapter 2 of this
report that inferior pay rates and lower
rates of subsidy for family daycare
may also play a role — economic
logic suggests that many would-be
educators do not enter the market
because of the punishing processes
set out by regulations. Repeated
references throughout the literature
to quality problems indicate that the
current formal system of education
qualifications for both family- and
centre-based childcare is not working,
despite 12 years of being in place
(and neither is bureaucratic oversight
of quality; see Recommendation

2, below). Yet achieving even a
certificate III-level qualification takes
up to 18 months. I recommend a

far simpler system through which

the emphasis shifts from formal
educational qualifications in childcare
provision to personal and professional
attributes, including more broad-
based educational background and job
experience.

These attributes are what candidates
must provide in most employment
situations, and there is no reason
that childcare providers should face
a different model, provided they

are supported by advisors who can
be consulted about the educational
dimension of the care provided

and provide administrative support
for core training (such as first-aid
qualifications). Bear in mind that this
is childcare we are talking about,
and although directed educational
experiences are important, feelings
of being loved and valued, healthy
socialisation, and opportunities for
play and discovery are simply more
important than directed education,
particularly for the proper development
of very young children.

My minimum recommendation is to
simplify formal education requirements
for childcare workers, either through
modification and acceleration of the
current certificate III-level, diploma
and ECT programs, or, preferably, the

partial or wholesale removal of these
formal requirements for educators. For
example, since family daycare services
must have nominated coordinators and
centre-based services must engage
ECTs, greater responsibility should

rest with the coordinators and ECTs

to ensure that technical childcare
education requirements are being

met at the coalface, with the family
daycare service moving from the role
of ‘overseer of compliance’ towards the
role of supporter and advisor.

For individual educators, I recommend
in-person, on-site interviews lasting

no more than two hours each by two
to three state and/or community
representatives to verify that a
prospective carer is empathic and safe,
and that, in the case of family daycare,
the care location is appropriate, in
place of the sclerotic and discouraging
verification process whose connection
to actual childcare quality assurance is
unproven and that serves as a barrier
to entry. A preference in the approval
process for parents whose own
children are school-age or have left the
home could be added to this process

if desired, as an additional check on
the would-be carer’s competence in
caring for young children. The intent
of this recommendation is to improve
the allocation of resources into the
paid childcare sector (especially but
not exclusively enticing more would-
be family daycare providers into the
market, including parents), while also
improving the accessibility of childcare
for parents and thereby contributing to
the goal of liberating parental labour.

.Decentralise the childcare quality

verification process. The system

of verification of childcare quality
and weeding out of poor centres is
bureaucratic and not well-tethered to
the quality of care, whose intangible
dimensions, such as the personal
warmth of the carer, are of prime
importance for child development
according to the literature I have
reviewed (and according to common
sense). Such dimensions are costly
to measure well for bureaucratic
personnel who have no personal skin
in the game and are not themselves
local.
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Instead, the ‘quality’ dimensions
reviewed in the present system
include numerous easier-to-measure
dimensions such as exact square
metreage per child and educational
attainment requirements for carers. I
strongly suspect that actual childcare
quality is not well correlated with
quality as measured by this system.
There is evidence that under the
current system, site visits are often
reactionary, and while very poor-
quality centres may be identified and
excluded, excellent quality is not well-
incentivised, and a significant fraction
of centres operate under waivers due
to the onerousness of the regulatory
environment.

Instead, I recommend a quality
assurance system fed by market
forces, via the opinions of the parents
who are considering or using a centre
for their children. One could imagine

a system similar to what is used for
restaurant reviews or hotel reviews, in
which parents considering a childcare
facility (whether a long daycare centre
or family daycare) rate the facility

on overall quality plus one or two
specific dimensions per survey (e.g.,
‘Please rate the quality of the nutrition
provided at this centre’, or ‘Please rate
the quality of the outdoor space at
this centre’), making the task less of a
burden for parents.

Crowdsourcing of quality measurement
in the context of various industries
such as travel, restaurants, hospitality,
and jobs (e.g., Glassdoor®) involves
the use of customer reviews and
surveys to measure quality, identify
problems, improve standards in areas
where improvement is needed, and
establish ratings. Feedback in most
industries that use it is continuous,

in real time, evaluates every aspect

of the customer experience, can

be publicly viewed at the individual
customer level as well as the
aggregated ‘score’ and takes in

the whole gamut of perspectives.
Moreover, quality measures derived
from peers are more likely to be seen
as reliable by prospective users than
measures drawn from other sources.

Community ratings of childcare quality

could be collected (as they already
are in other industries by private
firms®®) and compiled into facility-
specific quality ratings that are then
made available to parents via a
government-run website similar to
the My School website that provides
quality information about Australian
schools (though based on NAPLAN
scores rather than parental ratings)
to parents and other stakeholders.®®
Transparency about care quality
would thereby be enhanced, and
measured quality would benefit from
being crowdsourced from observers
at the coal face who care about
quality (as they care about what the
children might experience), using
local signals, rather than determined
through a costly, blunt and reactionary
bureaucratic system.

It is worth noting in this context

that at the time regulations started
tightening a noose around the
childcare sector, particularly in the
early 2010s, tools based on technology
platforms such as crowdsourcing

and online reviews were still in their
infancy. The available technology and
the widespread use of it by the general
public are now so mainstream that

the ability to crowdsource signals of
quality has arguably overtaken the
need for much of the bureaucratic
oversight formerly applied in an
attempt to control quality, in childcare
and perhaps in other sectors as well.

.Strongly recommend family daycare

rather than institutionalised care

for infants and toddlers, when not
cared for by their own family. This
recommendation aligns with the
repeated finding in the literature that
a warm relationship with a carer in a
home-like environment featuring high
‘process quality’ is important for the
wellbeing of very young children.



4.2 Further suggestions for
consideration

The following policy changes are worth
considering, and could further improve the
Australian childcare system.

1. Consideration be given to other
approaches to funding. As noted in
Chapter 2, Australia has increasingly
pursued demand-side subsidies at the
expense of supply-side support since
the mid-1980s. Prior to that, industry
support was primarily in the form
of investments in bricks and mortar
plus subsidisation of staff salaries.

In 1986 the staff salary subsidy was
replaced by a per capita subsidy for
each childcare place. The demand-
side subsidies now preferred have
been enshrined more deeply in policy
as a result of serially more generous
legislation in the years since 2018.
This has been coupled with minimal
direct government provision of
childcare in favour of private providers,
resulting in rising childcare prices and
contributing to the collapse of some
private operators.

The other main funding model (and the
childcare funding model that Australia
began with, decades ago) is a supply-
side subsidy model, which can be
restrictive in limiting choices available
to the consumer. In its final report
into childcare in December 2023,°!
the ACCC recommended the use of
supply-side subsidies, along with other
measures and controls. However, it
noted the current ‘one-size-fits-all’
policy approach was not meeting

all needs. When applied across the
sector, it said this approach would
continue to leave some households
without adequate, affordable, and
accessible childcare options. I agree
with the ACCC that consumer choice
is fundamental to achieving good
outcomes in childcare, and more
flexibility in funding arrangements
should provide consumers with more
choice.

Notwithstanding growing frustration
in many quarters with the present
demand-side system, any return

to supply-side subsidies must be
preceded by a properly structured

and evaluated regional trial. Even if
regionally successful, without careful
design the cost of implementing such
a system nationwide could prove to
be unsustainable, adding an additional
$3 billion to $4 billion in costs to the
taxpayer.

Additionally, improvements could be
made to the government’s legislation
that abolishes the Child Care Subsidy
activity test to provide a guaranteed
three-day access to subsidised
childcare per week from January
2026. Equity could be enhanced and
taxpayer money saved by targeting
subsidies to lower-income families,
while tapering the subsidy much more
quickly so that the government is not
still subsidising families with $530,000
in annual income.

. When establishing more government-

run childcare centres in areas of
need, ensure that family daycare is a
significant part of the mix. The latest
legislation includes $1 billion for more
childcare centres in locations where
they are most needed, particularly
inner- and outer-regional areas
associated with lower family incomes.
I support this policy, but would urge
the government to recognise that
family daycare providers — if liberated
through the relaxation of regulations
discussed above — may be capable

of filling a significant chunk of pent-
up demand in these areas, meaning
that direct investment in long daycare
centres may not need to be as great
as presently imagined. While family-
managed or community-managed care
should never be discouraged, children
from vulnerable families placed in
multi-family care (including family
daycare) can learn from other children
outside their own family in ways not
supported by care models involving
only nannies, au pairs, and relatives,
while returns to scale are also higher
for multi-family care than for most
forms of unpaid or single-family care.

To reiterate why government provision
of some multi-family childcare
services may be socially optimal,
childcare centres have features of a
classic public good, and as such are
expected to be underprovided by the
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market. This is particularly the case in
Australia’s remote and regional areas,
which also have particularly acute
need for high-quality early learning
given that the disadvantage in these
areas should be expected to propagate
intergenerationally when unpaid care
within their own family is children’s
sole type of experience. Providing
alternative locations where children
can develop beyond the family home
in such communities — via direct
public action, if private providers are
unwilling to operate in such locations,
or via liberating family daycare
providers in these locations — may
help slow or stop this negative cycle.
As a bonus, if government is directly
involved in running a few hundred
childcare centres across the country,
it develops expertise that can be used
to assure the veracity of supply-side
subsidy claims in those areas.

4.3 Costings

The steady-state costs of most of the
policies I suggest are no higher, and are
likely lower, than what the government

is presently paying. I further expect that
out-of-pocket childcare costs to parents will
fall if these policies are adopted. However,
grandfathering out the old systems of
quality assurance and family daycare
approval will carry some costs, mainly to
the personnel who will be made redundant.
Such personnel could be offered incentives
to open their own childcare centre or family
daycare in their local community. A full
implementation plan for this transition is
beyond the scope of this report.

4.4 If we do not act

Australia’s childcare sector is poised to
continue to feature low accessibility and
rising parent costs, constraining parents’
labour force supply decisions and stressing
them financially, unless the market forces
that are presently constricted by over-
regulation on the supply side of the market
are released in some way. I also expect
that without more effectively addressing
parents’ direct observations of quality,

the present quality assurance system

will continue to deliver a quality of care
lower than what our children deserve.
While total costs may increase somewhat

if all of the recommendations in this

report are adopted Australia-wide, the

gain to Australian parents, their children,
and Australia’s future of cheaper, more
accessible, higher-quality care would, in my
estimation, be significant.
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Summary

The primary objective of this research report is to assess the organisation of the daily lives of children
aged O to 4 in Australia, and to determine whether present policy settings relevant to parental choices
are likely to be optimal. The author is particularly focused on whether the market for paid care is free,
informed, and functioning in a healthy fashion, what market failures are anticipated or evident that may
justify or be caused by government intervention, and what factors are driving parents’ choices about
what their children experience. The paper examines the different policy settings across Australian states
and territories, as well as other countries’ policies and what the academic literature has found about

the relationship between the nature of care and economic outcomes of interest, using Australian and
other Western data. The objective is to provide a better foundation from which to consider the potential
effects of different care options and policy settings on childcare quality, accessibility and affordability of
childcare and paid labour supply.
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