ACCC Childcare Inquiry 2023

27 November 2023



V& o

I acknbwlédge the Traditional Owners o-i’-Counfry
throughout Australia and recognise their continuing A0
connection to land, waters and community. ;;;c—_ _’,

We pay our respects to them and their cultures;
Elders past, present and emerging.

And finally, | extend that respect to other Aboriginal
and Torres Strait Islander people who are present

today.
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Our Analysis — what we collected and how we used it (Katie)

Deep dive: Local markets and the role of price (Micaela)
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Overview of the inquiry and
childcare in Australia

Micaela Bassford
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Overview of the Inquiry

5

The Treasurer, the Hon. Jim Chalmers MP, directed the
ACCC to conduct a price inquiry into the market for
childcare

« Costs incurred and prices charged by providers (& differences by
various factors)
» Factors affecting providers' profits, quality and viability

» Effectiveness of current price regulation

Inquiry covers 4 types of childcare

» Centre based day care, outside school hours care, family day care
and in home care

* Preschool and kindergarten are outside scope

Inquiry will produce 3 reports:

* First Interim report — 30 June 2023
» Second Interim report — 30 September 2023
» Final report — 31 December 2023
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4, AUSTRALIA
P

Competition and Consumer (Price Inquiry—
Child Care) Direction 2022

I, Jim Chalmers, Treasurer, give the following direction to the Australian Competition
and Consumer Commission.

Dated 28 October 2022

Dr Jim Chalmers

Treasurer




Childcare in Australia

« Two objectives: supporting child development, and supporting parents and guardians to continue in their work,
volunteering, study or training

Share of services by service type, 2022 Approved childcare places per 1,000 children by remoteness, 2022
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m Major Cities of Australia m Inner Regional Australia m Outer Regional Australia
M Centre based day care M Family day care M Outside school hours care M In home care B Remote Australia B Very Remote Australia
Source: ACCC analysis of Department of Education administrative data. Source: ACCC analysis of ACECQA and Depariment of Education administrative data.
- Centre based day care services and outside school » Markets for childcare services are highly localised, and
hours care account for the vast majority of childcare can be thin outside major cities

services in Australia

» More for-profit services across all care types
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Government funding and regulatory framework

Average subsidy and out-of-pocket expense as a share

of total fee, December quarter 2022
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Centre based day care Family day care Qutside school hours In home care
(Daily fee) Denl\r fee) care (Daily family fee)
(Session fee)

W Subsidy mOut-of-Pocket
Note:  We have calculated the average subsidy, using data about the Child Care Subsidy and the Additional Child Care
Subsidy, excluding the 5% of Child Care Subsidy withheld.

Source: ACCC analysis of Department of Education administrative data.
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 Child Care Subsidy

Introduced in July 2018
Main government assistance towards the cost of childcare
Amount of subsidy depends on

* household’s income level

» household’s hours of work or other approved activity

* number of children in care

* hourly rate cap
On average, government subsidises at least half the childcare fee
Significant changes implemented in July 2023

 National Quality Framework

Introduced in 2012

Sets out minimum educator-to-child ratios and educator qualification
requirements

National quality standard, against which services are assessed and
receive a rating (Excellent / Exceeding / Meeting standard / Working
towards / Significant improvement required)



Our Analysis — what we
collected and how we used it

Katie Chen
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We used lots of channels to collect lots of useful
data

External data sources ) . ) ) ) Submissions in response
Compulsory information Parents and guardians Family day care and in — both guided and full
o Department of Education notices - large providers English language survey home care surveys submissions

e Australian Bureau of
Statistics (ABS)

» Australian Children's
Education and Care Quality
Authority (ACECQA)

Voluntary information Stakeholder roundtables

and one-on-one outreach * CALD stakeholders

visits medium and small « First Nations families,
providers communities, guardians and

providers
+ Parents and guardians
* Providers
*In home care sector
+ Educators

Translated parents and
guardians survey
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How these data sources helped us better
understand childcare

Compulsory information notices (large
providers), voluntary information > Helped us understand the income, prices, costs, profits and financial
(medium and small providers) and viability of childcare providers, as well as demand, supply and
external data sources (Department of competition.
Education, ABS, ACECQA)

EETCRISER R TETGIERER (S eI NEGVE M > Helped us understand parental preferences, what is involved in
and translated) survey choosing where, what and how much childcare to use.

> Helped us understand some of the quantitative results we found, as
Stakleh(?(lder rotundt?]ble?[ and well as assist us to understand and illustrate some of the features
HelBlElyy reEel olkes of the markets with real world examples.

o : > Helped us obtain feedback on our findings and recommendations,
Sme'SSS'O?S InbresponSf e e and potential gaps in our report. Able to capture more parent and
SPIEIES (2o guardian feedback alongside providers and educators.
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Methodology tor our analysis

Costs

» Costs per charged hour and on a proportional
. basis, this was so that it is easier to compare
Prices across services and gave a sense of which

- Childcare fees on a daily, session, and/or hourly categories of spending were more significant.

basis depending on the type of service to reflect
the different charging practices.

» Hourly fee for each service type to compare fees  Profits
across the different service types and to compare
to the hourly rate cap, to account for different
session lengths when comparing prices of
services.

 Profit margin: looks at revenue and the core costs
of operating a service to understand overall
profitability.

» Operating margin: looks at revenue and the core
costs of operating a service, excluding interest,
tax, depreciation and amortisation, to understand
financial performance.
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Our observations of the childcare sector from our
engagement

Everyone in childcare Huge degrees of
sector is incredibly The centrality of diversity in needs and

passionate and many childcare centres in situations of children,
were generous with communities. households and
their time. providers.
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Reflections on parents and guardians survey

= A free text response question in the survey allowed for us to
gain meaningful qualitative data too, and to hear about real
experiences in the sector from a diverse range of
perspectives.

= To ensure we captured the experiences of CALD families, we
distributed surveys translated in Traditional Chinese,
Simplified Chinese, Korean, Viethamese and Arabic
languages.

= As most survey respondents were currently or previously
using childcare, the survey only captured a small amount
of data from those who choose not to use childcare -
another important part of the demand story.
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[.ocal markets and the role of
price

Micaela Bassford
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Markets for childcare are typically very localised

= Used government subsidy data and survey

responses to inform our understanding local Figure 2.14: Median distance to care for children using childcare by remoteness,
markets. centre based day care, 2022
= The median distance parents and guardians
travel to a centre based day care service in Maijor Cities of Australia |
Major Cities is 2 kilometers. This distance is
further in Inner/Outer Regional Australia and Inner Regional Australia |

shorter in Remote/Very Remote Australia.

. Outer Regional Australia |
= 3 quarters of survey respondents indicated

they.are willing to travel up to 15 minutes for Remote Australia [
a childcare service.
* |ndicate that markets for centre based day very Remote Australia |

care services are relatively small - 2to 3
kilometers in radius (noting that precise
geographic boundaries of markets will vary
depending on the specific features of each
local area)

0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0

Median distance to care (km)

Source: ACCC analysis of Departrment of Education administrative data.
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Market concentration differs

Figure 2.16: Median possible competitors within 2 km and 3 km of a service, centre

based day care, 2022 Concentration levels for centre based day

care services differ across regions

Greater Sydney

Greater Melbourne

ater e — " The national median number of potential
. i;‘*fd ¢ — competitors within a 2 km radius of a
reater Adelalae — o .
Australian Capital Territory — Service IS 5
Greater Perth - — = Within a 3 km radius this median doubles to
Greater Dariin - ee— 10 competitors.

Rest of Queensland
Greater Hobart = There is considerable variation at the
regional level - services in more densely
populated areas have more competitors

close by.

Rest of Mew South Wales
Rest of Victoria

Rest of Western Australia

L o o o —

Rest of Tasmania
fest of South Australia = |t is these nearby competitors that a
provider will monitor and account for when

10 15 < setting prices for their services.

Median possible competitors within 3km s Median possible competitors within 2km

Rest of Morthern Territory

=

= == Mational 2km median

Source:  ACCC analysis of Departrment of Education administrative data.
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Market concentration differs

MEDIAN POSSIBLE COMPETITORS WITHIN 2 AND 3KM
OF A SERVICE, CENTRE BASED DAY CARE O2m & sm
2022

Greater Melbourne Greater Adelaide
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Implications for Price - prevailing market price is key

Households look for a service that
is priced around the prevailing
market price in their local area

Within local area markets, providers
carefully monitor prices of nearby
competitors to ensure they are not
priced too much higher or too much
lower.

We see low variation of price within
local areas; though there is variation
across local areas.

We calculated the price dispersion of
centre based day care to be 8%,
similar to sugar.
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Figure 2.5: Distribution of standard deviation in average hourly fees by SA2s,

centre based day care, 2022
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There is price convergence in local markets

" For out-of-pocket expenses, the standard
deviation is lower again.

" Price convergence is consistent with:

800 " Providers considering local market

200 conditions when setting fees (local

600 demand factors will be consistent

500 within a local area, but differ between
local areas)

400 . .

300 " Parents & guardians being more
price sensitive if prices are too low or

200 .

- too high
100 - . . .
. ] o Parents & guardians valuing quality

Less than $0.50 Between $0.50 and Between 81 and Between$1.5and  $2 and above considerations

Figure 2.6: Distribution of standard deviation in average out-of-pocket expense by
SA2s, centre based day care, 2022

Number of SA2s

less than $1 less than $1.5 less than $2 Takeaway: competition can only be relied on
Standard deviation in price within SA2s to a limited extent to put downward pressure
on prices.
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The role of price in decision-making for parents

and guardians

Parents’ and guardians’ decision-making process when choosing childcare

Affordability

Choosing how
much to use
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Childcare educator shortage
and labour costs

Elyse Shelley
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The childcare sector is facing an educator
shortage

22

Educator-to-child ratios are regulated
by the Australian Government.

Workforce shortages have been widely
reported in the last 6 to 12 months.

Shortages are particularly acute in
remote and very remote areas.

The availability of educators impacts a
provider’s ability to supply a childcare
service as well as cost of supply.

Providers are forced to cap enrolments
by offering less places due to educator
shortages.
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Table 1.1: Educator to child ratios in centre based day care, by age and jurisdiction

Age of children

Birth ta 24 months

Ower 24 months and
less than 36 months

36 months up to and
Including preschool

age

Owver preschoaol age

Educator-to-child ratio
1:4

1:4

125

1:10

1:11

2:25 for children attending a
preschool program

1:11

1:13 {or 1210 if preschool
children are in attendance)

1:15

Sounce: ACECOA, Educatss 1o ohikl ratips accessed B June 2023,

Where requirement applies

In all states and territories

Vic

NSW, Qld, WA, SA, Tas, ACT, NT
NSW, WA, Tas (except preschool)
Wic, Qid, SA, ACT, NT

Tas

ACT

Wa

MNSW, Vic, Qld, SA, Tas, NT



Labour is the most significant cost for childcare

providers

Share of costs for centre based day care and outside

school hours care, 2022
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M Regulatory compliance costs
W Other expenses

H Consumables

B Finance and administration
M Land and related

W Labour

Average labour costs for large providers of centre based
day care, 2018 to 2022

Cost per charged hour

510

&8

6
84
sz
0

Z0ne 2019 2020 2021 2022

2018 cost with Wage Price Index adjustment



Where we landed and what's
next
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Draft recommendations —Second Interim Report
- September 2023

Draft recommendation 1 Draft recommendation 5

The ACCC recommends that the Australian Government reconsider and restate The Australian Government should consider maintaining and expanding supply-
the key objectives and priorities of its childcare policies and supporting measures, side support options for Aboriginal Community Controlled Organisations that
including the relevant price regulation mechanism. provide childcare and additional support services for First Nations children,

parents and guardians.

Draft recommendation 2

Draft recommendation 6
The ACCC recommends further consideration and consultation on changes to the

Child Care Subsidy and existing hourly rate cap mechanism, to simplify their

operation and address unintended consequences, inc|uding on incentives and A market Stewardship role should be considered for both Australian and state

outcomes. and territory governments, in identifying under-served areas and vulnerable
cohorts, along with intervention whether through public or private provision. A

Draft recommendation 3 competitive tender process is one tool that could be used by governments to

. . . . facilitate delivery in these areas.
The ACCC supports reconsideration of the information gathered for and reported

on StartingBlocks.gov.au so that it is better focused on meeting parents and
guardians’ information needs and balanced against the costs of collecting and Draft recommendation 7
publishing information.

The ACCC supports further consideration of supply-side subsidies and direct
price controls. Some changes to the policy settings are likely to reduce the impact
of the hourly rate cap as an indirect price control and may warrant a shift to direct

Draft recommendation 4

The ACCC recommends that governments further consider how the existing
regulatory frameworks support and influence the attraction and retention of
educators and workforce in the early childhood education and care sector.

price controls supported by operating grants for regulated childcare providers

25  ACCC - Childcare Inquiry 2023



Questions?
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