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Executive Summary

This Strategy considers the role of the Department of Education in shaping activity within the
market for Child Care Subsidy (CCS) services, and in enabling the system outcomes supported
through Early Childhood Education and Care (ECEC).

Within the ECEC sector, the primary role of the Department of Education (the department) is to assist
families with the cost of child care through the CCS under Family Assistance Law (FAL) and the
provision of preschool indirectly through the Preschool Reform Agreement. This activity has largely
supported the department in pursuing improved affordability of ECEC for families (as per Outcome 1
in the department’s corporate plan). !

The COVID-19 pandemic placed significant pressure on the ECEC system and saw the Australian
Government’s role expanded, to intervene in the market to guarantee the availability of care.
Following these disruptions, and in anticipation of a series of major policy reviews in the sector,
there is a timely opportunity to consider the roles, responsibilities, functions, and direction of the
department with respect to the CCS market.

This Strategy applies the principles of system and market stewardship (currently topical across the
sector) to examine the current role played by the department and identify opportunities for more
active leadership across the system.

The Market Strategy is informed by broad sector consultation to assess the current challenges in
the ECEC market and identify potential epportunities for improvement.

The consultation series gathered views from 200 sector stakeholders on perceived gaps in
stewardship, coordination, and leadership across the ECEC sector and the CCS market.

This included collecting reflections from families, providers and government on issues or
shortcomings in the systems’ performance and receiving stakeholders’ suggestions about
opportunities to improve the management of the market.

These opportunities were explored with reference to data collected through the Child Care Subsidy
System (CCSS) and by the Australian Children’s Education and Care Quality Authority (ACECQA), and
literature on the current state of accessibility, affordability, and quality in the sector. It should be
noted that data analysed within this Strategy relies on historical data available at the time of its
development, from various sources, and limited to 2022 in its recency.

The Strategy identifies current challenges in the ECEC market, which motivate coordinated
interventions across government agencies.

This research revealed the contemporary challenges in ECEC, which set the context for the

opportunities explored in this Strategy. These challenges include:

¢ limited data collection or data-sharing to ensure sufficient breadth or depth of information is
available to market actors about families’ needs.

s uncertainty between stakeholders as to the roles and responsibilities of system actors ina

complex regulatory environment —including the roles of different government agencies on
issues including workforce and thin markets.

! Australian Government Department of Education, '2022-23 Corporate Plan — Department of Education’ (2023, < https://www.education.gov.au/about-department,/resources/202223-
corporate-plan-department-education>.
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critiques of quality measures in ECEC as variable; narrowly focused on compliance, rather than
service improvement and suitability; and subject to delays in the quality ratings.

limited access to quality service provision in regional and remote areas and in areas of lower
socioeconomic status.

challenges in access to and affordability of care for families with non-standard care needs,
including for out-of-hours services and outside of centre-based options.

limited access to suitable and inclusive services for some communities, including for First
Nations communities, culturally and linguistically diverse groups, or for children with disabilities.
a lack of transparency over variable out-of-pocket fees for families, which hinders choice and
affordability.

limited visibility and oversight of the provider market, including an approval process for
providers which does not currently account for the existing level of supply in a given location.

issues with connectedness between ECEC and other public service systems, such as the
interface with ECEC, the National Disability Insurance Scheme (NDIS) and other public services,
for example, healthcare.

ongoing workforce shortages, including challenges attracting and retaining qualified teachers
and educators, with flow-on impacts for service capacity and quality.

in framing the opportunities to strengthen market management, this Strategy provides a view of
objectives for the early learning system and the role of the department in supporting them.

The consultation and strategy development involved shaping a shared definition of the outcomes
which the CCS market seeks to achieve. These outcomes and objectives provide an analytical
foundation for the Strategy and are used to develop the opportunities for the department to
maximise the effectiveness of the CCS.

The system outcomes reflect the intended contributions of the ECEC to the Australian
community: supporting child development and educational outcomes and enabling workforce
participation for families with children.

The system objectives articulate the desired (and necessary) aspirations of the ECEC system to

deliver on the overall outcomes. That is, children’s participation in ECEC is reliant on a system

where provision is accessible, affordable and of high quality, which is connected to other public

services, is financially and operationally sustainable over time and is equitable, in which all

children are supported to succeed, regardless of their circumstances and abilities.

A series of preconditions articulate the necessary characteristics for the CCS market to support

access, affordability, and quality for users.

— Onthe demand side, these conditions are that families are empowered by funding

mechanisms, informed about their care options, and are supported, facing minimal non-
economic costs or barriers to accessing care.

— On the supply side, the conditions are that providers are financially and operationally
viable, competitive on price and quality, and accountable to deliver the services which they
receive subsidies for.

These conditions can be mapped to market levers — funding, regulation, policy change,
information sharing, integration with other actors, and the direct provision of services - to
inform approaches to government intervention.

ECEC Market Strategy | 7
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Informed by these objectives, this Strategy outlines opportunities for stewardship across five
‘strategic opportunity’ phases.

The five phases represent different types of interventions and improvements and consider the need
to sequence activity to account for contingencies between opportunities. The five strategic
opportunities together comprise 15 detailed policy options (Figure 1) which propose pursuing:

1. Coordination and clarity on current market interventions
A comprehensive evidence base to inform market shaping
A view on the effectiveness of policy settings

A set of reforms to funding model design

An evolution in the scope and purpose of the CCS

sl Sl

In establishing a roadmap to act on these opportunities, it will be critical that the department
continue ta respond to an evolving policy landscape.

The opportunities and supporting analysis contained in the Strategy is intended to provide an
evidence base and set of information to assist the department in briefing Government on the key
decisions to be made and potential options at their disposal.

These opportunities provide a high-level vision for reform, though are not intended to represent a
roadmap or operational plan for the department.

Establishing a position on each of these opportunities and their implementation will require the
department to continue to monitor changes in the ECEC ecosystem, including the impact of an Early
Years Strategy, the Australian Competition and Consumer Commission (ACCC) Price Inquiry and the
Productivity Commission Inquiry, on its objectives, context, and priorities.

ECEC Market Strategy | 8
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1. Background

1.1 Purpose and Audience

This Strategy provides a plan for the stewardship of ECEC Markets by the Australian Government
Department of Education (the department) over the short-to-medium term (2022-25). The Strategy
acts as both a restatement or codification of the activities that the department is currently
undertaking as a market steward, along with identifying areas where the department may consider
adopting a different or more active approach. This Strategy has been developed in parallel to a
Market Monitoring Framework, which intends to provide more granular analysis on the performance
of the market and provide a framework on how it can be assessed going forward.

While this Strategy has been informed by a wide range of research, consultation, data analysis and
economic theory, it is intended to be accessible and avoid overly technical discussions. As such,
much of the supporting detail and evidence that has been developed is not included in the Strategy
but is instead presented in the supporting documents and appendices.

This document is intended for a limited internal audience and is not designed for wider publication
or distribution outside of the department and ministerial offices. In some circumstances, it may be
suitable for parts of the Strategy to be shared with trusted partners including other Australian
Government or state and territory departments. Care should be taken when sharing aspects of the
Strategy given the potentially sensitive nature of the content.

1.1 Scope, Strategic Context and Limitations

1.1.1 Scope

The Strategy focuses on the stewardship of ECEC Markets, This is defined as ECEC markets that are
regulated by the National Quality Framework (NQF) and Family Assistance Law (FAL), including,
Centre-Based Day Care (CBDC), Outside School Hours Care (OSHC), Family Day Care (FDC) and In
Home Care (IHC). The strategy focuses on the activity of Child Care Subsidy (CCS) approved providers
and does not explicitly examine informal care markets of any type (Figure 2). Further information on
these regulatory structures and specific care types is provided in Chapter 2.

ECEC Market Strategy | 9
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Figure 1: Structure of ECEC Markets

Public services accessed by
families
(e.g., education, heakth and disabilty services)
This service provision may be influenced by the Early

Years Strategy
Includes market and non-market 7 functios

ECEC markets

Informal markets

Formal markets

Reguiated by NOF and FAL

CBDC OSHC

FoC

*In Home Care (IHC) is only regulated in TAS and SA.

The Strategy may partially explore, but is not intended to focus on, adjacent issues, such as those
relating to workforce, preschool, non-CCS approved providers or the roles of state and territory
governments. These topics have only been examined where they are inextricably connected to focus
areas, or where they were consistently highlighted by stakeholders during consultations.

1.1.2 Strategic context

The ECEC system is currently undergoing a period of considerable change driven by a growing
recognition of the importance of the sector in delivering educational and economic (workforce
participation), the shifting roles of system actors and the acute disruption of the COVID-19 pandemic
laying bare the importance of workforce participation and the delivery of essential services as a
social safety net. Beyond this, there has been a pivot in the discourse within the sector with growing
calls for a stewardship approach to coordinate and manage the actions of different system actors.

The responses to the environment by system actors have been significant and varied — both in terms
of increasing the size of financial commitments as well as adopting new responsibilities.

The Australian Government has signalled its intent for further policy development including an Early
Years Strategy to create a more integrated and holistic approach to early years interventions, a
comprehensive inquiry into Australia’s ECEC system by the Productivity Commission (PC) and a price
inquiry by the Australian Competition and Consumer Commission (ACCC) into the costs and prices of
child care.??

? Department of Social Services, "Early Years Strategy' (2022}, <https:/fwww.dss.gov.au/famil d-children-programs-services/early-years-strafegy=>
¥ Australian Competition and C G ission, ‘Childcare inquiry' (2022), <https://www.acce.gov.auffocus-areas/inquiries-ongoing/childcare-inguiry>.
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State and territory governments are seeking to intervene in their ECEC systems, with the primary
objectives of increasing the volume of provision and addressing market failures. In June 2022, the
Victorian and New South Wales Governments announced a ‘Joint Commitment to Transform Early
Education’ in which they committed to providing an additional year of play-based learning for all
children before they go to school.* To enable this commitment, both states announced major new
funding packages along with targeted workforce and infrastructure initiatives.

The South Australian government has also recently announced a Royal Commission into the ECEC
sector aimed at investigating how ECEC can support the first 1,000 days of a child’s life and how
universal quality preschool could be delivered for three- and four-year-old’s in the state.® Beyond
this, both the Queensland and Western Australian governments have announced additional funding
packages to help attract and retain more ECEC educators and improve equity considerations (such as
providing additional funding to support families with children with a disability).%”

In parallel'to these broader system changes, the COVID-19 pandemic has placed significant pressure
on the ECEC system and required the department to intervene to ensure the financial sustainability
of providers in certain circumstances. For example, in local government areas identified as COVID-19
‘hotspots’ in 2021, providers received payments of 25 per cent of their pre-lockdown revenue, while
the department also introduced a gap fee waiver, and allowed the CCS to continue even when
children were not attending.® This temporary and exceptional measure by the department has posed
broader questions as to what the department’s ongoing responsibilities and obligations are to
promote accessibility.

Given the dynamic nature of this policy landscape, this Strategy is centred on applying market
stewardship principles that can be drawn on to consider opportunities to improve the management
of the CCS system. This approach has been adopted to ensure that the Strategy is practical and has
enduring value regardless of the policy landscape.

1.1,3 Limitations

This Strategy has several key limitations, including that:

* The stakeholder consultations conducted as part of the Strategy took place during a period of
considerable change in the sector, both before and after the 2022 Federal Election.
Consequently, the information collected as part of this process represents a point-in-time
assessment of the ECEC sector, noting that aspects of the sector have likely changed since this
process was completed, including changes to the Child Care Subsidy and Hourly Rate Caps.

» Several other ECEC strategies and reviews are being developed in separate processes parallel to
this Strategy (as noted above). This Strategy has not been able to ascertain what implications (if
any) these pieces of work may have on the future of the sector or this Strategy.

* Premier of Victaria, ‘Joint Commitment to Transfarm Early Education’ {2022), <httpsy/www,premisr.vic.gov.au/jolnt- i ansform-early ation>,
* Royal Commission into Early Childhood Education and Care, ‘Terms of reference’ (2022), <httpey/fwww.royalcommissioneces sa.gov.au/what-is-the-royal commissian/about>
" The Queensiand Cabinet and Ministerial Directory. 23 February 2022, https://s s.0ld. gov.au/ f94528,

" Westarn Australian Government Madia Statements , Industry partnership to grow early chilkdhood education and care workforee’ (2023),

<httpsy/ fwww mediastatements.wa, gov.au/Pages/MeGowan/2022/10/Industry-partnership-ta-grow-early-childhood-education-and care-workiorce aspis.

® Department of Education, ‘Targeted assistance for child care services during COVID lockdown'’ {2021), <https:/ministers. dese gov au/morrison/targeted e-child-care-services-
during-covid-lockdownll~ text=Child%20care¥20servicesM2 (in% 200 Ith 200%204 (56 2 Oper¥% 20cant >,
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* This Strategy provides high level strategic but not operational advice to the department. While
certain implementation considerations are mentioned in the opportunities analysis, it is
anticipated that further research, consultation, and planning would be required prior to
implementing any of these initiatives.

1.2 Structure of this Strategy

This document is structured into five substantive Chapters:

¢ Chapter 2 ‘The Role of Government in Early Childhood Education and Care Markets’ introduces
the concepts of system and market stewardship, provides contextual information on the ECEC
market in Australia, and clarifies what the role of Government should be in ECEC Markets.

» Chapter 3 ‘Establishing Early Childhood Market Goals’ outlines the outcomes and objectives
that the sector aspires towards, as well as the preconditions and levers that enable these. This
Chapter is the major link between this document and the Market Monitoring Framework.

e Chapter 4 ‘Understanding the Functions of Government in Early Childhood Markets’ examines
the roles and responsibilities that key actors currently fulfill within the ECEC market, along with
commenting on the potential accountability gaps in the market. This Chapter enables readers to
understand how their role contributes to the broader system and market goals.

e Chapter 5 ‘Identify opportunities to Strengthen and Grow Early Childhood Markets’ represents
the culmination of the Strategy, presenting a series of specific stewardship opportunities for the
department’s consideration.

¢ Chapter 6 ‘Agreeing Next Steps’ provides further detail on the sector developments that need
to be manitored going forward to understand if they have implications for the Strategy and a
series of considerations for the sequencing of the proposed opportunities.

The Strategy is intended to be navigable by a range of users within its limited audience who may
have different interests or uses for the document. For example, readers with a greater interest in
strategy may choose to start by understanding the role of government in ECEC Markets (Chapter 2)
and the opportunities that have been identified (Chapter 5). Conversely, audiences with a greater
interest in understanding the current state of the market may choose to start by understanding the
overall goals of the market (Chapter 3) and how the specific functions of actors work towards these
(Chapter 4).

2, The Role of Government in Early Childhood Education and
Care Markets

Understanding what the role of government is in ECEC Markets is the first step towards identifying
what is achievable by the department, what targets should be set and what the best approach is for
satisfying the set targets.

This chapter provides important context to the Department of Education’s role in ECEC Markets. It
provides an overview of the concepts of system and market stewardship, describes the structure of
the early childhood landscape and how different actors interact, and provides a conceptual overview
of the role of government in early learning.

ECEC Market Strategy | 12
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2.1 Understanding Stewardship

Simply, stewardship can be defined as the assigned responsibility for caring for something valuable,
both in the present day and with a view to maintaining value over a longer period.? Specific
definitions of stewardship functions in public service markets vary. They can range from
responsibility for ensuring providers are supported to enter or exit a market to overseeing how a
policy is being adapted within a system. They might also include intervening with response strategies
as necessary when unforeseen circumstances arise to steer the system back towards the overarching
goals of the policy.1%1!

Despite the breadth, a common feature of stewardship definitions is that, in contrast to purely
market driven or direct delivery policy mechanisms, stewardship presents a larger role for central
governments to create value by establishing and shaping systems or markets to support
collaboration between consumers, governments, and providers, to deliver social impact.'?

The concept of stewardship as an approach is rising in popularity. In Australian public service
markets, concepts of stewardship have guided policy reforms in the care sectors —with a
stewardship model applied by the National Disability Insurance Agency (NDIA) in their oversight of
the National Disability Insurance Scheme (NDIS) market and proposed as a potential approach in the
Aged Care system as part of the recommendations made by the recent Royal Commission into Aged
Care Quality and Safety. Internationally, the concept of stewardship is also well recognised and
prominent at both a market and system level. For example, the New Zealand Ministry of Education,
the leading advisor to the New Zealand Government on education from the early childhood to
tertiary levels, is deemed the steward of the education system and plays a vital role in steering the
education system towards a defined vision and set of objectives.

2.1.1 System Stewardship

System stewardship is an approach to managing public service markets and is considered an
important driver in the contemporary management of public services.*® Similar to the degree of
variation that exists within the literature relating to stewardship broadly, there is some uncertainty
with regards to both the approach of system stewardship and the role of a system steward.
However, when considering commaon properties across evidence sources, it appears that a system
steward (often government) does not hold an ‘implementation role’ but rather one of oversight.

In a policy context, system stewardship describes an approach to managing systems comprising of
many different actors.**

While a distinct set of aspects may be consistent across system stewardship models, the type of
system, policy conditions and system factors present will ultimately shape the role the system
steward conducts.

 Hamiltan, 'Stewardship’; buzzword, inkblet, or 3 new way ta delivery human services?, Parliament of Australia [2016)

- h, M, System Stewardship: The future of palicy making? Waorking paper, Institute for Government (2011)

' gysiralian Government, Productivity Commission Inguiry Report Volume 2, Productivity Commission (2014)

M Mariana Mazzucatto & losh Ryan-Collins, "Putting value creation back into “public value®; From market-fixing to market-shaping”, (nshilute for Innovation and Public Purpose, LICL (2019)
¥ Gardper ef al, 1ssue paper No 4. How can systems thinking enhance stewardship of public services?, Public Service Research Group (2019).

% Gardrier et al, lssue paper No 4. How can systems thinking enhance stewardship of public services?, Public Service Research Group (2018)
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2.1.2 Market Stewardship

The literature discusses a distinction in the remit of stewardship across a system and a market,
however, practically the distinction is less clearly defined, because market mechanisms are usually
used to implement one component of a system.

Market stewardship, also referred to as ‘market shaping’ or ‘market steering’, is a form of system
stewardship that focuses on a subset of public service markets.*® A market stewardship approach
bestows an amount of palicy lever control on the market steward. However, they are also influenced
by the system steward’s design and management of other relevant policy levers such as regulatory
frameworks, quality assurance frameworks, workforce management approaches or service delivery.
Therefore, it is likely that the market steward will apply a system lens to all decisions and directions
made in relation to market activities.

According to public management theory, market-based approaches such as this have the ability to
harness the production capacity of the private sector to deliver public benefits. That is, a market-
based approach to delivering public services can attract more investment, be more efficient,
competitive, and innovative than if the same services were delivered via a centralised government-
based approach.'®'18 The approach may also provide a more coherent and coordinated model of
managing the complexities present in public service markets.*

The department is well placed to play a market stewardship role given its ability to directly influence
the ECEC market landscape. That is, the provision of the CCS to families via providers gives the
department a direct opportunity to manipulate the interactions between providers and consumers
and over time shape the design and direction of the market to align with the system objectives.*
Further, a derivative role exists for the department as a system co-steward to ensure sufficient
oversight and monitoring of activity beyond the CCS market, including the market's interactions with
other aspects of the system.

2.2 The Early Childhood Landscape

Early childhood policy is determined by the Australian and state and territory governments, with
national agreements achieved through the National Cabinet.? The department holds the primary
funding responsibility, with Family Assistance Law providing the framework for its child care fee
assistance, which includes the CCS and the Additional Child Care Subsidy (ACCS).?*%

Under Family Assistance Law, Services Australia is responsible for administering the CCS and ACCS to
eligible families to help with the costs of ECEC.***

15 Gash et al, Making public service markats wark: profemonalrslng government's approach to commissioning and market stewardship, Institute for Government (2012)

V% Girth et al, “Dutsourcing Public Service Delivery: A in Nan-competitive Markets”, Public Administration Review, (2012}

' institute lor Government, Public Service Markets— A practicol guide <hitps://www. mslltutelbrg{.\vemmem org.uk/publication/what-market- stewa{dslnb
® institute for Government, Public Service Morkets - A proctical guide chtips:/fwww.i fargov 1. ongukfpubl fwhat-market dship
¥ peedham et al, Market shaping and personalisation in social care: A realist syntt of the literat: Unwersrrv of 8 gham (2018)

* con Ith of A lia, Comp Policy Review, (2015)

11 Watoeul Cabiner el

LI Faemily Aghilante Low’, Daps ), < nip s kit arign,

0 A Mew Tan Syviem |Famdy haustance] Act (1999)
W
1% Shepiand M, TIM fare s Aarttralin! 3 guech [uhae”, Paihament of Mustrana (2015 hEb i 5 gov o/ About D tary,_ Gt Cdd care s

ECEC Market Strategy | 14



Page 15

A mix of for-profit, not for profit and local government ECEC services are provided to children and
their families. As part of the service delivery, the CCS and ACCS are paid directly to the ECEC
provider. The ECEC service providers are responsible for passing on the CCS, to reduce out-of-pocket
fees paid by families.?® The CCS amount ranges from 0 per cent to 85 per cent and varies based on
the amount of work or recognised activity each parent or guardian undertakes each fortnight, the
combined family income, and the fees paid. %

This Strategy focuses on the ‘market’ component of the system, defined as those providers and
services approved to operate a service and administer the CCS, This section provides further
information on each of the care types common in the early childhood landscape.

2.2.1 Preschool

Preschools provide early childhood educational programs, delivered by qualified teachers, to
children up to two years before commencing primary school (typically aged between 3 and 5 years
old).?® Preschools delivered by centre-based providers are regulated under the National Quality
Framework (NQF), detailing specific requirements such as minimum educator to children ratios,
depending on the number of children at or below preschool age. Dedicated preschools such as
standalone or co-located facilities are regulated under separate state or territory frameworks under
the NQF. As noted in earlier sections, preschool is not a central focus of this Strategy, although it is
recognised as an influential subsystem in ECEC Markets for children of a particular age.

In 2021, there were 339,000 children aged 4 and 5 enrolled in a preschool program, of which half
were delivered by centre-based services.?® In the last five years, total enrolment has not seen
significant changes, with slight growth of centre-based day care enrolment offsetting an annual
3.6 per cent decline in dedicated preschool enrolments.?!

2.2.2 Child Care Subsidy Approved Providers

Approved providers, with the exception of In Home Care (IHC) providers, operate under the NQF,
consisting of the Education and Care Services National Law Act 2010 (National Law) and the
Education and Care Services National Regulations 2011 (National Regulations), both of which set
national standards to which all states and territories enact their own application acts, except for
Western Australia and Victoria.> Western Australia and Victoria directly apply the NOF, but the
latter also enforces its Children’s Services Act 1996, The NQF sets standards on educational
programs, children’s health and safety, physical environment, staffing, governance, and relationships
with families. IHC is regulated under state-based legislation in South Australia and Tasmania and is
regulated by the department (by default) in all other jurisdictions. In addition to this, Family
Assistance Law sets out certain conditions that providers must satisfy in order to continue to be
approved.*

36 ‘il Cav Subsl dy', Servizes 8 i i oy e wabslilyr
2 Vet Mect o', Sarvies L /i D auymur

n iy Servirt = g

74 ‘usale to the Kational Casallry Framewneks', Ausiralisn Chidven's Ceve Cuth ¢ it v e e s e, e
%0 Preschodl Education, Aatralia’. Australian Buseau of St } i il b

31 Austrakan Bureau of Stabibic, abowe n. 19

32 piatianal Law', Australian Children's Education & Care Quality Authority (2022, <hitps://www.acecga,gov.au/ngff I+) gulations/ l-law:

'Canditions for continusd approval', Australlan Government Department of Education (2023), <htips://www.education.gov.au/child-care-package/child-care-provider-
h Kfag e liance/canditions-ce d-approvals,
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For example, providers must continue to satisfy the provider eligibility rules, comply with all relevant
Commonwealth and state or territory laws, operate for at least the minimum period of each year,
and all staff members must hold working with children cards.?® The CCS and ACCS are only available
for children attending an approved childcare provider,

2.2.2.1 Centre-Based Day Care

Centre-based day care (CBDC) services provide ECEC, predominantly servicing non-school-aged
children between the ages of 0-5 years old.** Aside from approved providers, exemptions under the
Child Care Subsidy Minister’s Rules 2017 (Minister’s Rules) are available for this care type. ** The care
type operates a minimum of 48 weeks per calendar year and served around 817,000 children
between the ages of zero to 12 in 2021, or just under two-thirds of all children attending CCS
approved providers.*’

Both attendance numbers and average weekly hours of attendance have grown in the last five years,
by an annual average of 3.8 per cent and 2.1 per cent respectively, indicating strong market
growth.* In the third quarter of 2021, mirroring other care types, approximately three quarters of
its attendees were in major cities, which is broadly reflective of the distribution of Australia’s
population more generally.>® In the same period, $2.1 billion or 84 per cent of the combined CCS and
ACCS payments were claimed by centre-based day care providers.*?

Stakeholder consultations with providers and policymakers suggest that both CBDC and OSHC
providers often concentrate in comparatively high socioeconomic metropolitan areas as families can
typically afford higher fees and demand is consistently strong. This creates a risk that families from
lower socio-economic backgrounds may not face equitable access to the benefits of ECEC.

2.2.2.2 Outside School Hours Care

In contrast to centre-based day care services, outside school hours care (OSHC) provides care
primarily to school aged children outside of school hours such as before school, after school and
during school holidays.*! It operates a minimum of seven weeks per calendar year and the same
regulatory frameworks apply.

Among all CCS approved providers, 466,000 or one third of children attended an OSHC service in
2021.2 In the last five years, attendance has grown by an average of 6 per cent but average weekly
hours have decreased by 5 per cent, with a notable 4 per cent decline in attendance in 2021.

* Ibid,

5 services Australia, above n, 24.

™ Sarvices Australia, above n, 24,

' 'Report on Government Services', Productivity Commission (2022}, <httas://www, pe gov.au/ongoing/report-on-gavernment-services/ 2022 /child-care-education-and-tralning/fearly-

childhoad-education-and-tare>

* Productivity Commission, above n, 34,

** ‘September quarter 2021 repart’, Australian Government Department of Educotion (2021), <httpsy/www.education.gov.au/child-care-package/early-childhood-data-and-reports/data
age-seryices-fees-and-submdes/september-guarter- 202 1-report>

0 australian Government Department of Education, abave n, 36,

* services Australla, above n. 25.

“ productivity Commission, n, 34

ECEC Market Strategy | 16



Page 17

Due to its limited operating times, OSHC attendees average 10 hours per week, which is less than
half compared to all other care types. OSHC received 9 per cent of subsidies available and hasa
larger uptake in major cities of 81 per cent as compared to 76 per cent for CBDC."

2.2.2.3 Family Day Care

Family Day Care (FDC) services typically operate in the home of an educator for a minimum of 48
weeks per calendar year and are also regulated under the FAL.* In 2021, it serviced only 94,000 or 7
per cent of all children attending CCS approved child care providers. In the last five years, FDC has
seen consistent declines in attendance at an average 15 per cent per year.*

Average weekly hours have also declined by an average of 5 per cent since 2017. It has the highest
regional uptake, excluding In Home Care, with 30 per cent of attendees located outside major
cities.*® FDC services receive similar amounts of subsidies as outside school hours care, claiming
$190 million or 7 per cent of total subsidies in the third quarter of 2021.47 An average FDC services
twice the number of children per year as compared to all other service providers.*®

In recent years, there have been a small number of high-profile cases of fraud against the FDC
program. For example, in 2020 it was found that three co-conspirators had defrauded the Australian
Government of more than $9 million by falsely claiming childcare benefits for care sessions that
were never provided.*

2.2.24 InHome Care

In Home Care (IHC) offers flexible options where other care types are not appropriate or available
and are typically provided in the child’s home by an educator. Eligibility criteria may include parents
or carers working non-standard hours, challenging needs, or geographically isolated families such as
rural or remote regions.*

IHC is the smallest care type, serving just two thousand children in 2021, or less than 1 per cent
across all care types.*® Prior to the COVID-19 pandemic, service volumes were declining by around
25 per cent per year but has since seen growth at an annual average of 5 per cent in 2020 and
2021.52 Average weekly hours declined between 2017 to 2021 by an average of 1 per cent, noting
that a new IHC program was implemented in July 2018.%

Consultations with ECEC service providers and peak bodies suggest that there can be a wide range of
commercial and regulatory barriers to aperating IHC and FDC services. Specifically, ECEC regulation
can be an obstacle to operating IHC and FDC services (which are common in more remote areas).
For example, existing guidelines for IHC restrict an individual from being able to care for multiple

4 pustrallan Government Department of Education, abave n. 36,

* garvices Australla, ahove n, 24.

* productivity Commission, i, 34.

“€ pustrallan Government Department of Education, above n. 36.

1 australlan Government Department of Education, abave n, 36,

** Productivity Commissian, n. 34,

4 CoPP, 'Family day care fraud prosecuted’ {2020), <httpsy//www.cdpp.gov.aufcase-reports/iamity-day-care-fraud-
prosecutedd ™ text=Three®20c0%2Deonspirators%20defrauded®%20the, distance%20the mselves® 20from%20the %20l rawd >
. sarvices Australla, above n, 24,

I praductivity Commissian, n. 38.

1 praductivity Commission, . 38,

 Australian Government Department of Education, above n, 40,
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families’ children at the same time, even if they all reside in the same location. In addition, the
substantial personal liability risk associated with IHC at the provider level and FDC at the educator
level can create an unattractive value proposition for prospective providers. These regulatory
restrictions create a risk that these flexible care types are not always a viable option for prospective
providers,

2.2.3 Early Learning Workforce

While workforce issues are not a core focus of this Strategy, there was a near consensus among
providers and peak bodies during stakeholder consultations that workforce shortages are among the
most pressing issues facing the sector. Stakeholders cansistently highlighted their inability to recruit
suitable staff, and the negative impact this has on their ability to operate high-quality services in a
diverse range of settings. Stakeholders also emphasised how closely connected workforce issues are
to the overall operation of the ECEC system and promoting other objectives such as access and
quality. That is, having a highly skilled, diverse, and motivated workforce is a necessary precondition
to delivering quality education to children around the country. These comments also align with
findings from a range of academic sources and the recent ECEC workforce strategy by all
governments and ACECQA, which was developed on the premise that a qualified, stable, and
supported workfarce is vital to the provision of high quality ECEC services and positive system
outcomes.****

A range of government reports and independent research projects have highlighted the challenges
that the ECEC sector faces in attracting and retaining the workforce that it requires. **5”* Data
collected by ACECQA suggests that the share of services holding a staffing waiver due to an inability
to meet staffing requirements has increased to 6.7 per cent in 2021, from 4.5 per cent in 2019.
Further, shortages appear to be most acute outside of major metropolitan regions, with
approximately 10 per cent of services in outer regional, remote and very remote areas of Australia
holding a temporary waiver for one or more of the staffing requirements under the NQF.**

Stakeholders also noted that these workforce issues appear to span across the sector, manifesting as
both a weak pipeline of people entering the sector and low retention rates. This observation appears
to align with data from the National Centre for Vocational Education and Research (NCVER) which
reveals that from 2015 to 2021, commencements in Certificate lll and Diploma ECEC programs have
decreased by 29 per cent and 68 per cent respectively, indicating a substantial reduction in the
volume of newly qualified educators (see Figure 3).

Retention issues appear to be driven by a wide range of factors, including limited opportunities for
career development and progression, uncompetitive wages, high levels of personal responsibility
and challenging working conditions. 5%

™ Fenech et al, (2021). Attracting, retaining and sustaiming early childhood teachers; An ecological conceptualisation of workforce isues and futire research directions, Austrafion

Educational Researcher.
% ACFCOA, (2022). Shaplog Our Future: A ten-year stralegy lo ensure a sustainable gh-guality children's education and care workforee 2022-2031 (scecgs.govau

* 0'Connell et al. {2016]. Quality Early Education for All {vu edy.au)

*' Jackson, (2020), Every educalor matters: Evidence for a new early childhood workforee strategy for Australia, Mitchell Institute, Victaria University

** ACECQA, (2022). Shapi r Futyre: c r i} tainable, high-guality children’ ucation and care workforee 2029-2031 {acécaa.gov.a
* loid

* o'Connell et al. (2016). Quiality Early Education for All {vi.edu.au)

= Jackson, (2020). Every educator matters: Evidence for a new early childhood wurhl’urce slrarem' for Australia, Mitchell Institute, Vrtlnna University
" ACECOA, (2022), Shaping Our Future; A ten-y 1 ildren’
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These findings align with those from the stakeholder consultations, where providers and peak bodies
frequently commented on the challenges associated with losing experienced staff members.

Figure 2: Commencements in VET ECEC qualifications, 2015-2021

______

1A A 2018 alas 1 e e

— e 1ficate | nExy Chidhood Educs on and Care

plome of Eary Chedhood Education and Care

Source: National Centre for Vocatlonal Fducanon and Research (MCVER) data (2022)

There is a concern that the ECEC workforce does not receive sufficient recognition, and that this lack
of recognition contributes to the sector’s workforce issues. This point was consistently highlighted
by peak bodies and providers during the stakeholder consultation process, who noted that the
public often fails to appreciate the educational value of the sector, and views it as solely being about
providing care to children and enabling greater workforce participation for parents.

This finding was also highlighted in the National Children’s Education and Care Workforce Strategy,
which emphasised the need to raise the sector’s professional recognition, including professional
standing, pay and conditions, registration and community perceptions and values.®® The Workforce
Strategy also advocates for a national communication campaign to educate Australians of the
pertinent role of ECEC teachers and educators, and encourage a change in terminology from ‘child
care’ to ‘ECEC’ and ‘child care workers’ to ‘educators’ to help build professional recognition.®

Relatedly, during stakeholder consultations several providers and peak bodies suggested that lifting
the minimum qualification requirements could help enhance the reputation of the sector and
encourage greater career progress and remuneration. However, consultees also noted the
connection between raising workers’ qualifications and pay and families’ inability to pay higher fees
for services. Similarly, the Productivity Commission has noted how excessively raising qualification
standards would reduce the pool of qualified workers and could therefore exacerbate labour
shortages.® This suggests that in considering changes to lift professional standards, it is essential to
strike a balance between driving workforce quality and ensuring the sector is sufficiently resourced
to provide affordable care for families.

 |bid
® productivity Commission (2015), hitosy//www.pc.gov.au/inguiries/completed/childeare/raport
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2.3 The Early Childhood System Map

The map of system actors provides an overview of all the actors in the ECEC system. The system map
in Figure 4 is divided into nine domains which group actors by their high-level responsibilities. These
domains include:

* ECEC strategic direction which is provided by governments at a federal and state and territory
level.

« Funding which captures all agencies that fund ECEC services, including the government
departments which provide subsidies to families and children.

e Policy which captures agencies that set ECEC policy or assist in service planning. ECEC policy is
set by the Australian and state and territory governments, with national agreements achieved
through the National Cabinet.

* Regulation which recognises the regulatory role of state and territory governments and
Australian Government agencies such as the ACCC and ASIC play in monitoring and ensuring
providers’ compliance with their regulations and business responsibilities.

¢ Quality improvement which centres around the core agencies of ACECQA, the Department of
Education, and the state and territory policy and regulatory authorities, as well as other
supporting Australian Government agencies.

e ECEC and related service delivery which capture the ‘delivery’ component of the sector,
including both providers and the aligned services for families provided by the Government and
other agencies alongside or integrated within ECEC.

* Advocacy which includes peak bodies, think tanks, and advisory bodies which undertake
research and advocacy on behalf of families, providers, workforce, and/or the sector as a whole

« Workforce which captures teachers and educators, the unions which represent their interests,
and the Vocational Education and Training (VET) and higher education providers that ensure
they are appropriately qualified to work.

* Children and their families which captures those who access ECEC services.

There are numerous ways in which the relationships between these system actors can be linked —
especially once variation in the scope of different agencies across jurisdictions is considered.

As such, Figure 4 is accompanied by Table 1 which sets out each system actors’ role in the ECEC
sector,
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Figure 3: ECEC System Map
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Table 1: System actors' role in the ECEC sector

System actor Role in ECEC sector

National Cabinet

The National Cabinet addresses priority national federation issues, including
agreement on policy reform. %

22

Australian Government ministers are:

Prime Minister
and Cabinet

AystEiian * Responsible for their relevant portfolio, including the development of
Government \ X
mititsters government policy and legislation
+ Accountable for the actions of their department.®’
State and territory ministers are:
Shstadnd * Responsible for re!evant pc_)rtfglio, including the development of
territory government policy ?nd Ieglslat.lon.
FaRie * Accountable for actions of their department
Relevant ministers include the ministers of the education policy agencies and
regulatory authorities.
The department’s key responsibilities include:
* Financial assistance to eligible families to help with the costs of ECEC;
* Administration of the CCS program, including the provider approvals and
Department of the provision of a CCS Helpdesk which deals with family provider queries;
Education * Operational and capital funding to certain ECEC providers, and to support
the provision of quality care; and
* Funding for State and Territory Governments through national
partnership agreements.®
Department of The Treasury develops the Federal Government’s budget, including funding
Treasury for Education portfolio and changes to financial assistance.®®
The Department of Prime Minister and Cabinet provide advice and support to
the Prime Minister, the Cabinet, Portfolio Ministers and Assistant Ministers to
Department of

achieve a coordinated approach to the development and implementation of
Government policies. The department coordinate and develop policy across
the Government in economic, domestic and international issues and public
service stewardship.”®

State and
Territory
education policy
agencies

State and Territory Governments’ child care responsibilities vary but may
include:
* Providing operational and capital funding to non-government service
providers
« Delivery of services;

& *Matlanal Cabinet, Federation {20232) <httpsy ffederation.gov.au/national-cabinet>

' Department of the House of Repr

ives, House of Repr Practice (2018) , 7,

<https://www.aph gov.au/dboul_Partament/House_of Representatives/Powers_practice_and_procedure/Practice7/HTML/Chapter2/The_Minstry>
& Sheppard M, 'Child care in Australia; a quick guide’, Porfiement of Australia {2015}

<https!f/www.aph.gov.aufAbaut_Parliament/Parliamentary_Departments/

y_Library/pubs/rp/rp1415/Quick_Guides/Child care>

“ about Treasury', Commanwealth Department of Treasury (2022), <https://ireasury.gov.au/the-department/about-treasiny>
% The Department”, Department of Prime Mimster and Cobinet, (2022), <https:/Awww.pme gov.oufwho-we-ore/the-department>
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Role in ECEC sector

* Providing information, support, training, and development opportunities
for providers; and
* Providing curriculum and policy support and advice, as well as training
and development for management and staff 7
Local governments’ ECEC responsibilities vary but include:
Local * Provision planning of early childhood education and care (including land
government use planning and leasing of council premises); and
* Direct service provision’
Department of
E:1p o meent * The Department of Employment and Workforce Relations responsible
Py vary but include funding VET providers to training ECEC teachers and
and Workforce
] educators
Relations
The Department | The Department of Finance administers revenue, grant, and subsidy
of Finance schemes.”
The Department of Social Services’ key ECEC responsibilities include:
DSS * Development of children’s programs and services; and
» Coordination early childhood development policy™
Services Services Australia administers the CCS and ACCS. CCS is paid directly to the
Australia child care provider to reduce families’ out-of-pocket costs s.”
ACECQA works with the Australian Government and State and Territory
Governments to:
« Implement changes that benefit children birth to 13 years of age and
ACECQA thetr‘famllles; . A _
* Monitor and promote the consistent application of the Education and
Care Services National Law across all states and territories; and
* Support the children's education and care sector to improve quality
outcomes for children.”®
State and Territory Governments’ regulatory agencies’ responsibilities vary
but may include:
* Assesses applications for provider approvals, service approvals;
State and g . " ;
: = Assesses and rates education and care services against the National
Territory :
Quality Standard;
Regulatory 2 o y :
2% * Supports and promotes continuous quality improvements in education
authorities :
and care services;
* Investigates incidents and complaints; and
* Monitors and enforces compliance with the NQF.”

"' sheppard M, n d,

" NSW Department of Education, 2020 COVID-12 Local Gevernment Early Childhood Education and Care payment program guidelines (2020} <hitps://education nsw.gov.aufearty-
childhood-education/operating-an-early-childhood-education-service/grants-and-funded-programs/covid-19-local-governmeni>
" 'About Finance’, Australion Department of Finance (2022), <htipsy//www finance.gov.au/about-us/depariment>

" i,

" 'Child Care Subsidy', Services Australia (2022), <https:/fwww.servicesaustralia.gov.au/child-care-subsidy>
" about Us', The Australian Children's Education and Core Quality Authority (2022), <https://www.acecqa gov.aufabout-us>
™ ‘Contact your regulatory agency’, The Australian Children's Education and Care Quality Autharity (2022), <https://www.acecqa.gov.au/help/contact-yaur-regulatory-autharity>
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System actor Role in ECEC sector

The ACCC's role in monitaring public service markets includes:
* Maintaining and promoting competition;
* Protecting the interests and safety of consumers, and supporting fair
trading in markets affecting consumers and small business;
* Promoting the economically efficient operation of, use of, and investment
ACCC in infrastructure and identifying market failure; and
* Undertaking market studies and inquiries to support competition,
consumer, and regulatory outcomes. ®
The Australian Government has directed the ACCC to undertake an inquiry
into ECEC prices, A final report will be provided to Government by 31
December 2023.

ASIC is responsible for registering businesses including ECEC providers and
ASIC making information regarding companies’ ownership and activities publicly
available.”

The ATO is responsible for:
+ providing Services Australia with the adjusted taxable income of families
ATO so they can compare a family’s estimated income and balance payments,
if necessary®
* Provider performance benchmarks for the ECEC sector.®!

ECEC service providers:
* Provide ECEC services to children and families.
* Satisfy obligations under both Australian and State and Territory laws
including:

—  Comply with Family Assistance Law;

— Comply with National Law and National Regulations and all related
ECEC services State or Territory laws involving the operation of an ECEC service,
providers unless that service is exempt;

— Ensure the ECEC provider and relevant personnel are fit and proper
persons to have a role in the receiving and passing on of CCS
payments; and

— Ensure that background checks, including criminal history and
working with children checks, are carried out for relevant staff and
educators.®

Other state Provide broader policy and supports for children which may be provided in
government parallel to or in the same location as ECEC. These services and services might
departments include disability support, child protection, and child immunisation.

™ *About the ACCC', Australian G ond G Ci jon (2022), <https://www.acce.gov.au/fat / Vpompetition-c -commission/about-the-acce>

" 'Our role’, Australian Securities and investment Commission (2022), <htipsy//asic.gov.aufabout-asic/what-we-dofaur-role/>
B child Care Subsidy - Your family income estimate’, Services Australio (2022), < https:/fwww.servicesaustralia. gov.aufyour-fa
paymentsfcontext=41186>

¥ \Child care services', Austrollan Taxation Office (2022), < https://www.ato gov.au/t all-b benchmarksfin-detail/benchmarks-a-t/a-c/child-care-services/>
8 The Australian Department a'[ Education, Skills and Employment, ‘Whal is an approved ptuvlder’ (2022), <https:/fwww.dese gov.au/fchild-care-package/child-care-pravider-
handbaak/becoming-ag d-provider/what-approved-providers

Iy sstimate-Tar-f;

lly-assistance-
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System actor Role in ECEC sector

Not-for-profit
community
services

Not-for-profit services may take on a breadth of roles in different contexts.
Actors might include charity, religious, cultural, or other community groups
that work with children and their families in ECEC settings. Some not-for-profit
organisations may own or operate care services, while others may provide
more targeted ‘wrap -around’ supports for families which could be delivered
alongside ECEC

(e.g., healthcare for children and families, social services, food banks, English
language supports, cultural or religious services).

NDIA

The NDIA is an independent statutory authority, whose role is to implement
the NDIS. As part of the NDIS, funding for appropriate supports is provided to
children with disabilities. *

NIAA

The National Indigenous Australians Agency is an Australian Government
agency with responsible for whole-of-government coordination of policy
development, program design, and service delivery for Aboriginal Australians
and Torres Strait Islander people.®® Additionally, they develop and release the
National Aboriginal and Torres Strait Islander Early Childhood Strategy.®

Children and
their families

* Enrolment of children in services.
* Payment of fees to ECEC service providers.
* Reports any consumer issues to relevant agencies.

Teachers and

* Deliver ECEC education to children.
* Obtain qualifications to ensure capability to deliver to the required

Roacaon standard.®
Several ECEC unions take on roles such as representing ECEC employees in

Unions negotiations with employers and the Government on workforce relations
issues, including remuneration, working conditions, and training.®’
VET providers award qualifications in ECEC education (e.g., Certificate Il in
Early Childhood Education and Care and Diploma of Early Childhood Education

VET providers and Care). Individuals with relevant VET qualifications may become ECEC

P educators.® The NQF states that all educators must be working toward or

have obtained a Certificate Ill qualifications, with at least 50 per cent of
educators requiring a diploma or higher.®

Higher : g . Spi e ; ;

ahicaton Higher education providers award qualifications in ECEC education (e.g., a

proulders bachelor’s or master’s degree in early childhood education). Individuals with

" Tha early childhood apptoach NDfs (2022), < https://www.ndis.gov.au/undearstandi

ilies-and-carersfearly-childhood-approach>
Agency IZO?I: <https//www.niaa.gov. au{whu we-arefthe-agency>

* The Agency’,

* National Aboriginal and Tufre; Strait Islander Early Ch A Strategy’,

| Indigenous A Agency (2021), < https://www.niza gav 2u/resaurce-centre/findigenous-

affairs/national-aboriginal-and-torres-strait-4slander-early-childhood-strategy>
% Early childhood teaching: make a difference’, DET Victoria (2022), < https://www.vic.gov.au/make-difference-early-childhood-teaching>
¥ The Austrolian Children's Education and Care Quality Autharity n17,

* Ibid.

# ‘Qualifications for centre-based services with children preschonl age or under’, The Australian Children's Education and Care Guality Authority (2022), <
hitps:/ /www acecqa gov.au/qualifications/requirements/children-preschool-age -or-under>
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System actor Role in ECEC sector

relevant higher education qualifications may become ECEC teachers, to meet
the NQF’s requirements around the teacher to child ratio.?®®!

Advocates for the interests of young children, their families, and ECEC

Pe di
ak bodies saton®?

Think tanks and | Provide research for families, researchers, and policymakers. Additionally,
advisory groups | they may advocate for the workforce, providers, and/or industry.

Professional Provides research and advice to services, families, researchers, and
organisations policymakers.

2.4 The Role of Government in Early Learning

Early childhood education and care enables critical outcomes which support the Australian economy
and society.

A strong body of evidence establishes the education and child development benefits of early
childhood education and care, especially for vulnerable children, with anticipated benefits to
cognitive and social development, educational outcomes, and longer-term outcomes, such as
earning potential and wellbeing. For example, there is an anticipated $997 million increase in
lifetime earnings as a result of early childhood education as it leads to higher school achievement
thus higher future qualifications and earnings.*

There are also established returns to investment in supporting the economic participation of
parents and carers by ensuring access to affordable and quality ECEC.

While some private markets exist to deliver ECEC, there is a clear rationale for government
intervention in the market to support affordability of services to ensure participation, ensure equity
in access to services, and regulate for quality and provision, in order to realise these public benefits.

24.1 The Role of Government in Early Learning

Over the past 15 years the Early Childhood Education and Care (ECEC) system in Australia has
undergone a period of significant reform. These reforms have included material steps towards
developing a nationally consistent landscape, improving quality of provision, and more directly
integrating the notions of education and care.

In 2009, the Australian and State and Territory Governments committed to delivering universal
access to ECEC programs for all children in the year before school.**Then in 2012, the National
Quality Framework (NQF) was established to create a national system for regulation, quality

* Department of Education and Training Victoria n18,
* The Australion Children's Education and Care Quality Authority n104.
*‘Useful links', The Australian Children's Education and Care Quality Authority {2022), <https://www.acecga.gov au/help/links>

*'The Front Project, (2019), <https://www.thefrontproject.org.au/images/downloads/Cost-t fit% 20analysis_Government®%20info%20sheet pdf>
* parliament of Australia, "Universal access to early childhood education: a quick guide’ (2014),
<httpsy//www.aph gov.au/About_Parliament/p. v_Departments/Parli ary_Library/pubs/rp/rp1314/0G/ChildhoodEducaticcess.>
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assurance and standards for the sector.®® the Australian Government merged previous initiatives to
establish the Child Care Subsidy (CCS) in 2018,which continues to be the primary means-tested
mechanism through which affordability is promoted.®®

Public governance theory suggests that decision-making in a federal system should be delegated
down to the lowest level possible to ensure decisions are made efficiently and with the best
available information.”” This would suggest responsibility for most human services generally ought
to rest with state or territory governments, except where there are compelling reasons to the
contrary. However, public governance theory also suggests that within federal systems, central
governments are typically allocated a strategic coordination and oversight role to ensure that
innovations and efficiencies within leading jurisdictions are shared across all jurisdictions for the
benefit of the nation.?*%

A key finding from stakeholder consultations is that there are varying levels of understanding of the
division of roles and responsibilities in the ECEC sector between the Australian Government,
ACECQA, state and territory policy and regulatory agencies and the sector. This lack of role clarity
emphasises the important role of the Australian Government involvement in strategic coordination
and oversight aspects of the ECEC system, including on citizen equity grounds, and the
Government’s ability to leverage existing national service mechanisms, including ATO and Services
Australia systems, to deliver uniform outcomes.

International examples of ECEC markets demonstrate the differing roles that government can play
and might inform more active approaches for a central system leader to oversee the market. This
suggests that there is a valuable role for the government to play beyond its role in funding child care
(addressing affordability) to also take action on market goals such as accessibility, quality and
connectedness to other systems. This would see the Australian Government increasing its focus on
establishing an effective and efficient market for early learning services by funding families and
working with states and territories, and by taking unilateral action to remedy issues of accessibility
and quality, where necessary.

2.4.2 The Role of Government in Early Childhood Education and Care Markets

Within the CCS market, the primary role of the department has been assisting families with the cost
of child care through the Child Care Subsidy (CCS) under Family Assistance Law and the provision of
preschool indirectly through the Preschool Reform Agreement. *° This activity has largely supported
the department in pursuing the objectives of affordability and access for families.’® There is a
secondary focus on quality arrangements in the market through the department’s funding
relationship with ACECQA and supporting thin markets through the CCCF.

** Parliament of Australia, "The National Quality Framework for Early Childhood Education and Care” (2011),
fPari y_Depar fParli v_Library/FlagPost/2011/December/The_Natinnal_Quality_Fr k_for_Early_Childhood_Educ

T

<https:/fwww.aph.gov.au/
ation_and_Care>

% Fang Lee, ‘Crisis of care and education in the early years: Paradowical moments in the globial pandemic’ (2022), Glabal Studies of Childhood 10(4),

"7 pbas, M.A, {2019). Public Policy and Gavernance: Theary and Practice. Global Encyclopedia of Public Administration, Public Policy and Governance.

™ Graham J, Plumptre TW, Amos B (2003) Principles for good governance in the 215t century. Institute on governance, Ottawa

* DAMIDA, Danish International Development Agency. (2007). Effective and accaumable public-sector

management — strategic priorities for Danish suppon for good governance, Copenhagen. Ministry of Foreign Atfairs of Danmark, Copenhagen

* pepartment of Education, ‘Family Assistance Law’ (2022), < https:/fwww.education govau/child-care-package/compliance-child-care/family-assistance-laws
% pustralian Government, The New Child Care Package (2018), < https:/iwww swslhd.health.nsw.gov.au/Carers/content/pdi/New_Child-Care-Package pdf>
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3. Establishing Early Childhood Market Goals

In framing the opportunities to strengthen market management, this Strategy provides a view of
objectives for the early learning system and the role of the department in supporting them.

Clear, achievable and measurable targets is a cornerstone of strong corporate governance and public
policy implementation, including policy and program delivery and evaluation, Increasingly, strategic
oversight bodies and stewards are looking to embed strategic targets and performance
measurement as part of good governance. Examples include Outcomes Budgeting in New South
Wales, *7 the New Zealand Government’s Wellbeing Budget 2022,**® and the Organisation for
Economic Cooperation and Development’s (OECD) Sustainable Development Goals and Public
Governance.'®

This section subsequently transforms the system objectives of the Early Learning System by applying
a commercial lens to those objectives to generate seven ‘market conditions’ grouped into two
domains: families and providers. These conditions articulate the necessary characteristics for the
CCS market to support access, affordability, and quality for users.

These preconditions present a means for the department to measure performance and identify
instances where market interventions are required. This section graphically demonstrates how
system outcomes and objectives are supported by the market preconditions, before finishing with
an explanation as to how this measurement framework might be operationalised through the
market monitoring framework, and how the framework can be used to guide the stewardship of the
early learning market. Importantly, an equity lens is applied to assess performance against each of
the five objectives.

3.1 Early Childhood Education and Care System Objectives

Figure 5 below provides a framework to understand how different actors support the ECEC system
to achieve its outcomes.

S NSW Treasury, Outcome Budgeting, (202 1) <httpsy//www.treasury nsw gov.au/budget-financial g freform /outcor igEting
BN Treasury, Wellbeing Budget 2022: A Secure Future, (20232) <https:/fwww. treasury. govi.nz/publications fwellbeing-budget/wellbeing-budget-2022-secure-future>
¥ 0ECD, Sustainable Development Goals and Public Governance, [2022) <hitps://www oecd org/gav/sustainable-development-goals-and-public-governance htm>
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Figure 4: Schematic of ECEC system outcomes, objectives, preconditions and levers
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and service provision —can be used by a range of organisations. For example, ACECQA plays an
important role in administering the regulation relating to ECEC quality.

3.1.1 Mapping Preconditions to Objectives

The schematic provides a clear articulation of how the overall outcomes and objectives of the ECEC
market cascade down to practical preconditions that the department can support. The department,
in its oversight of the CCS market, has the potential to make a meaningful contribution to the
broader ECEC objectives — accessibility, affordability, quality, sustainability and connectedness —
through supporting the achievement of these preconditions.

The department’s seven preconditions can be mapped to the ECEC objectives. For example,

empowering families through government funding improves affordability by ensuring they have the
buying power needed to purchase services. In articulating these contributions, Table 2 identifies an
ideal future state of the ECEC market where the preconditions are met. Importantly, meeting these

preconditions will necessitate collaboration with other system leaders.

Table 2: Relationship between preconditions and system objectives

Preconditions

System objectives

Access Affordability Quality
Families
- i Families have sufficient
v Families have sufficient )
Families have access to baving sewiar readed buying power needed
Empowered a sufficient range of VINE P . to choose between
; to afford ECEC services :
ECEC services ; : L services based on
which suit their needs :
quality
Families are aware of Families can identify
the different service Families have the high-quality services,
Informed options, allowing them information to locate encouraging providers
to access services that affordable options to compete on the basis
suit their needs of quality
Families with different Families can afford to Families can use quality
Supported care needs have access suitable services measures as a signal
equitable access to for their specific that a provider can
ECEC services requirements meet their needs.
Providers
< . Providers have
Providers can employ a Providers can ,
sufficient workforce to consistently attract and Wotidorce with
Operationally . ; Y sufficient skills,
3 offer services to meet retain capable workers, : .
viable ; : capacity, and wellbeing
demand, in terms of to ensure that delivery to-delier ishaaasli
volume and flexibility remains affordable serilcas ey Y
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Quality

Financially
viable

Providers have
sufficient funding to
provide services which
all children can access

Financially viable
providers will be able to
deliver services at a
competitive price

Providers have the
necessary resources to
deliver high-quality
services

Competitive

Provider competition on
the basis of volume and
flexibility will increase
access for families

Provider competition on
the basis of price will
increase affordability
for families

Providers compete on
quality, including on
inclusion and outcomes
for children.

Accountable

Providers offer families
access to legitimate
ECEC services

Providers use
government funding for
legitimate purposes,
reducing costs for
families

Providers are held
responsible for
delivering quality
services to families

In addition, each of these market objectives can be understood through the three lenses of
‘families’, ‘providers’ and ‘government’. Further detail on how each of these objectives can be
analysed through these lenses is provided in the sections below.

-

3.1.2 Objective 1: Affordable Child Care

The objective of affordability is achieved when care type options are priced in a way that
incentivises participation for families, In its contemporary context, affordability serves the purpose
to offer a range of options that meet the needs of families and children, priced in a way that
incentivises economic participation. Affordability can be understood through the three lenses of
‘families’, ‘providers’ and ‘government’:

¢ For families, affordability is a primary concern and is the main factor in a family’s ability to
access child care. The main financial support families receive to support child care
affordability is the Child Care Subsidy. In the June quarter of 2021, over 1.3 million children
attended a CCS-approved ECEC service.'*® Families also consider the out-of-pocket expenses
to enrol in child care and the interaction of possible disincentives, including with taxation,
social security payments and superannuation.

= Considering providers, affordability for families is important to the extent it ensures
adequate demand to support provider viability.

s Forthe government, the focus is on family affordability and calibrating the system to keep
out-of-pocket expenses in line with capacity to pay. Governments influence affordability
through providing funding, either directly (government payments to families or providers) or
indirectly (by influencing the flow of financial support to the sector).

The level of affordability in the ECEC markets influences accessibility. For example, the affordability

of ECEC is a key determinant of access (including provider viability).

1 pepartment of Education, Child Care in Australio report June quarter 2021, <htipsy//www dese, gov.au/child-care-package/early-childhood-data-and-reports/quarterly-reparts/child-
care-australia-report-june-guarter-2021=>
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3.1.3 Objective 2: Accessible Child Care

The objective of system accessibility is achieved when service provision is sufficient in volume and
flexibility to ensure that families and children can participate in ECEC, including First Nations groups
and those living in remote, regional and rural areas. The different facets of accessibility can be
understood through the three lenses of ‘families’, ‘providers’ and ‘government’:

¢ For families, access is enabled by the availability of services that are suitable across different
financial, social, cultural and geographic contexts. This includes considering the equity of
access across different cohorts, such as culturally and linguistically diverse groups, or remote
communities. It may also intersect with access to aligned or integrated public services, such
as health or social supports.
= For providers, accessibility includes the volume and types of provision and the incentives to
supply services. The Productivity Commission, in their 2014 Inquiry, articulated stewardship
as activity which ensures that providers are supported to enter and exit a market and that
any conditions within the market for service operation exist only to ensure that families are
provided with effective positive outcomes.'™
= For government, accessibility includes supporting demand and supply, as well as other social
objectives such as the quality and equity of access. This implies that accessibility includes the
supply and demand dimensions listed above, as well as the quality of access, in terms of
child outcomes, and in equitable access, such as the case of thin markets.
The level of accessibility in the CCS market and ECEC sector influences and is influenced by the
sector’s performance on other objectives. For instance, the affordability of ECEC is a key
determinant of access (including provider viability), and the connectedness of the system to other
public services could also enable (or hinder) access for families. Further, issues of quality and the
suitability of services to family needs could limit access.

3.1.4 Objective 3: Quality Child Care
In the context of ECEC systems, the objective of quality describes the effective management of the

sector to enable high-quality care where children are safe, the workforce is highly capable and
stable, children are prepared educationally, and families are engaged.

+ For families, quality encompasses child safety as well as social and development outcomes for
children. A further consideration is the role inclusion and equity play in supporting quality for all
families, for example, through providing culturally appropriate services, or wraparound supports
for children with additional needs. Under this objective, First Nations Groups benefit through the
provision of high quality, inclusive and culturally responsive services.

¢ For providers, quality considerations might encompass compliance with the NQS and NQF and
include activity to manage appropriate inputs — such as workforce —in line with the NQS
requirements. Compliance with quality guidelines might include consulting with families to
understand different users’ perspectives of quality.

For government, the objective of quality is to support families by ensuring the supply of ECEC is

genuine and safe. Services that meet the requirements of the NQF will enable participation in ECEC

services, as families trust the systems in place to support the child’s development and wellbeing.

Measuring quality might also involve considering the quality of return on investment, to ensure the

safeguarding of public funds against fraudulent provision. It is important to acknowledge that while

' Australian Government, Froductivity Commission Inquiry Report Yolume 2, Productivity Commission {2014)
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the notable difference between the department and ACECQA is around compliance and the
safeguarding of public funds, all other areas of the quality objective are well aligned. There is a
complex relationship between access, affordability, and quality. The objective of quality, as defined
in this strategy, encompasses the objectives of socially inclusive models of care, which are culturally
appropriate and designed to meet the needs of families. In this way, quality enables access. Where
quality of provision requires a higher level of investment from service providers which is passed on
in the form of higher out-of-pocket fees, quality might be argued to hinder affordability. However,
the relationship between quality of education and costs of delivery remains ambiguous and is
understood to be influenced by many other factors.

3.2 Additional Considerations

. -

3.2.1 Objective 4: System Sustainability

A sustainable ECEC sector refers to a sector that is both financially and operationally sustainable,
valued by users and adequately supported by government. This objective includes considering
connected markets — such as the market for ECEC educators and teachers —and ensuring there isa
sustainable supply of inputs to the system:

+ For families, sustainability may be a concern where workforce or funding issues affect the
consistency or quality of service across a period of care, or limit access to care altogether.

+ For providers, sustainability considerations might include the consistency of government
investment to ensure provider viability and competition, the sustainability of skills supply to
manage workforce needs, and the need to ensure the services are valued by families and the
public.

+ For government, sustainability may be achieved through stewardship activities that intervene in
instances where market mechanisms are insufficient. Workforce sustainability and public
perceptions of the sector’s capability are critical to ensuring that the ECEC system is operating in
a manner which supports the intended outcomes of workforce participation for parents and
carers, and educational development for children.

The level of sustainability in the market is influenced by the fiscal sustainability from the Australian

Government Budget, workforce consistency, and capability, public perceptions of the sector, and the

systems integrity. For example, if the public perceives child care to be low quality, parents are less

likely to access services, therefore services are more likely to not be financially sustainable, with the
system becoming unsustainable.

3.2.2 Objective 5: System Connectedness

The objective of connectedness describes an ECEC system which is connected and integrated
(where appropriate) to other public services for children and families. This might include
connectedness of outcomes to school readiness, as well as connectedness in service delivery, and
the availability or wraparound services for children and their families (such as immunisation,

disability support, physical and mental health supports).

+ For families, connectedness refers to the connection of families to public services, but also the
broader incentives for parents to return to work, including the calibration of the tax system.
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s Considering providers, connectedness is not a major focus. The provider’s focus on system
connectedness will differ across care types or locations, with some providers delivering broader
services via place-based or all-in-one solutions.

* For government, connectedness could be defined in terms of connectedness to other public
services (including services utilised by families and by ECEC providers), connectedness of the
ECEC system across care types, connectedness between government departments and agencies,
and/or connectedness of government interventions across public service markets. This may
involve supporting connections between the CCS market interventions and the objectives of an
overarching Early Years Strategy.

The level of connectedness in the ECEC sector is influenced by the sector’s performance on other
objectives. For example, the quality of services, and their compliance in referring students to
additional services will enable access to public services.

3.3

Early Childhood Market Preconditions

3.3.1 Precondition 1: Empowered Families

Families are empowered when they have strong buying power and are incentivised to participate in
the ECEC market.

The key objectives that can be realised through the precondition of empowered families are
affordability and access:

When families have strong buying power in the market, they can afford ECEC services. This is
particularly important in thin markets, where families may not be able to choose between
different pricing options and may face relatively high costs due to short supply.

Similarly, empowered families are economically incentivised and able to access the service
type and volume of care that suits their individual needs.

However, the precondition of empowered families also contributes to the realisation of
other sector objectives — for example, the sustainability of the ECEC sector is dependent on
families being incentivised to participate in the ECEC market.

The responsibility of a steward is to use a combination of levers to direct the market to meet the
preconditions. The levers that the steward can use to ensure families are empowered include:

Funding through financing families either through direct payments to families or indirect
payments to providers.

Information provision by providing families with timely and accurate information on care
types, prices and quality that they need to exert their buying power and make educated
choices around provision.

Policy and coordination by legislating policy that improves the buying power of families and
coordinating with Services Australia and state and territory agencies to deliver funding.

The department has a legislative responsibility in providing funding to families:

The department’s role in providing funding is based on the Family Assistance Law. The
department administers the CCS to families, therefore indirectly funding OSHC, FDC, CBDC,

ECEC Market Strategy | 37



Page 38

and IHC. Additionally, the department provides other types of funding, including
operational, capital, and preschool funding.

s The functional mechanism for distributing funds to eligible services is undertaken by Services
Australia, and state and territory policy agencies.

» Receiving and reporting funding from the Government as a co-payment for families under
the CCS is a supporting function undertaken by service providers.

» Consultations highlighted a potential gap in the market with respect to ‘out-of-pocket' gap
fees. Although the department collects this information for all CCS families, it is reluctant to
intervene, which may result in rising fees that bring providers greater profits.

The CCS acts as the primary fee support for Australian families. However, evidence suggests that
affordability remains a central issue and barrier to child care participation.

3.3.2 Precondition 2: Informed Families

Families are considered informed when they are able to use information about care types,
providers, pricing and quality in their decision-making. This precondition requires that the steward
directs the ECEC sector to deliver market information to families or the steward collects the
information and provides it to families themselves. Reflecting the dual outcomes to support
participation and development for children, the informed families precondition includes both access
to information about the ECEC sector to ensure it is navigable for users, as well as sufficient
information for families to enable awareness, trust and participation in culturally suitable care

options.

Provision of, and access to, information must reach a point whereby families can be considered
sufficiently informed before the objectives of the ECEC sector can be realised. For example:

= A lack of information on pricing may limit the affordability of care as families may be unable
to locate low-cost services

+ Limited information may also inhibit access for families, where information asymmetry
creates challenges for family choice-making

« If families are unable to access information on service quality, this may reduce incentives for
providers to compete based on quality

s A lack of information about care options and associated services may also hinder sector
connectedness, as families are unable to access wraparound services if relevant information
is not provided

« Where families are informed, there are also benefits for providers, where the supply-side of
the market can make clearer competitive signals about their offerings.

The steward can utilise a range of levers to ensure families are adequately informed including:

» Information provision by directly collecting information from providers and families, and
disseminating that information to families
» Regulation by requiring that key system leaders (e.g., providers, agencies) collect and
release information on ECEC service delivery
= Integration through coordinating the sharing of ECEC data between government, families,
and providers.
Information provision is the key lever to shape the market on the demand side, as a tool for enabling
informed and supported choice making, ‘nudging’ consumer behaviour to align to system goals.
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The Institute for Government, in profiling the opportunities attached to a stewardship approach,
acknowledges how the pertinent role of facilitating consumer engagement and informed decision-
making drives success of public service market operations. Importantly, to maximise efficiency and
effectiveness of information provision, there needs to exist a clear delineation of responsibilities and
the steward must be sufficiently supported to undertake the activity.

A system mapping exercise revealed that currently the Department of Education plays a supporting
role in disseminating information to families:

« Historically, the department’s role in sharing and compiling information about the ECEC
market has primarily been for internal, market management and assurance purposes, rather
than a role in providing external-facing information to families

= The main mechanism for providing information to families about service provision options,
via the NQS rating mechanism is undertaken in collaboration with ACECQA and state and
territory authorities, and acts as a major signal to families around quality of provision

« Distributing information to families about their CCS eligibility is a function primarily
undertaken by providers, informed by reporting from Services Australia through to
resources developed by state and territory authorities.

Consultation with stakeholders highlighted a gap in accountability for informing consumers about
how to navigate the ECEC market, beyond the information they receive about their eligibility for CCS,
as their financial circumstances change. Recently, the department has progressed a number of
enhancements to the Starting Blocks website, which aims to be a ‘one-stop-shop' for families to
access current information about early childhood services, real-time fee data and quality ratings, and
average year-on-year fee increases.

3.3.3 Precondition 3: Supported Families

Families are supported when they face minimal non-economic costs to care. Such costs include
those relating to cultural or equity barriers, a lack of wrap around services or other elements of poor
service design. In other words, families are supported when their preferences are understood, and
services are suited to their needs.

The precondition of supported families is necessary to achieve several of the key objectives of the
ECEC sector, including access, quality, and connectedness,

e A lack of suitable services may limit access for marginalised families. For example, if there
are not any culturally appropriate services, then culturally and linguistically diverse
communities, may be disincentivised from accessing care.

e Further, if services are not suitable for families and they face large non-economic costs to
care, this may create quality issues. For example, a provider that does not effectively
support families may face low utilisation rates, making it challenging to make the financial
investments needed to maintain high quality ratings.

s  Finally, if families are unable to access well-designed, wrap around ECEC services this can
undermine the sector’s objective of connectedness.

The key mechanism that the steward can use to meet the precondition of supported families is
information provision. Through facilitating the sharing of information between government,
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providers and families, the steward can increase the transparency of families’ needs and incentivise
providers to fulfill their needs.

Through schemes such as Connected Beginnings and the Community Child Care Fund, the
Department of Education plays a partial role in ensuring services are suitable to family needs, which
can vary. However, the system mapping exercise undertaken to inform this Strategy found that
there is an opportunity to clarify the role of the steward regarding equity and cultural inclusion
within the ECEC system.

Similarly, responsibility for the ‘system connectedness’ objective is shared across multiple system
leaders including the Department of the Prime Minister and Cabinet, Department of Social Services,
Services Australia, local governments, and service providers.

During stakeholder consultations, several government stakeholders acknowledged the need to break
down barriers to entry and increase incentives for providers to operate in a wide range of contexts.
For example, it was noted that there can be limited incentives for providers to operate in ‘thin
markets’ or provide culturally appropriate services in remote communities.

Levers which can be used to meet the precondition of supported families will depend on the nature
of the barriers which are identified, though may include:

e Funding to support services to adapt culturally safe practices, or in the case of extremely
thin markets, commissioning, or direct provision to communities.

¢ Information provision, especially information sharing between government agencies and
the sector with respect to families’ needs.

 Where necessary, changes to regulation or policy settings to support the market to pursue
equity in the system.

- |

4 Precondition 4: Viable Providers

l‘,\)

There are two key dimensions of viability which must be present to ensure that service provision is
accessible, affordable and of high quality. Providers must be:

» Operationally viable so that there is sufficient capacity to supply services to meet demand.
This is primarily dependent on them having a capable and sustainable workforce.

» Financially viable so that there are sufficient funding flows, via family demand and/or
government support, to incentivise providers to enter the market. When providers are
sufficiently financially supported, they can deliver quality, consistent education and care,
and support the continual improvement of children.

Importantly, providers can simultaneously be financially viable and operationally unsustainable
(or vice versa). For example, a service may be adequately funded but lack the workforce needed to

deliver the services in demand.

= Both preconditions must be established before the broader objectives of the ECEC sector
can be achieved. If providers are not operationally viable in some markets, then providers
may not be able to operate, especially in thin markets (e.g., regional and remote areas,
children with complex disabilities, or in need of care in non-standard hours.). This would
reduce the ECEC access available to many children.
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« If providers are unable to attract or retain experienced staff, then the quality of ECEC
services will decline significantly. Quality ECEC provision relies on staff forming relationships
with the children, developing an understanding of the needs of the local community, and
investing in their workplace — all of which are impacted by high staff turnover. Issues with
financial viability can also undermine the quality of ECEC services provided.

= Further, without a capable and sustainable workforce providers cannot continue to offer
services into the future, which would impede the sustainability of the ECEC sector. Similarly,
in markets or sub-markets where ECEC provision is not financially viable, the sustainability
of the ECEC sector is threatened as large numbers of providers may stop providing ECEC
services and exit the market. It is therefore imperative that the exit of major providers is
effectively managed within the market.

The levers that can be used to direct the market towards greater operational viability include:

s Policy and coordination by introducing policies to attract talent and improve retention.
» Funding by investing in the sector (i.e., increasing funding for ECEC qualifications at TAFE or
directly ‘topping-up’ the wages of ECEC workers).
= Service provision by creating a positive work environment for staff in publicly run ECEC
centres.
Funding is the key lever used to support providers’ financial viability. While a market mechanism is

used to deliver services, there are circumstances where government intervention is preferable to the
closure of a provider, including in the case of emergencies or where there are thin markets. Assigned
responsibility for oversight and management of funding mechanisms affords the steward the
opportunity to support providers to remain financially viable within the market during periods of
market instability and uncertainty. Additionally, funding mechanisms support the steward to drive
market activity in thin markets, encouraging providers to enter the market and supporting them to
remain viable in the competitive operating environment.

Alongside funding, other interventions might include:

« Regulation through designing the architecture of the market to enable providers to set
prices, collect funds and deliver services in a financially viable manner; and
s Information provision by offering providers the information necessary to enter the market
in financially viable areas and make informed choices about provision.
To support operational viability, there is far more uncertainty surrounding which stewards bear
primary responsibility for workforce issues relating to the sector. ACECQA, on behalf of the
Australian and state governments, developed the National Children’s Education and Care Workforce
Strategy (2022-2031), which was developed to support the recruitment, retention, sustainability,
and quality of the sector workforce. While this workforce strategy provides a roadmap for some
interventions to support the workforce, consultations revealed a lack of role clarity between levels
of government around the responsibility for the pipeline of workers into the sector.

3.3.5 Precondition 5: Competitive Providers

Providers are competitive when they face contestability in the ECEC market across all major
dimensions including care type, price, quality, flexibility, and volume. In practice, this requires the
market to have few barriers to entry, incentives for information sharing and strong guardrails against
anti-competitive conduct.

=1
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The precondition of competitive providers must be met before many of the sector’s objectives can
be achieved. When there is sufficient contestability in a market, providers are forced to compete for
customers by making their product more desirable. In the case of the ECEC sector, this could involve
a range of improvements to the care provided. For example:

+ Providers could increase the volume and flexibility of care offered (e.g., offering extended
after-hours care), improving the access of families to ECEC.

» Providers could reduce the prices of their services to attract and retain families, improving
the affordability of child care.

= Providers may increase their service quality.

To increase the level of competition faced by providers, the steward can utilise several levers.

« Information provision by providing families with current information on all key metrics
relating to ECEC (price, quality, volume etc.) so they can shop around for the best service.

« Regulation through restricting businesses practices that limit or prevent competition and
enforcing such restrictions.

+ Integration by coordinating with ECEC system leaders, state and territory authorities and
regulatory bodies (e.g., the ACCC) to implement and enforce the ‘rules of the game’.

A system mapping exercise revealed that currently local governments and state and territory
governments have a functional role in providing non-financial supports:

» The main mechanism for providing non-financial support, specifically planning and
infrastructure, is provided by state and territory policy agencies and local governments.

» Consultations with stakeholders highlighted a lack of coordination between the Department
of Education’s financial support and other actor’s non-financial support.

There exists opportunity for the department to extend their responsibilities beyond funding to also
include responsibility for oversight of settings which foster competition via non-financial
mechanisms. Both financial and non-financial levers when used in combination produce a positive
additive effect, driving competition within the market and encouraging providers to deliver services
that are flexible, responsive, and encompassing of the wide spanning needs of families. Given the
pertinent role of system leaders from state and local governments, there also exists opportunity for
greater collaboration to ensure the aim of achieving and fostering ongoing competition remains the
centre of focus for all stewards within the market.

3.3.6 Precondition 6: Accountable Providers
Providers are accountable when they are held responsible for acting with integrity and complying

with the rules of the market. Holding providers to account requires effective market incentives and
quality assurance mechanisms, which make it costly to undertake fraudulent behaviour.

It is important to note that this Strategy should be read in conjunction with the Child Care Financial
Integrity Strategy, which sets out a more comprehensive framework for the department in
addressing Family Assistance Law related non-compliance and fraud. The precondition of provider
accountability must be met before the ECEC sector objectives can be achieved. For example,
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+ However, it is also important to note the department’s obligations as described in Public
Governance, Performance and Accountability Act 2013 and pursuant to the Fraud Rule as
contained in Public Governance, Performance and Accountability Rule 2014 s 10.

3.4 Measuring Market Performance

This Strategy sets out approaches to respond to ECEC market monitoring insights. A Market
Monitoring Framework (developed separately to complement this Strategy) considers the
performance of the ECEC market against the conditions which demonstrate effectiveness (as defined
above).

The Market Monitoring Framework can be used to identify areas where the department can
intervene to ensure intended market outcomes are achieved. This Strategy focuses on interventions
to respond to the findings from ongoing market monitoring, and to develop the capabilities to invest
in more comprehensive market monitoring, to strengthen policy responses.

Noting that the department already undertakes market monitoring in some forms, Table 3 considers
potential measures to assess the performance of the ECEC market with respect to the system
objectives set out earlier in this Strategy. The options in Table 3 represent a set of operational,
point-in-time metrics to help monitor the sector’s performance and assist the department in
diagnosing potential issues and identifying suitable policy interventions.
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Table 3: Proposed metrics for each market objectives

Cuality

Connected
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ainability

Service provision is sufficient in volume
and flexibility to ensure that families and
children are able to participate in ECEC.

Care type options are priced in a way
that Incentlvises participation.

ECEC provision is of a high guality;
students are safe, the workforce is
highly capable, students are
prepared educationally and famili

Service provision is connected and
integrated (where appropriate) to

The ECEC sector is both financially and
lly s\ ble, valued by

other public services for children
and famili

are engaged.

op ¥
users and adequately supported by
gavernment.

Measuring market objectives

1. Ratio of approved child care places to
population of children aged 0-5 years
old in each region,

1. Out-of-pocket expense as a
proportion of a family’'s reported
incomne, aggregated to each
region,

2. Ratio of child care costinflation ta
inflation of other cost categories.

1. Proportion of services that are
requiring improvement or working
towards the National Quality
Standard in each region,

2. Length of time services have spent

at ‘working toward' status.

. Number of NQF waivers in place,

by walver type (staffing or physical
environment) in each region.

L

1 ber of inguiri {ating to i ber of stud lled in
Information or difficulties in ECEC qualifications and due to
navigating the ECEC system. complete in the next 12 months, by

2. Web traffic on ACECQA Starting qualification.

Blocks (leveraging ACECQA 2, Percentage of recent ECEC
analytic reports). qualification graduates entering the

3, Parent perceptions on the level industry

of system connectedness 3. Volume of ACECQA waivers for

{potentially leveraging the Survey
of Parents and Services),

4, Self-reported provider
information on level of additional
support services that are
available to families.

Inability for services to find suitably
qualified staff in each region.
. Average ratio of labour and capital
costs to total revenue by service in
each region,
Percentage change in the no. of
services and approved places in
each region,

S

wn

Approaches to benchmarking performance relative to the market objectives

* Compare metric across ke regions in
Australia (where likelinass could
Include considering geographic and
demographic characteristics).
Identify top five regions that exhibit
the largest difference in ratio
compared to the medlan of
structurally similar regions.

= Compare metric 1 across different
reglons to identify top five regions
with the highest out-of-packet
expenses as a proportion of
income.

* Examine metric 1 over time, to
identify top five regions where

* Compare metrics 1-3 across
different regions to identify top
five regions with lowest
performance.

Compare metrics 1-3 over time to
identify the top 5 regions with the
largest deterioration In quality.

.

* Specific metrics would be
determined based on data
availability

* Examine metric 1-2 over time and
i to long-run I

growth,
Examine metrics 3-5 across different
regians identifying the top 5 regions
with the lowest service profitability /
lowest growth in supply / most
acute workforce challenges.
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Accessibility

Affordability

affordability has deteriorated, and
compare results across cohorts.
Examine metric 2 at a national
level, setting a threshold for how
closely child care inflation should
follow overall Inflation.

Compare metrics 1 and 2 to
international benchmarks

.

CQuuality

Connectedness
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Sustainability

y steps in prop

-

v

Extract ABS Census and CCS data to
examine the number of approved
child care places and characteristics of
each region In Australia,

Develop a model that identifies and
matches regions that share similar
characteristics.

Identify top five regions where the
metric Is most different to structurally
similar reglans.

Future analysis should aim to estimate
the level of ‘latent demand' for
childcare in each region, or
alternatively, gain a more
sophisticated understanding of the
walting lists for services. This may
involve surveying famllies around
Australia to und d p i
demand for additional child care
Future analysis could consider an
additional supply metric examining
the distance between families place of
residence and available services.

= Extract CC5 data for out-of-pocket
expenses for each region in
Australia, along with ABS datasets
on overall inflation levels over
time.

Identify top five regions with the
highest proportion, and how regions
have trended over time,

.

Extract ACECQA data on quality
assessments for each service over
time.

Analyse trends in quality ratings
across regions and over time.
Consider whether new data
collection instruments are required
to obtaln a broader definition of
quality,

Canfirm which of the above data
sets are suitable / capture the
required information. New data
collection methods may be required

Extract NCVER, ACECQA, CCS5 and
BLADE data.

Examine differences across reglons
and trends over time.

Examine level of turnover within the
ECEC workforce (would likely
require new data collection
methods],
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At each decision-making juncture, the preferred measures for the department will ultimately
depend on the availability of information, including the level of granularity by which is it available,
the time available to enable collection and reporting, and the cost of collecting and analysing the
data. Alongside the measures in this Strategy to strengthen market monitoring, parallel analysis of
the sector being undertaken to inform the ACCC Price Inquiry and Productivity Commission Inquiry
may also present opportunities to extend or complement the measures presented in this section,
An alternative approach is to measure the performance of the market with respect to the
preconditions. Taking a similar approach to the options presented in Table 3, the following sections
present potential measures of performance for the market with respect to the preconditions.
Similarly, these sections seek to present options, based on the data currently collected across the
sector, to measure market performance as part of developing a more complete monitoring
framework,

3.4.1 Empowered Families

Families are empowered when they have sufficient buying power and are incentivised to participate
in the ECEC market. To measure families’ buying power several different metrics could be used,
which are summarised in Table 4. Some measures, such as enrolment rates by socioeconomic
status, are more rudimentary, and likely to reflect several facets of accessibility. However, more
specific and direct measures, such as survey responses from families, will require more investment
in order to regularly collect the relevant data.

Table 4: Empowered families

Potential measure Explanation Avallability Usefulness Difficulty
Enrolment and Low enrolment or attendance Likely to be Efrtvai::'zjevel
attendance rates in rates may be symptomatic of CCss conflated by dika alrend
services limited affordability other factors ; Y
exists
Out of pocket If out of pocket expenses are A more direct DEta.HEd
expense as a : : CCSS, ATO, service-level
extremely high, this may reflect measure of
proportion of the 3 ; and/or ABS 4 data already
poor buying power for families affordability g
average wage exists
: - Additional
Satisfaction results A direct measure of how Bespoke A more direct mc::f;:lna
from a survey of families assess their buying survey measure of .
i ? o collection is
families power required affordability

likely required

3.4.2 Informed Families

Families are informed when they can use information about care types, providers, pricing, and
quality in their decision-making. There are few readily available and direct measures of how much
information families have and the extent to which this information is useful for enabling choice.
Families typically access information and select ECEC services based on referral or recommendation,
which is hard to track. While some insights can be gained from calculating the number of families
who access ACECQA materials, this measure does not signal the usefulness or utilisation of that
information by families. As such, collecting survey data on families’ awareness and satisfaction
would provide a more direct measure of whether they are informed, and the type of information
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they are seeking. A variety of potential measures from a survey are proposed below.

Table 5: Informed Families

Page 48

Measure Explanation Availability Usefulness Difficulty
Some
i If few families access the Families may additional
Number of families ; ; ; . :
thek actiss information provided by ACECQA access information | data
A ¥ ACECQA, this may reflect low outside of formal collection or
information 330
awareness sources analysis likely
required
Proportion of : 0 : iy
;.,. A direct measure of families’ A more direct Additional
families that are Bespoke
ECEC awareness (e.g., care measure of manual
aware of key : : survey o c
types, providers in local area, - whether families collection is
features of ; required : : i
] cost and quality) are informed likely required
provision
i f A more dir iti
Pro;lu_mlon 9 A direct measure of how Bespoke frebikeet Hacitiong)
families that are =3 measure of manual
3 2 families assess the level of survey - o
satisfied with ; . : y whether families collection is
. £ information received required ; 2 :
information shared are informed likely required
Large delays in families
Speed with which g A y i Additional
: responding to changes in key Bespoke
families respond to May be conflated manual
: features of care (e.g., new study o
changes in market ; : : by other factors collection is
. entrants, quality) may signal required 7 i
dynamics > y i likely required
poor information sharing

3.4.3 Supported Families

Families are supported when they face minimal non-economic costs to care (e.g., cultural barriers or
poor service design). To measure the extent to which families are supported, several different
metrics could be used, which are summarised in the table below.

Some measures, including enrolment rates across equity groups, can use existing data, reducing the
cost of measuring performance. However, these measures may confound several factors. For
example, enrolment rates among disadvantaged cohorts may be low due to the economic cost of
care, not its suitability. Further, while these measures might identify issues in access for certain
groups, they may not diagnose the specific barriers to participation for certain cohorts. A mix of
qualitative insights is likely to be necessary to complement and aid in interpreting quantitative

measures.

Table 6: Supported Families

Measure

Enrolment and
attendance rates
across equity
groups

Explanation

Low enrolment or attendance
rates among equity groups may
be symptomatic of a lack of
appropriate care and supports

Availability

CCSS / ROGS

Usefulness

High enrolment or

attendance rates
do not guarantee

supported families

Difficulty

Some
additional
analysis
required
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Measure Explanation Availability Usefulness Difficulty
; A direct measure of how i Additional
Proportion of ph= A more direct
. families assess the supports Bespoke manual
families that are Fax measure of o s
. - offered. Note: insights from survey - collection is
satisfied with 3 3 whether families :
equity groups should be required likely
supports offered s Loty are supported ,
prioritised required
g . itional
Prop'omon oF A direct measure of the degree A more direct Adcitiona
providers that offer : : Bespoke manual
to which providers offer measure of -
supports (e.g., an ; survey ; collection is
: wraparound services, cultural , whether providers ‘
allied health e required likely
training, etc. offer supports .
worker) required
Proportion of ECEC If equity groups (e.g., First Representation —
workforce from an Nations peoples) aren’t National does not guarantee additional
equity group, proportionally represented in Workforce that families from il
relative to the ECEC workforce, this may create | Census equity groups are requ‘i(red

general population

non-economic barriers

supported

3.4.4 Viable Providers

Assessing provider viability requires considering two dimensions:

» Operational viability which is achieved when providers have a capable and sustainable
workforce to deliver quality services in a sustainable way.

» Financial viability which is achieved when providers have sufficient funding and incentives to
enter and remain in the ECEC market.

To measure the extent to which providers are viable, several different metrics could be used, which
are summarised below. Importantly, to develop a complete understanding of the viability of
providers, a combination of measures is required. This allows the gaps in information provided by
individual metrics to be filled by other measures. For example, while the supply of graduates may
reflect the ability of providers to fill entry level positions, it will not provide insight into whether the
sector is retaining experienced staff or capture challenges such as the intersections between new
workers entering the sector and experienced staff leaving.

Lastly, it is important to note the measures outlined in Table 7 and Table 8 below apply primarily to
CBDC, OSHC, and FDC, as ACECQA does not hold IHC-related data.

Table 7: Operationally viable providers

W EERE

Explanation

Availability

Usefulness

Difficulty

Projected supply of

A low number of graduates

graduates, relative studying ECEC related courses Jobs and E::i:orkforce Data
to projected (relative to expected future Skills ; already
7o g unsustainable for :
demand for demand) may indicate future Australia exists
other reasons

workers workforce challenges.
Proportion o.f ECEC #in underqualified worklorce ACECQA and | There are many Data
workforce with the Jobs and factors that

; may reflect a lack of capable ? ; already
desired ot Skills determine a A
qualifications Australia capable worker
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Measure Explanation Availability  Usefulness Difficulty
; Additional
High staff turnover could ik
e 4 Strong indicator of | manual
indicate that providers cannot Survey and ; G
Staff turnover rate ; operational collection is
access a sustainable ACECQA U ;
viability likely
workforce .
required
Number of job A large number of job listings Depends on how Some
listings, relative to could indicate an unsustainable granular the additional
: : ABS 5 g 2
size of the workforce (e.g., high turnover, information is, and | analysis
workforce staff exiting the ECEC industry) on timeliness required

Table 8: Financially viable providers

Measure

Explanation

Availability

Usefulness

Difficulty

Gap between the
cost of providing a
government-funded
place and the total
fees providers face

If this gap is large, the financial
viability of providers may be
threatened. Providers in low-
income areas may be unable to
charge fees high enough to
cover costs.

CCss

Providers may
close the gap by
increasing fees —
information on
pricing is needed

Some
additional
analysis
required

Market exit rates

A large number of providers
(particularly small family and
not-for-profit centres) leaving
the market may indicate a lack
of financial viability

ACECQA and
Jobs and
Skills
Australia

Strong indicator of
financial viability

Data
already
exists

3.4.5 Competitive Providers

Providers are competitive when they face contestability in the ECEC market across major dimensions
including care type, price, quality, flexibility, and the number of approved places. To measure the
extent to which providers are competitive, several different metrics could be used, which are
summarised in the table below. Recognising several different elements of competition, a range of
metrics are likely to be required. For instance, while the rate of market entry and measures of
market concentration offer important insights into overall levels of competition, individual features
of the market (e.g., average quality ratings) should be examined to gain a full picture.

Table 9: Competitive Providers

Measure

Market entry and
exit rates

Explanation

A low rate of market entry
suggests that there are high
barriers to entry and a lack of
competition

Availability

ACECQA, Jobs
and Skills
Australia and
State Regulatory
Authorities

Usefulness

Strong indicator
of overall levels
of competition

Difficulty

Data already
exists
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Measure Explanation Availability Usefulness Difficulty
|
Mk Ifa smaI. numbgr of _
concantratioe e companies provide the vast A strong proxy additional
Herfindahl- B majority of ECEC places, this CCSS or ACECQA | for overall levels St
: suggests the market is of competition V
Hirschman Index) o required
uncompetitive
Low quality ratings in a local inchtstien Data alread
Average quality q Y & g whether X ¥
rating (by local area suggest there is weak ACECQA eauiders exists, but
. g (oY competition on the basis of P timeliness is
region) il compete on G
q Y quality alone P

3.4.6 Accountable Providers

Providers are accountable when they are held responsible for acting with integrity and complying
with the rules of the market. Accountability is a multi-dimensional measure whereby providers are
accountable for different aspects of ECEC service provision. As such, key metrics should cover a
range of accountability measures, including fraudulent behaviour, reporting infringements and
quality. To measure the extent to which providers are accountable, several different metrics could
be used, which are summarised below. Some of these measures may represent market monitoring
activity already being led by the department’s integrity functions, while other measures proposed
may rely on additional data collection.

Table 10: Accountable Providers

Measure Explanation Availability Usefulness Difficulty
A strong proxy for
Average time taken Timely identification of the department’s Internal
; o Department =1
to identify fraudulent activity amongst of Edication ability to respond data may
fraudulent activity providers to fraudulent exist
activity
8 ’ Additional
Survey providers with reported
Providers e Bespoke Strong proxy for manual
? incidents to assess whether : A F,
responsiveness to 4 - survey provider collection is
= actions were taken to avoid . e ;
incidents A required accountability likely
future incidents )
required
. Data
Number of providers already
:;::‘: NWQ:r;?;lngs Minimal improvement in low Depends on the exists, but
; e NQS ratings signifies barriers to | ACECQA timeliness of the timeliness
towates Ny y 1ok uality improvement NQS ratin varies
exhibiting material q yig .
improvement
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4. Understanding the Functions of Government in Early Childhood
Markets

A market steward'’s role is to coordinate market actors and shape market activity to align with
system outcomes. A key part of market stewardship is defining the functions of different actors and
articulating the boundaries and interconnections that exist between them. This Chapter provides an
overview of the roles and responsibilities of key actors within Early Childhood Markets. This analysis
has been informed by an extensive stakeholder consultation process, along with a desktop review of
publicly available information. This Chapter provides an overview of the current state of the market,
rather than commenting on what a revised version may look like,

4.1 Outlining Functional Groupings

A series of functional groupings have been developed to categorise and define the activities of
different actors in the sector. These groupings have been informed by findings from the Institute for
Government, case studies of other market stewards, and public governance theory. This section
outlines the six functional groupings of actors in the ECEC system.

4.1.1 Grouping 1: Market Policy and Coordination

Market policy and coordination refers to strategic oversight of the entire system, including strategic
policy development, coordination with the system steward, coordination with other stewards, and
evaluation (including market monitoring). These policies commonly inform other levers, such as
funding, regulation, or direct provision and service planning. Additionally, policies may focus on
supporting a range of different objectives, including access, affordability, quality, connectedness, or
sustainability.

Examples of activities in this function include direction or goal setting, role and responsibility
allocation, and evaluation and monitoring. The actors best placed to execute these functions are
those with a full system perspective, for example, government agencies.

The key system actors and their roles include:

* The department plays a role in policy, focusing on funding the sector, primarily through the
Ccs.

« State, territory, and local governments may implement policies aimed at supporting specific
objectives. The exact nature and extent of these policies differ across jurisdictions.

e ACECQA has primary responsibility for policies relating to ECEC quality and regulations.

* Other Australian Government agencies also have policies which influence the department’s
activity. For example, the Department of Social Services coordinates early childhood
development policy, such as the recently announced Early Years Strategy, and the Department
of Employment and Workforce Relations supports policies related to the workforce to ensure
the ECEC system in sustainable.

4.1.2 Grouping 2: Funding and Support
Funding and support refer to activities that boost the agency of market participants through direct

financial or non-financial means. Examples of funding and support activities include government
investment in technology solutions, government funding to encourage the participation of families
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and children, financial support for providers (e.g., grants, or loans) and government non-financial
support (e.g., programmatic intervention). The actors who are best placed to execute these
functions depend on the nature of support offered. For example, broad funding or support may be
suitable for the Australian Government, however bespoke or regional issues might be best handled
by a state or territory government, or local government closest to the issue.

The key system actors and their role:

e The department is primarily responsible for funding through the CCS to families and provides a
contribution for preschool to state and territory governments through the Preschool Reform
Agreement.

s Service Australia supports the department by facilitating the provision of CCS to families
(through ECEC services).

* Increasingly there are shared funding agreements between the Australian Government and
states and territories. For example, the recently announced New South Wales and Victorian
funding packages to provide additional years of early learning. In addition to this, state and
territory governments provide program funding to support specific objectives.

¢ Finally, the sector fulfils a key role in implementing the CSS and passing on the subsidy as a
reduction in the total fees that families pay.

4.1.3 Grouping 3: Regulation

Regulation refers to activities which set out the requirements for market participation. These
activities may include establishing and amending legislation, price regulation, and administering
quality standards. In addition to whole-of-economy regulation, there is ECEC sector-specific
regulation.

The key system actors and their roles include:

¢ ACECQA, which fulfills a key function in assisting the Australian Government to administer the
NQF and National Quality Standards (NQS).

= State and territory regulatory authorities are responsible for working with the sector to enact
the NQF and ensure compliance with the NQS. In addition, these agencies are responsible for
assessing and rating services against the NQS.

¢ Market regulators including the ACCC, ASIC, and ATO ensure providers’ compliance with broader
economy-wide competition, taxation and financial regulations.

* The Department of Education plays a supporting role in regulation and compliance by
monitoring for, and taking action to remove, fraudulent providers and helping educate the
sector to ensure that it understands its obligations.

414 Grouping 4! Integration

Integration refers to building and supporting connections both within the ECEC sector and with
other public service actors. This may include integrating with schooling, immunisation, disability
support, physical and mental health supports. Several system actors are involved in the integration
of the market, including:

* The Department of Sacial Services, who coordinates early childhood development policy, which
supports the system to be connected and integrated with other public services.

¢ Service Australia, who connects children and families to additional financial support, depending
on their circumstances.
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e Providers can also play a role in connecting the system to other market actors, by helping
families understand the different support services that are available to them, and making
referrals as needed. The extent to which this occurs likely varies on a provider-by-provider basis.

4.1.5 Grouping 5: Information Provision

Information provision refers to the collection and dissemination of market intelligence or resources
to enable better decision-making by system actors. Several actors are involved in the information
provision of the ECEC market, including:

s The department who disseminates a broad range of ECEC related information to the sector and
other government agencies. For example, the department publishes the regular Childcare in
Australia Report and the Childcare Provider Handbook, along with sharing policy resources with
state and territory education policy agencies.

e ACECQA provides relevant guidance relating to the NQF and NQS to the Department of
Education, service providers and state and territory regulatory agencies. *** In addition, it
manages the Starting Blocks website, which provides a wide range of information on the sector
for families.!®

e Industry bodies provide research for families, researchers, and policy makers.

e The Department of Education, Department of Social Services, and Services Australia disseminate
resources relating to the provision of the CCS to children and families. **’

s Service providers are the key point of contact between families and the sector, and hence play
an important role in providing information on the supports that are available and funding
arrangements in place.

¢ Children and families provide feedback to ECEC providers regarding their services, and ECEC
providers provide information about their services to families.

4.2 Functions of the Australian Government

This section focuses on the functions of Australian Government agencies that have a central role in
the ECEC market, namely, the department, Services Australia, and ACECQA. Table 11 provides an
overview of those Australian Government agencies.

A wide range of other Australian Government agencies, including the ACCC and ASIC have broad
mandates for consumer protection and integrity that are related but not specific to the ECEC market.
For the purposes of this exercise, these broader agencies have not been considered in detail.

Table 11: Functions of Australian Government agencies

System Market Policy Funding and ; Information
= Integration >

actors and Coordination |Support provision

R i Provides
ik information to
Department Sets poli for families via families
of g LRt TR Enacts regulation : ¢
s direction providers and
Education distributed by }
. other policy

Services nclbs
Australia). age

S About Us', The Australian Children's Education and Care Quality Authority (2022), <https:/fwww acecqa.gov.au/about-us>
U8 'tind child care’, The Australian Children’s Education and Care Quality Authority (2022), < hitps [fwww.startingblocks gov.su/>.
U iGet help with fees’, Department of Education {2022}, < https://www.education.gov.aufearly-childhood/get-help-fees
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System Market Policy Funding and . Information
R Integration Sos
actors and Coordination |Support provision
Connects
Distributes children and
funding (i.e., families to
Services CCS) to eligible additional
Australia families information and
(via service financial support
providers). including child
support.
3 major role ?fm
the regulation mtﬁ
. families,
providers, and
ACECQA ST gV
| actors. about
. “ S
through the
NNational Quality
Standards. &
Legend:

- Core Function: This is a primary function that the system actor undertakes.
Secondary Function: System actors play a role in enabling this function.
Minor function: System actors play a role in supporting this function.
Auxiliary Function: System actors have little-to-no influence over the use of a policy lever in the ECEC ecosystem.

4.2.1 The Department of Education

The department administers the CCS to help with child care costs across four care types: OSHC, FDC,
CBDC, and IHC. The amount of CCS received is dictated through policy developed by the Department
of Education under the Family Assistance Law and Services Australia administers the funding.!!®

The department is also responsible for the ACCS which provides additional financial assistance to
families facing barriers to childcare. The department also supports accessibility through
programmatic funding interventions, such as the Community Child Care Fund (see Box 1) and
Inclusion Support Program (ISP). The ISP provides support to eligible mainstream ECEC services to
build their capacity and capability to include children with additional needs.*?

The Community Child Care Fund

The department funds and administers the Community Child Care Fund (CCCF), which provides a
range of grants for child care services. The CCCF aims to improve accessibility through addressing
barriers to child care participation, particularly in disadvantaged, regional and remote
communities, and in Indigenous communities.

The CCCF consists of: 12°

e Special circumstances grant which funds services stay open when there is an unexpected
event that impacts their ability to stay open. For example, a local emergency or natural
disasters.

Uohe ppard M, 'Child care in Australia: a quick guide’, Parliament of Austrolio (2015)

<https://www.aph.gov.auf/About_Parliament/Par y_Depar [Parli v_Library/pubs/rp/rp1415/Quick_Guides/Child care>

Y% aystralian Government Department of Education, ‘Inclusion Support Program Guidelines' (2022), <https://www.education.gov.au/child-care-package/resources/inclusion-support-
program-guidelines).

128 ‘Community Child Care Fund’, Department of Education (2022), < https://www.dese.gov.au/child-care-package/community-child-care-fund>
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¢ Disadvantaged and vulnerable communities grant which funds services in disadvantaged and
vulnerable communities to increase the number of children accessing ECEC, and ensure the
services stay open.

e Restricted grant which supports services in identified disadvantaged and vulnerable
communities, including remote locations where there is a focus to increase participation rates
of Aboriginal and Torres Strait Islander children in early childhood education and care.

e Connected Beginnings which provides funding for children in identified Aboriginal and Torres
Strait Islander communities. It helps them prepare for school by integrating a range of services
with schools including, early childhood, maternal, child health, and family support.

e Business Support which provides a free business review and advice service for eligible child
care services. It is available to child care services experiencing financial viability or
sustainability issues, particularly in disadvantaged or vulnerable communities.

Under the Preschool Reform Agreement, the Australian Government provides a per-child
contribution to states and territories — approximately $1,340 per child in 2022. The state and
territories must pass on the per-child contribution to children in, regardless preschool setting (e.g., a
preschool program delivered through CBDC).'*!

In addition to funding, the department has a lead function in: *??

¢ Commonwealth early learning policy

s Developing and implementing early policy via national agreements achieved through the
National Cabinet

¢ Supporting the development of the Australian Government'’s Early Years Strategy. While the
development of the strategy is being led by the Department of Social Services, the department’s
critical role in the ECEC sector means it is involved in the process.’®

* Producing and sharing guidance and resources, including disseminating national ECEC policy
resources to state and territory education policy agencies.'?** Additionally, the Department of
Education, Department of Social Services, and Services Australia disseminate resources relating
to the provision of the CCS to children and families.

s Program administration functions such as the CCS Helpdesk.

s Regulating the sector, with a focus on integrity and accountability funding. This primarily
involves supporting regulation and compliance by helping educate providers on their obligations,
and monitoring for and taking action to approve and remove fraudulent actors. The Department
of Education provides funding to ACECQA to lead regulation through administering the NQF.

* The role of each branch in the department is discussed further in Appendix C.

4.2.2 Services Australia

Services Australia administers financial assistance to eligible families to help with the costs of ECEC,
such as the CCS and the ACCS.**® The CCS and ACCS are paid generally paid directly to ECEC services
to reduce out-of-pocket fees paid by families. During the stakeholder consultation process, Services
Australia emphasised that they do not have direct contact with ECEC services, rather contact is
through the Department of Education. Further, Services Australia connects children and families to
additional financial support, depending on their circumstances.

121 ipraschoal Reform Funding Agraement’, Department of Education (2022), < https://www.dese gov.au/chlld-care-package/preschoal/preschool-refarm-funding-agreements
1 tereschool Refarm Funding Agreement!, Department of Education (2022), < hitps:/fwww dese.gov,au/child-care-package/preschool/preschoal-reform-fimding-agreement>
B3Early Years Strategy’, Department of Social Services (2022), hitps.//www dss gov auffamiliss-and-childran-pragrame-sarices/early-years-simtegy,

14 ‘about Us', The Australian Children's Education and Care Quality Authority (2022), <https://www.acecga. gov.aufabaut-uss

135 4 New Tax System (Family Assistance) Act (1993)
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Additionally, Services Australia is responsible for regulating the CCS and ACCS and taking action to
ensure families receive the correct entitlements. In consultation, Services Australia noted that the
Department of Education, not Services Australia, is responsible for compliance and monitoring ECEC
service behaviour with Services Australia acting on this intelligence. Services Australia noted that
there are generally low incidences of fraud or integrity issues in the sector, due to both families and
providers having to verify enrolments. Further, Services Australia noted that the Department of
Education does consult with Services Australia as part of policy development processes.

4.2.3 ACECQA

Under the Education and Care Services National Law Act 2010, ACECQA is the national authority
responsible for ECEC quality, through guiding the implementation and administration of the NQF to
monitoring and promoting consistency in its implementation and administration. ACECQA provides
information to the Department of Education and state and territory agencies to regulate the sector,
enact the NQF, and ensure compliance with the NQS.26

On issues related to quality, state and territory regulatory agencies are providers’ first point of
contact; ACECQA does not directly communicate to providers. Further, ACECQA provides
information and guidance to state and territory governments to:

* Implement changes that benefit children and their families.

* Monitor and promote the consistent application of the Education and Care Services National
Law.

* Support the children’s education and care sector to improve quality outcomes for children,

ACECQA oversees the National Quality Agenda IT System (NQA ITS) as the online administrative
system for implementing the NQF. Once registered, providers use the NQA ITS to view records,
submit applications and notifications and pay invoices. ¥

During consultations, ACECQA noted that the responsibilities of the agency have evolved and
expanded over time. For example, they noted that since 2018 they have had a more active role in
areas traditionally outside their remit, such as the interaction between the ECEC workforce and
quality. In 2019, the Australian Government appointed ACECQA to develop the National Workforce
Strategy. Part of their role included working with service providers and industry bodies to develop
and implement the strategy.!?®

4.3 Functions of the States and Territories

State and territory governments’ roles in the ECEC market vary across jurisdictions. Common
functions performed by policy and/or regulatory agencies include:

« Providing capital and operational funding to preschool services and/or directly providing
preschool services.

» Providing capital and operational funding to child care services (including services that also
receive Australian Government funding), noting this differs based on the jurisdiction.

« Providing funding to support the implementation of the Preschool Reform Agreement (PRA).

HE aihaut Us', The Australion Children's Education and Care tuahfy Authority (2022); <hitps://www.acecqa.gov.au/fabout-uss
7 aAbaut Us', The Australian Children's Education and Care Quality Authority (2022), <https://www.acecqa.gov.au/about-uss
S iNstianal workforce strategy’, The Australian Children's Education and Care Quality Authority (7072), < hitps:/fwww.acecqa gov.au) !} ki legy
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« Regulating approved services under the National Quality Framework (NQF) and
licensing/registering child care services not approved under the NQF.

« Implementing strategies and policies to improve the quality of ECEC programs.

» Providing curriculum and policy support and advice, as well as training and development for
management and staff.1?®

The roles of states and territories can be divided between their policy agencies and their regulatory

authorities, noting that in some jurisdictions this could be the same agency (Table 4.3.1).

For example, in NSW the Department of Education is both the policy agency and the regulatory

authority, while in WA the education policy agency is the Department of Education WA while the

regulatory authority is the Department of Communities.

Table 12: Functions of State and Territories Governments

Information
provision

Service
provision

System actors | Policy and Funding Regulation Integration

coordination

State and
territory

education
agencies

State and
territory

regulatory
authorities

Legend:
Core Function: This is a primary function that the system actor undertakes.
- Secondary Function: System actors play a role in enabling this function.
Minor function: System actors play a role in supporting this function.
Auxiliary Function: System actors have little-to-no influence over the use of a policy lever in the ECEC ecosystem.

Notwithstanding these similarities, jurisdictions differ in the level of funding provided to the sector
and the level of market intervention enacted. Recently, some states and territories, such as New
South Wales and Victoria, have increased their level of intervention in their local ECEC markets by
announcing reforms.

As discussed earlier, some state and territory education policy agencies provide additional
operational and capital funding to certain ECEC providers (Table 13).

9 productivity G ission, Report on Gi Services 2022 - Early childhood education ond care (2022), < https://www.pc.gov.aufongoing/report-on-government-
services 2022/ child-c ducati d-trai fearly-childhoad-education-and-care>

ECEC Market Strategy | 58

279



Page 59

Table 13: Summary of ECEC service funding by Australian, State and Territory Governments, 2020-
21 (excluding preschools)

Aus.
Funding provider: G':; NSW Vic QD WA  SA
Funded ECEC services, for service types
Centre based day v

.
cata v v v v v v
v v

OSHC v ¥
Family day care v v v
In home care v

Notes: (a) In Tasmania, some child care services may receive funding under an annual, small capital grants (minor
infrastructure) program. These services are not included in this table unless they also receive recurrent funding.

(b) In the ACT, child care services and preschool services outside the government sector may receive support through
capital grants, rental subsidies, and funding through budget initiatives. These services are not included in this table unless
they also receive recurrent funding.

Source: Productivity Commission (2021)

The Australian Government does not provide funding for preschool directly to services or families.
The Australian Government provides a per child contribution to states and territories to ensure that
all children have access to 600 hours of quality preschool in the year before full time school. From
2022-2025, the Australian Government will provide around $2 billion for preschool under the
Preschool Reform Agreement.

States and territories have discretion as to how this funding is used to meet the needs of children
and families in their jurisdiction. From 2023, states and territories must pass the Commonwealth per
child contribution on to the setting in which children are enrolled. Preschool programs can be
delivered in three main settings; schools, standalone preschools, and centre-based day cares. The
proportion of enrolments in each setting varies between states and territories.

In addition to Commonwealth funding, all states and territories commit significant state funding to
support preschool provision in the year before full time school. Some states and territories are also
introducing universal access to a second year of preschool, aimed primarily at children aged three.
The Australian Government currently supports around 60% of three-year-old's who access preschool
in centre-based day care settings through the provision of CCS to families.
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An overview of each state and territory’s role in the ECEC system is provided below. Importantly, this
section has been informed by publicly available information and stakeholder consultations, and may
not reflect the full set of functions that each state and territory complete.

43.1 New South Wales

The NSW Department of Education, specifically the Early Childhood Education Directorate, is the
Regulatory Authority in NSW responsible for regulating ECEC services. This regulatory responsibility
includes monitoring, assessing, and rating services, along with the provision of regular feedback,
review, and enforcement of compliance and approval processes. The three primary goals of NSW's
regulatory activity are to:

* Raise quality and drive continuous improvement and consistency in NSW ECEC services.
¢ Ensure the safety, health, and wellbeing of children attending ECEC services.
* |mprove the educational and developmental outcomes for children attending ECEC services.*®

Further, the Early Childhood Education Directorate administers several programs and funding
streams designed to meet the goals of the Preschool Reform Agreement and the National Quality
Agenda.

Recently, the NSW Department of Education increased its investment in the ECEC market. In June
2022, the NSW Government announced an investment of $5.8 billion over 10 years to introduce
universal pre-kindergarten by 2030 and encourage child care centres to expand into areas with
undersupply.®** In NSW, the 2022/23 Budget commitment is a component of the nearly $16 billion
package.'** The package includes funding to:

« Establish the Affordable and Accessible Childcare and Economic Participation Fund**

+ Provide a workforce package supporting prospective early childhood teachers and carers

+  Provide flexible child care for doctors and nurses**

» Provide more affordable preschool*®

« Provide all children with a full suite of developmental checks before they start schoo

e Provide transport grants to connect students to before and after school care!*®

* Invest a recurrent expense to build system stewardship capability and offer support to service
providers.**

During stakeholder consultations the NSW Department of Education noted that traditionally the

Australian Government has been responsible for services under the Family Assistance Law, with the

state and territories responsible for preschool and kindergarten services. However, they noted that

there is now the desire for the state to bring to a more integrated approach to place-based, system

thinking for children zero to five years of age.

134

l 137

Stakeholders also noted that with recent announcements, there has been a shift in thinking about
‘levers’ and the responsibility of the NSW Government. For example, they noted that supporting
workforce issues has become a more important lever. Further, as the NSW Government invests

Y0 ‘Regulation Requirements’, NSW Deportment of Education (2022, https://education.nsw.gov.au/early-childhood-gducation/i galion-ferdback-and-compl fregul
assessment-and-rating

W unprecedented childcare boost for families’, NSW Department of Education (20732), hitgs://www_nsw.gov.au/media:releases/budget- 202 2-affordable-childcare
B2 NS Governmenlt, Early learring revolution under way in NSW (2022}, < https://www.nsw. govau/media-releases/early-leaming-revelution-under-way-nsw>

M NswW Government, Unpracedented childcare boost for families | 2022), <https://www.nsw,gav.au/med | fbudget-2022-affordable-childcare>

4 wsw Government, Supercharging the early childhood workforce and sector (2022), <https/fwww.nsw gov.au/media-releases/budget-202 2-childcare-stafi>

145 sW Gavernment, Flexible childeare for our doctors ond nurses 20232), <https://www.nsw.gov. au.u’med:a -teleases/flaxible-childcare-for-our-doctors-and-nurses=
Y8 sw Gavernment, Affardabie preschoal for all NSW families |2022), <https:/fwww.nsw gov.au/media-releases/aff le-preschool-for-all-nsw-famili

W sw Gavernment, A brighter beginning for all NSW children (2022), <https |/ www.nsw.gov.au/med I s/a-brighter-begs g-for-all nsw childrens

38 NSW Governeent, Securing before and after school care (2022), <https://www.nsw.gov.au/media-releases/securing-before-and-after-school-care>

¥ NSW Government, Early learning revolution under way in NSW (2022), shttps.//www.nsw.gov.all/media-releases/early-learning-revolution-under-way-nsws
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more in the sector, they noted that this investment should be used to encourage quality and not
fraudulent behaviour.

The NSW Department of Education also noted that they have made a commitment ta enhance their
stewardship approach to invest more in the management of data. They shared that this would
involve collecting more detailed data from local markets to try and gain a deeper understanding of
the needs of the sector.

4.3.2 Victoria

Recently, the Victoria Department of Education and Training (DET) increased its investment in the
sector. In June 2022, the Victorian Government announced an investment of $9 billion over 10 years
to make kindergarten free for children aged three and four years old, delivering universal pre-prep
for 4-year-olds, and establishing 50 government-operated child care centres.'* This will include: ***

+ Making kindergarten free across Victoria (for 3- and 4-year-olds).
e The delivery of a year of universal pre-prep for 4-year-olds.
= Establish 50 government-operated child care centres.
s Provision of Building Blocks: Three-Year-Old Kindergarten Infrastructure Strategy grants
o This represents a $1.7 billion investment over the next decade towards early childhood
infrastructure.
o Building Blocks replaces a number of other grant schemes, making it easier for the
sector to seek state co-investment in their facilities, and aims to ensure Victoria has the
early childhood infrastructure it needs to meet demand. 2

During stakeholder consultations, DET noted they are moving towards being more active in the
market. For example, they have made agreements with local governments and providers to use
supply and demand data to better understand which services have the capacity for expansion. DET
stakeholders noted that they work with these partners to ensure adequate supply through
investments in infrastructure, workforce supply, and quality regulation.

Additionally, DET is the regulatory authority in Victoria and is responsible for administering the
National Quality Framework for the ECEC sector in Victoria. Specifically, DET is responsible for:

« Granting service and provider approvals

¢ Carrying out the quality assessment and rating process

e Making sure ECEC services meet the requirements of the National Law and National
Regulations.**

4.3.3 Queensland

The Queensland Department of Education (QLD DoE) is the regulatory authority and policy agency
responsible for ECEC in Queensland.

% premer of Victoria, Best Start, Best Life: Early Chifdhood Education That Works (2022), < httpsy fwww.premier.vic, gov.au/beststart-best-life-early-childhood-education-works>
MY praemier of Victarla, Best Starl, Best Life; Early Childhood Education That Warks (2022), < https://www.premier.vic gov.au/best-start-best-life-eady-childhood-education-works>
2 Victorian Government, Bullding Blocks (2022), < httpsy//www education.vic.gov.au/Documents/childhood/providers/funding/ 20-% 2005 3% 208 ulldin g% 20blacks%6.20-
3Y0W20infrastruciure™ 20VE, pdf=

1 'National Quality Framewerk', Victonia Department of Education and Training {2022), https:/fwww.education.vie.gov.avu/childhood/providers/regulation/Pages/naf aspx
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As the regulatory authority, QLD DoE is responsible for administering the NQF in Queensland. It is
also the regulatory authority for services captured under the Education and Care Services Act 2013.
Specifically, the QLD DoE approves, licenses, and regulates ECEC services in Queensland, including:

¢ Reviewing and approving provider and service applications under National Law.
e Assessment and rating of services

« Managing compliance and enforcement actions

¢ Complaints management.'*

The QLD Dok also provides funding to services to support the provision, accessibility, and equity of
ECEC services. This includes the:

e Queensland Kindergarten Funding Scheme (QKFS) which aims to assist ECEC services and
kindergartens with the cost of implementing and delivering an approved learning program.
There are various subsidy payments available under the QKFS, including the standard per child
subsidy, rural and remote subsidies, low socio-economic subsidies, and QKFS Plus Kindy support
subsidy.

¢ Kindergarten Inclusion Support Scheme (KISS) which supports kindergarten services to provide
inclusive programs. KISS is provided to kindergarten services via their nominated Central
Governing Bodies, who administer the funding on behalf of their member services.

e Early Years Services (EYS) funding which are grants to small local services and statewide
organisations to support services in rural, remote, and high-growth communities.'*

Additionally, the QLD DoE:

¢ Drives ECEC reforms in QLD including the NQF and universal access to early childhood education
through funding and inclusion initiatives.

= Promotes successful transitions from home to early childhood education to school through the
development of resources, guidance, and pedagogies.

= |nvests in evidence-based research to support learning and development. 1%

During stakeholder consultations, the QLD DoE noted that they have been considering stewardship
in the market and are struggling to understand the role they should play. For example, they
discussed whether building workforce capability is a federal or state responsibility.

Further, QLD DoE noted they intervene in the market where there has been a clear failure, for
example where no provider is willing to enter a high demand location. There was consideration
whether QLD DoE should intervene in the ECEC market, but they noted they have made a conscious
decision to focus their attention on preschool and kindergarten services to support children with
preparation for schooling.

4.3 4 Western Australia

In WA, the majority of ECEC services are delivered through preschools or kindergartens that are
integrated with primary schools. The Department of Education WA is responsible for developing
preschool and school policy and provides funding for universal access to kindergarten in public
schools, and paying, on average, 75 per cent of the cost of kindergarten in non-government
schools.* Children accessing kindergarten in CBDC settings do not receive any subsidy from the WA

W Earty Childtod Edvcation and Care - What we do’, Queemsiand Departrment of Education, (2022}, ittpst/fearhchildhood qld.gov.au/about-us/what-we-do

4 |bid,

ME [bid,

MY wo years are better than one’, Mitchell institute (2016), hHps//www. vyl edu, al/s fefaull/files/factshee wderg -y hetter-th e-wa-mitchell-instiltete paf
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Government.'* However, this will change in 2023 under the Preschool Reform Agreement (PRA),
with funding going to every child regardless of the setting where the child attends a preschool
program.'*

In Western Australia, the Education and Care Regulatory Unit in the Department of Communities is
the regulatory authority for ECEC. It is responsible for:

Assessing applications for provider approvals and service approvals under National Law.
Assessing ECEC services against the National Quality Standards,

Supporting and promoting continuous quality improvements in ECEC services.
Investigating incidents and complaints.

Monitoring and enforcing compliance.*®

In Western Australia there are two regulatory schemes. The majority of ECEC services in Western
Australia are covered by the Education and Care Services National Law (WA) Act 2012 and Education
and Care Services National Regulations 2012. Family day care, centre-based day care and outside
school hours care services are regulated by r the National Law. Additionally, a small number of
services in WA, including occasional (casual) care services, and mobile services are covered by the
Child Care Services Act 2007, Child Care Services Regulations 2007, and Child Care Services (Child
Care) Regulations 2006.

4.3.5 South Australia®!

In South Australia, the Department for Education is the policy agency responsible for ECEC while the
Education Standards Board is the regulatory authority. South Australia has one regulatory system for
ECEC services, legislated in the Education and Early Childhood Services (Registration and Standards)
Act 2011 (SA), which incorporates the Education and Care Services Natjonal Law (South Australia).

In South Australia, regulation is carried out by the Education Standards Board, which is responsible
for regulating the provision of ECEC services. Overall, the main functions of the Education Standards
Board in the ECEC market in South Australia are:

Approving ECEC services.

Assessing and rating ECEC services.

Educating about compliance with the law.

Taking action if providers are not complying with the law

152.
Limited information regarding South Australia’s policy agency is publicly available.

The South Australian Government has recently announced a Royal Commission into the ECEC sector
aimed at investigating how ECEC can support the first 1000 days of a child’s life and how universal
quality preschool could be delivered for three- and four-year-old’s in South Australia.’**

0 Twn years are better than one’, Mitchell institute (2016), https/Aww.vu.edu.au/sites/default/files/foctsheet-kindergarten- two-years-better-than-one-wa-mitchell- institute, pdf
12 agreament with Commonwealth secures 5190 million preschool funding for WA families’, Ministers’ Medla Centre {2022), https://ministers.dese, gov.au/robe rtfagreement-
commonwealth-secures-190-million-preschool-funding-wa-familles

B0 Education and Care Regulatory Unit', WA Governmment (2022), hittps:/ fwww.wa.gov.auforganisation/department-of-communities/education-and-care-regulatory-unit

13 plaase nate there Is limited publicly avallable information regarding the role of South Australia’s government in the ECEC market.

V3 'Dur role’, Education Standards Board (2022), < hutpsy/www,esb.sa gov.au/about-us/our-roles

53 fayal Co ion into Early Childhood Education and Care, Terms of reference’ (2022), <https://www.royalcommissianeces sa.gov.au/what-is-the-royal-commission/about>
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4,3.6 Tasmania
In Tasmania, the Education and Care Unit (ECU) within Department for Education, Children and
Young People is both the regulatory authority and policy agency.

The ECU is responsible for the implementation of the National Quality Framework (NQF), including
the administration of the Education and Care Services National Law (Application) Act 2011 in
Tasmania.'® ECEC services are regulated and approved under the Education and Care Services
National Law Act 2010 (National Law) and the Education and Care Services National Regulations
(National Regulations).**Additionally, the ECU is responsible for approving, licensing and regulating
several child care services under the Tasmanian Child Care Act 2001 and State Licensing
Standards.™®

During stakeholder consultations the ECU noted that they focus on supporting child development
and educational outcomes through their regulatory functions. They noted that a current focus of the
unit is ensuring that quality ratings are contemporary and reflective of current performance, rather
than being outdated from a previous NQF audit. Stakeholders from the ECU noted when introducing
more regulatory activities, they need to find the balance so that any additional cost to a service is
not passed on to families, with affordability of ECEC being a focus of the agency.

Additionally, the ECU stakeholders discussed their focus on building trusting relationships with local
communities and services to ensure they can work collaboratively with them to raise quality
standards. They also noted that this can promote greater visibility in the market, allowing them to be
more proactive in keeping services and providers accountable.

The ECU also provides funding to support the development of quality early learning services through
a grants program. A range of grants are available including capital grants for minor infrastructure
updates, recurrent grants for operational costs, and project grants. The grants program aims to:

e Support the provision of safe, inclusive, high-quality education and care to Tasmanian children,
particularly those disadvantaged by geographic or socio-economic circumstances.

* Encourage initiatives that support the Tasmanian education and care workforce, including
projects targeted toward enhancing skills and leadership.

* Promote initiatives that aim to increase community understanding regarding the importance of
high-quality education and care for children.'’

Additionally, the Department for Education, Children and Young People develops policies that guide
the operation of the ECU.*®

¥4 i Enhancing positive outeames for childeer by pramoting high-quality sducation and care’, Tasmanian Governmment 2022, htips:/feducationandeare. tas.gov.au/about-us/
2% 1bid
& Enhancing positive outcomes far childien by gromating high quality education and care’, Tasmanion Governmeani , 2022, hitps://edutstionandeare tas govau/about-us/
1 ibid,
0 hid
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4.3,7 Australian Capital Territory
The ACT Education Directorate is the regulatory authority and policy agency for ECEC in the ACT.

The Children’s Education and Care Assurance team within the ACT Education Directorate is
responsible for the investigation, compliance, enfarcement, and assessment and rating functions of
ECEC services against the National Quality Standard.***

The ACT Education Directorate’s Early Childhood Policy team oversees policy development and
implementation for ECEC in the ACT, including Set up for Success: An Early Childhood Strategy for the
ACT (Set up for Success).'®® Set up for Success is a ten-year plan for ECEC in the ACT. The goals of Set
up for Success are to:

e Support high-quality, accessible, and affordable ECEC service delivery.
* Connect with other education, community, and health services.
e Be able to meet every child’s needs. %!

Under the Set up for Success strategy, the ACT Government has also committed to providing 15
hours per week, 600 hours per year of ECEC for all three-year-old children in the ACT.

Stakeholders from the ACT Education Directorate noted that it has been funding CCS services based
on a daily rate, using Report on Government Services (RoGS) data to look at the average cost for
services in the ACT. Further, stakeholders noted that the ACT Education Directorate has agreements
in place with some services to purchase places for vulnerable children as part of their targeted 3-
year-old preschool program.

4 3.8 Northern Territory

Quality Education and Care Northern Territory (QECNT) is the regulatory authority responsible for
administering the National Quality Framewaork in the Northern Territory. Its key roles include
monitoring compliance, conducting assessment and quality rating visits, and undertaking incident
and complaint investigations.®?

During stakeholder consultations the NT Department of Education noted that its functions consist of
supporting strategic national priorities, such as the PRA, resolving operational issues in chartered
family centres, maintaining regional relationships), negotiating new agreements and dealing with
funding arrangements.

The NT Department of Education also interacts frequently with the Australian Government regarding
unregulated services (i.e., those services receiving CCCF payments). The interactions were described
as focusing on how the NT department can collaborate more effectively to bring unregulated
services under the NQF to enable consistency across the NT. Stakeholders alsO noted that the NT is
different from other jurisdictions as they have many unregulated ECEC services that do not fall under
the NQF. While other jurisdictions have certain legislation that cater to unregulated services,
stakeholders noted that the NT does not have any way of formally enforcing and assessing quality.

7 “The ACT's Early Childhood Education and Care Sector’, ACT Education Directorate (2022}, https://www.education act.gov.au/early-childhood/the-acts-early-childhood-education-and-
carg-sector

10 )i,

1 15t up for Success: An Early Childhood Strategy for the ACT, ACT Education Directorare (2022), hitps://www.education act.gov.aufearly-childhood/ p-for-suce arly-
childhood-strategy for-the-act

W aality Fducation and Care NT', NT Bepartment of Education, [2072), hittps://educalion. nt.gov.au/c ~Tegul d-advisory-groups/quality-ed and-care-nt
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The NT Department of Educations also plays a role in policy and programmatic interventions for
remote children and families, including the development of education and learning programs, such
as Family as First Teachers, and child and family centres.®* These programs are generally aimed at
providing additional supports to families (such as access to reading books, nutrition advice and
referrals to other support services) to better enable remote families to participate in services.

4.4 Functions of providers
This Section focuses on the functions of service providers (Table 4.4.1).

Table 14: Functions of the Sector

System actors |Policy and Funding Regulation Service provision  [Information ntegration
icoordination provision

Service Across a diversity of

providers care types, serv

marke
delivering EC through
S ices. mandatory
eporting and
er

rations (i.e.,

marketing).

Legend:

- Core Function: This is a primary function that the system actor undertakes.
Secondary Function: System actors play a role in enabling this function.
Minor function: System actors play a role in supporting this function.

Approved ECEC services are delivered through a mix of for-profit, not-for-profit and local
government providers. The key functions of service providers include:

s Delivering ECEC services.

e Passing on the CCS to families as a fee reduction. 1*

e Complying with regulations.

¢ Under the National Laws and Regulations providers also play a role in connecting the system to
other market actors, through mandatory reporting of serious incidents, complaints, and abuse.

e Providing information to the government through consultation and data collection to support
policy processes. 16166167

e Providing information about their services to families and children.

e During stakeholder consultations some ECEC service providers noted that they have additional
functions, including the delivery of training as Registered Training Organisation and facilitating
connections for families to wrap around supports, such as connecting families to allied health
services.

153 'carly childhood support for remote children and families’, NT Department of Government |2022), < https://nt.gov.au/flearning/early-childhood/early-childhood-support -for-remote-
children-and-families>

S Child Care Subsidy’, Services Australia (2022), <https:/fwww.servicesaustralia.gov.aufchild-care-subsidy>

& Ahout the ACCC', Australion Competition and Consumer Commission (2022), <https:/fwww accc.gov.aufabout-us/australian-competition-consumer-commission/about-the-acce>
% 0ur role’, Australian Securities and Investment Commission (2022), <https://asic.gov.au/about-asic/what-we-dofour-role/>

*®1/child Care Subsidy - Your family income estimate’, Services Australia [2022), < hittps://www servicesaustralia. gov.aufyour-family-income-estimate-for-family-assistance-
payments?contexi=41186>
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4.5 Understanding System Connectedness

Stakeholder consultations highlighted that there are several aspects of the ECEC market which lack
role clarity. For example, representatives from both the department and state and territory
governments highlighted how they often did not have good oversight of the operations of other
jurisdictions, and how this could create confusion. These stakeholders also noted how there are
significant responsibility gaps within the system, with a lack of clarity over which agency was
responsible for key issues such as workforce shortages or affordability concerns.

This lack of role clarity also manifested itself as limited coordination in the collection and sharing of
data across the ECEC system, For example, representatives from the department and other
Australian Public Service agencies noted how data collected across a child’s journey with the ECEC
system such as, which services they were enrolled in and what outcomes they achieved, were not
effectively shared or analysed. This lack of data sharing has the potential to both limit policymakers’
ability to make evidence-informed decisions, and providers’ ability to understand and respond to the
needs of families. Stakeholders noted how the existing administrative relationship whereby Services
Australia is responsible for administering the CCS and collecting the required data, while the
department is responsible for managing CCS policy can create inefficiencies.

However, other stakeholders noted that the collection and sharing of Commonwealth data is subject
to what is permissible under Family Assistance Law, the Privacy Act, and other relevant legislation.
These stakeholders asserted that it is this legislation, rather than a lack of role clarity, that is the
major factor impacting the collection and sharing of data across the ECEC system.

Stakeholder consultations with consumer groups and providers highlighted that there can be a lack
of coordination between ECEC services and related support services providing health, disability, and
developmental support. This can have several negative consequences, including an increased
administrative burden on families who are required to supply the same data and navigate multiple
systems; a lack of consistency in the care that children receive if multiple experts working with the
same child are not able to effectively share information; and an increased likelihood that vulnerable
children do not receive the full range of support they require if referrals and linkages to other
systems are not made.

The potential challenges and benefits associated with providing integrated delivery models in the
ECEC sector have been widely studied. For example, it has been noted that ECEC provides a unique
opportunity to provide a non-stigmatised entry point for families to receiving a wide range of
additional support services that may be necessary to strengthen a child’s learning and development.
Notwithstanding this, it is clear that effective integrated care models require clear governance
arrangements, leadership and interdisciplinary professionals.
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5. ldentifying Opportunities to Strengthen and Grow Early
Childhood Markets

5.1 Strategic Opportunities

Responding to the current state analysis, including the consultation series, this Market Strategy
identifies a series of opportunities which may guide the department’s future interventions as a
steward over the CCS market. The opportunities and supporting analysis contained in this strategy
(see Policy Catalogue) are intended to provide an evidence base and set of information to assist the
department in briefing government on the key decisions to be made, and potential options.

The individual policy opportunities vary in scope and depth. For example, some opportunities relate
to more immediate, internal changes, such as improvements to data collection and market
monitoring processes. At the other end of the spectrum, some opportunities propose larger scale
reforms, including scoping studies for alternative funding models.

While all policy changes focus on opportunities to improve the performance of CCS markets through
a stewardship lens, some opportunities have implications for the broader ECEC system and might be
influenced by the findings of the ACCC Inquiry Report (due to be completed in late 2023) and the
Productivity Commission Inquiry into the sector (due to be completed in 2024).

This Strategy organises the more detailed policy opportunities into five ‘strategic opportunities’ or
implementation phases, each representing different types of interventions and improvements, and
considering the need to sequence activity. For instance, initial phases relate to strengthening the
information collected about the system, which can inform later phases which including system
reviews and reforms.

The five strategic opportunities are illustrated in Figure 6, and involve pursuing:

1. Coordination and clarity on current market interventions
The opportunities in this phase can be undertaken immediately and relate to ensuring clarity in
the department’s role within the CCS markets, relative to other stakeholders. Specific
opportunities relate to establishing frameworks and data collection tools which direct policy
interventions, including how the department works with jurisdictions to shape markets and
identifying immediate actions which the department, as a steward, can take ensure the
effectiveness of CCS care types.

2. A comprehensive evidence base to inform market shaping
This phase comprises opportunities to expand market monitoring to better understand the
market. This includes provider competition, the reasonable and efficient costs of delivery, and
supply and demand levels at a local level. This also includes better understanding the needs of
families in the CCS market.

3. Aview on the effectiveness of policy settings
This third phase comprises opportunities to assess the performance of the current design of the
CCS model, including supports for families and communities with additional needs, and those in
thin markets. These reforms take a stewardship lens to consider the performance of the CCS in
the context of whether families” needs are sufficiently supported, and how interventions to
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support the workforce can be developed. They also suggest renaming the CCS to encourage
families to participate in formal ECEC markets.

4. A set of reforms to funding model design
Where opportunities in phase 3 present opportunities to review current practice, this phase,
which would be undertaken following the release of the ACCC Inquiry Report and the Early Years
Strategy, comprises opportunities to redesign the CCS and CCCF to support innovative provision
models in thin markets, and in communities with distinct cultural needs.

5. An evolution in the scope and purpose of the CCS
This final stage comprises opportunities to consider alternative options to funding provision.
These opportunities to research options include outcomes-based and/or supply-side funding as
alternatives to the CCS may constitute a change in the department’s investment to actively
signal the role of the sector in supporting children’s educational and social development.
The approach to considering these opportunities may be informed by the findings of the
Productivity Commission Inquiry and the policy direction set out in the Early Years Strategy.

The opportunities can also be analysed with reference to the system objectives they each support:
that is, accessibility, affordability, quality, connectedness, and sustainability (see icons in Figure 6).
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Figure 5: Potential market stewardship opportunities for the Australian Government Department of Education
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5.2 Policy Catalogue

Within each of the strategic opportunities or phases, 2-4 more specific policy opportunities are
defined. Attachment A sets out a detailed catalogue which describes these 15 potential policy
reforms in detail, including:

* Anoverview of the proposed scope and high-level activities which comprise each opportunity

¢ The intended benefits of taking action to implement each opportunity.

* The related policy opportunities within this strategy, and within the broader ECEC system context
which reflect contingencies or key enablers of each opportunity.

¢ The rationale for proposing the opportunity including the market objectives which each
opportunity supports

* The findings from consultations with stakeholder which motivate and contextualise the
proposed policy opportunities

* The levers (funding, information provision, policy and collaboration, regulatory change) which
are required to implement the opportunity

* The key stakeholders involved in or affected by the proposed policy change
* Theinitial steps required of the department to pursue the opportunity

* Aseries of implementation considerations which can be used to prioritise the opportunities
with respect to potential impact, risk and cost, and the parallel policy changes which may
influence how the opportunity is implemented.

5.3 Prioritisation

While these opportunities provide a range of options for the department to consider, they are not
intended to represent a detailed roadmap or operational plan for implementation. In each case,
further investigation, consultation, and research would be required before reforms could be
implemented. An investment framework may be required to prioritise actions in response to this list
of opportunities.

For many opportunities, the specific implementation approach could be derived from a spectrum of
options, depending on the level of intervention the department seeks, the options which market
monitoring supports, and the levers which the department may wish to use. For instance, the
opportunity to investigate the potential to link funding to quality ratings could be implemented
through a range of levers, such as through additional funding or grants, or changes to the eligibility
criteria for receiving the CCS.
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6. Agreeing Next Steps

6.1 The Changing Policy Landscape

The ECEC system is currently undergoing another period of considerable change driven by a growing
recognition of the importance of the sector in delivering economic (through workforce participation)
and educational outcomes. This, along with the shifting roles of system actors and the acute
disruption of the COVID-19 pandemic, highlights the importance of ECEC as a social safety net.
Beyond this, there has been a pivot in the discourse within the sector, with growing calls for a
stewardship approach to coordinate and manage the actions of different system actors.

While the consultation series which informed the policy options presented above was broad ranging,
the evidence may reflect the challenges faced by only a sample of ECEC sector participants and
reflects evidence available at a point in time. In particular, the consultation series was undertaken
prior to the release of clearer information about the ACCC and Productivity Commission inquiries,
and the development of the Australian Government’s Early Years Strategy.

All three of these initiatives could influence the prioritisation and scope of the opportunities
presented in this strategy:

e The Early Years Strategy aims to create a new integrated, holistic, whole-of-government
approach to ensure children aged five years and below have the best start at life in their critical
early years of development.'® To be developed by the Minister for Social Services and the
Minister for Early Childhood Education and Minister for Youth, the strategy may inform the
extent to which the Department of Education, as a market steward considers its role within the
broader system and set of objectives related to children’s wellbeing and development.

* The ACCC Price Inquiry will consider the rising costs of ECEC and the impact and the
effectiveness of existing price regulation mechanisms. With a Terms of Reference that includes
considering the costs and prices in the sector, factors affecting demand, supply, and
competition, the ACCC Price Inquiry findings could inform improvements to the department’s
CCS market monitoring and market shaping interventions.*®

s The Productivity Commission will conduct a comprehensive inquiry into Australia’s ECEC
system.'? The findings of the ACCC Price Inquiry will feed into this inquiry. The PC inquiry may
inform a change in ECEC policy settings, which would influence the department’s market shaping
activity.

In addition to this changing context at a national level, state and territory governments are seeking
to intervene in their ECEC systems, with the primary objectives of increasing the volume of provision
and addressing market failures. For instance:

* InJune 2022, the Victorian and New South Wales governments announced a ‘Joint Commitment
to Transform Early Education’ in which they committed to providing an additional year of
play--based learning for all children before they go to school.?”* To enable this, both states

B pepartment of Social Services, ‘Early Years Strategy (2022), <bvtps://www.dss. govau/families-and-chiliren-programs-services/early-years-stralegy>,

¥ australian Comp and Co Co , 'Childeare inguiry' {2022), <htipey/fwww.acte.gov.auffocus-areas/inguines-ongoing/childcare-inguin>
8 pepartment of Educalion, 'Cheaper Child Care’ (2022) < hitps./fwww.education.gov.aufearly-childhood/cheaper<hild-careftoc-productivity-commission-reviews>
M premier af Victoria, ‘Joint Commitment to Transform Early Education’ (2022), <https:/fwww.premier vic.gov.aufjoint-commitment-transform-early-education=,
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announced major new funding packages along with targeted workforce and infrastructure
initiatives.

¢ The South Australian government has recently announced a Royal Commission into the ECEC
sector aimed at investigating how ECEC can support the first 1000 days of a child’s life and how
universal quality preschool could be delivered for three- and four-year-old’s in the South
Australia.'”

* Both the Queensland and Western Australian governments have announced additional funding
packages to help attract and retain more ECEC educators and improve equity in the sector.?”>74

6.2 Sequencing

Given the dynamic nature of this policy landscape, the Strategy is centred on applying market
stewardship principles that can be drawn on to consider opportunities to improve the management
of the CCS system. This approach has been adopted to ensure that the Strategy is practical and has
enduring value regardless of the policy landscape.

The suite of 15 policy opportunities set out in Figure 6 is set out against a stylised three-year timeline
to 2026. While the pursuit and timing of each opportunity will depend on the priorities of the
department and the Australian Government, this sequencing aims to consider the contingencies
associated with a changing policy landscape, and the relationships between opportunities.

6.2.1 2023 to 2024

Phase 1, ‘Coordination and clarity on current market interventions’ focuses on collecting the data
establishing shared frameworks to inform immediate market interventions. These opportunities
could be implemented in 2023 and are not contingent on the findings of the upcoming ACCC Price
Inquiry or Productivity Commission Inquiry.

Similarly, Phase 2, ‘A comprehensive evidence base to inform market shaping’, includes actions to
strengthen the evidence base used by the department to inform market shaping activity. While the
ACCC Price Inquiry and PC Inquiry will gather and analyse information at a point in time, the
opportunities within this phase involve a more dynamic, regular collection of sector data over time,
and can be developed in parallel with the reviews.

6.2.2 2024 to 2025

Opportunities within Phases 3 and 4 of the Strategy relate to reviewing and redesigning components
of the CCS funding model. These decisions would ideally be informed by the data collected as part of
the preceding opportunities, and external reviews. For instance, the findings of the ACCC Price
Inquiry may also inform the Terms of Reference for a CCS review, to minimise duplication and ensure
relevance. Similarly, the Early Years Strategy could inform the areas of focus for a redesign of
supports provided to families with higher needs or those in thin markets.

Reflecting these contingencies, a time period for implementation of 2024 to 2025 is proposed for
these phases, to account for the completion of the external reviews and development of stronger

! Rayal Commission inta Early Childhood Education and Care, Terms of reference’ (2022), <hitps://www.royalcommissionecec,sa.gov-au/what-is-the-royal-commission/about>
172 The Queensland Cabinet and Ministerial Directory, 23 February 2022, httpsy/}: _ald.gov. au fo4528,

8 western Australian Government Media Statements , ‘Industry partnership to grow early childhood education and care workfarce’ (2022),

<hitps://www.meadlastatements.wa gov.au/Pages/McGowan/2022/10/Industry-partnership-to-grow-early-childhood -and-care-worklorceasme,
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market monitoring databases. Analysis to define, assess and pilot opportunities may take place prior
to the release of the final report of the Productivity Commission Inquiry, though implementation
processes could be contingent on policy settings in the CCS market at the time, which suggests a
need to understand the implications of this review prior to making permanent changes to the

market.

6.2.3 2025 onwards

The final phase in this Strategy comprises opportunities to consider ‘an evolution in the scope and
purpose of the CCS’. These opportunities take the form of scoping and feasibility studies, which
would be best informed by the fundings of both the ACCC Price Inquiry and PC Inquiry.

While analysis to consider and trial these options could be undertaken prior to 2025, any
implementation would ideally follow the findings of the Productivity Commission Inquiry to ensure
the solutions are designed to meet contemporary challenges in the sector.
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The proposed opportunities represent specific policy reforms or interventions that the department could implement in pursuit of the
system objectives of access, affordability, quality, system connectedness and system sustainability.

Responding to the current state analysis, the Market Strategy identifies a series of high-level
stewardship opportunities for the department’s consideration.

This Strategy organises the opportunities into five phases, representing different types of
interventions and improvements, and considering the need to sequence activity to account for
contingencies between opportunities. The five strategic opportunities include:

1. Coordination and clarity on current market interventions: comprising opportunities to
better understand and align current market interventions in the ECEC system.
2. A comprehensive evidence base to inform market shaping: comprising the potential

opportunities to ensure the information collected in the system can inform sophisticated
and localised market shaping.

3. Aview on the effectiveness of policy settings: comprising opportunities to assess the
performance of the design of current ECEC policy settings, including the CCS, assistance for
children with additional needs, and supports for the workforce.

4. A set of reforms to funding model design: comprising opportunities to consider alternative
options to funding provision through the CCS, such as discrete funding for place based
interventions and integrated service delivery models.

5. Anevolution in the scope and purpose of the CCS: comprising opportunities which consider
possible evolutions the CCS, including adopting a more holistic approach to quality or
developing a supply-side funding.

Under these five headings, 18 proposed opportunities represent specific policy reforms or
interventions that the department could implement in pursuit of these higher-level goals.

Ultimately, the decision as to whether and how these opportunities are implemented is a
decision for Government.

= The opportunities and supporting analysis contained in the Strategy is intended to provide an
evidence base and set of information to assist the department in briefing Government on the
key decisions to be made and potential options at their disposal.

= The opportunities proposed respond to the issues identified through the consultation series,
which reflects evidence available at a point in time. While the consultation series was broad-
ranging, the evidence may reflect the challenges faced by only a sample of ECEC sector
participants that were involved in the consultation process.

= While these opportunities provide a range of options for the department to consider, they
are not intended to represent a detailed roadmap or operational plan for implementation. In
each case, further investigation, consultation and research would be required before reforms
could be confidently implemented. An investment framework may be required to prioritise
actions in response to this list of opportunities.

To support the decision-making and prioritisation process, each of the opportunities identified
in Figure ii will be supported by detailed information to guide decision making, including

information on the potential risks, outcomes and potential contingencies which relate to each
opportunity.
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1.1 Create an investment framework to

operationalise interventions in ECEC markets

Implement the Strategy’s market intervention

approach through an investment framework

that:

uses market failure (and/or thin markets)

signalling and identified preconditions for

non-market interventions

* assigns clear roles and responsibilities with
respect to market and system stewardship.

1.2 Establish a framework for the @ eo

transparency of market information

Establish the framework required to

disseminate consistent, robust and timely

information to other governments and actors,

to inform policy decisions and market

interventions. This may cover:

* Clear custodianship over existing collections

+ Data linkages and information sharing across
government

* Proactive release agreements @ e e

1.3 Respond to current care-type issues

CCS market sh
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Productivity C Inquiry

2.1 Improve the ability to measure market
dynamics

Improve visibility of the CCS provider landscape
by mandating the collection of a broader set of
provider-specific information to identify,
monitor and respond to emerging risks in
provider behaviour and market health.
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2.2 Design and undertake a cost collection
exercise

Develop an e base d the cost of
service delhnler-,lI across locations, care types and
provider types, to support a range of policy

o— 20000

2.3 Monitor child and family need in the CCS
market

Increase mandatory data collection required as a
condition of CCS funding to capture information
on children's demographic characteristics and
need (e.g. disadvantage, migrant or CALD status,
disability) and to identify the opportunities to
meet this need through wraparound service

ping, to support the effecti

of the care type system to meet family need:

Supporting centre-based day care (CBDC)
provision in thin markets,

Reinvigorate the Family Day Care (FDC) sector,
particularly where access to ECEC is limited
Strengthen access to ECEC outside of Preschool-
hours

Consider opportunities to maximise the
accessibllity of in home care (IHC)* for those
families that access this care type.

000

, new care types or more culturally

s;.ﬁtable service delivery. @ e @0

2.4 Build a supply and demand model for the
CCS market

As a market steward, lead the development of
a shared supply and d d model for the CCS
market to improve visibility of market
dynamics for all jurisdictions and to provide a
consistent, timely and relevant input into
policy and funding decisions throughout the

Final report: by 30 June

1 L‘onrdination and clamy on current 2 A comprehensive evidence base to inform 3 Aview on the effectiveness of policy 5 An evolution in the scape and purpose
4 A set of reforms to funding model design
market interventions market shaping settings of the CCS

hese opportunities focus on CCS markets

3.1 Review the CCS

Assess performance against the system objectives
to determine if existing CCS settings lead to
efficient, effective and equitable achievement of
the system outcomes. The review might consider
whether additional care types should be made
eligible for the CCS, and how information about
children and families’ needs are used to inform

the CCS eligibility criteria and ng %r% e

3.2 Adopt new nomenclature for the CCS
Lead the sector to move away from the
historical nomenclature of ‘child care’, to
reiterate the educational outcomes supported
through ECEC. This could include renaming the
Child Care Subsidy as part of a suite of changes

following a CCS review. e e@e.

3.3 Review supports for children with additional
needs across the sector

Review current inclusion supports in terms of
sufficiency, accessibility and quality. Consider
potential alternatives fund and deliver services to
higher-needs children and clarify the scope of the
CCS relative to other supports.

3.4 Clarify the department’s role in supporting
the CCS workforce

Consider options for the department, as a market
steward, to take a greater level of responsibility
for interventions to manage workforce supply
challenges in the CCS market, in collaboration

with ACECQA.
20000

4.1 Redesign the CCCF

Clarify the purpose of the CCCF, and reflect
this in the funding model design through:
Clear streams (e.g. financial viability,
inclusion, capital, workforce retention, and
Indigenous block grants)
Clear scope (e.g. inf
relative to Inclusion Support Program
funding (support to include children with
additional needs)
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4.2 Adjust CCS settings to support integrated
services and place-based delivery models
Consider options to adjust the CCS settings to
fund public service providers to design and
deliver services which support a breadth of
family needs at once - including health, housing,
education, and disability - rather than in
isolation; and which respond to local context.

Key - Morket
objectives:

@ Accessibility

9 Affordability

@ Quality

e Connectedness

e Sustainability
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These opportunities have more connections to the broader ECEC system

5.1 Research options to adopt a more

holistic approach to defining, measuring and

funding quality

Consider adopting a new definition of quality

and its dimensions — which range from child

safety and compliance to cultural suitability

and educational outcomes levers to link the

CCS eligibility criteria. This could include:

= Continuous quality improvement as
measured through the NQS

* Supporting the capacity of the NQS rating
system by resuming funding to State

Regulatory Authorities
* An based perfi e
fi rk, which is incorporated into the

expectations of receipt of and provision

under Family Assistance Law e @ 0

5.2 Develop an approach to supply-side
funding

As the CCS increases and States introduce
supply-side funding, contemplate a system
where the Commonwealth directly funds
places within early learning smil:es

*Work to consider these options could be
undertaken prior to 2025, although
implementation would ideally follow the findings of
the Productivity Commission Inquiry

#ln home care {IHC) is distinct from other care types
and programs and is an unregulated care type
(except in TAS and SA). IHC is delivered in r!le family
home and is ilable anywhere in A

including remote and very remote locations. There
is no requirement to be licensed by states or
territories (except in TAS and SA). IHC is only
available as a last resort for families when no other
ECEC options are le or appropriate




1. Coordination and clarity on current market interventions
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Opportunity 1.1 | Create an investment framework to operationalise interventions in ECEC prmrkets

et rmarkel i erdentions

Overview

Creating an investment framework to operationalise interventions in ECEC markets, identified in
the Strategy, would provide the department with a consistent lens to the appropriateness and
sufficiency of responses to market failure. The implementation of this framework would seek to:

« use thin/failing market signalling and identified preconditions as triggers for proportionate
interventions

* leverage identified roles and responsibilities within the department which support its role as a
market steward

= use the identified conditions or circumstances which warrant intervention (for instance, a
consistent framework for intervening to support provider viability)

= clarify the roles of other stewards, including jurisdictional governments, over the conditions in
the market, and in tailoring interventions to the local context

« outline the nature of permissible interventions (capital, operational, regulatory) and the
mechanisms used to approach the interventions (competitive tender, special
circumstances, thresholds).

= establish expectations on outcomes associated with interventions, including suitable
evaluation criteria., and

* continue to identify market failure, within the context of relevant ECEC system goals such as
affordability, accessibility, quality, especially in the context of supporting community led and
controlled services for First Nations communities and other priority groups.

Benefits

Developing an investment framework would enable:

= an agreed definition and approach to identifying and intervening in thin markets

« improved management of the ECEC market, including a consistent application of management
principles in line with the system objectives

« pgreater understanding for families on the roles and responsibilities of each agency, reducing
friction in accessing services and funding

* aclear stewardship role for the department in supporting thin markets, improving the
transparency of funding and providing opportunities for greater coordination with state and
territory governments, and

= increased quality of provision in areas where progress has lagged.

4 A et of relarms 1o 5 An evolutisn in Tthe scope
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Related opportunities and policy actions

Within this Strategy

Opportunity 2.4 - build a supply and demand model for the CCS market — will enable the
department to act as a steward over thin markets. In turn, the department will be able to consider
opportunities for co-stewardship with state and territory governments around non-market
interventions in thin markets, assisting them in building trust locally, understanding regional
nuances and providing more targeted support to communities (i.e., place-based solutions).

This framework would also be enables by action on other opportunities which relate to data
collection and collaborative market monitoring, including:

2.2 Design and undertake a cost collection exercise
2.1 Improve the ability to measure market dynamics
2.3 Monitor child and family need in the CCS market

Existing State and Territory interventions

Other jurisdictions and government agencies may already have developed frameworks to guide
interventions in thin markets across the ECEC sector.

The Market Intervention Framework proposed in this opportunity should not seek to replace the
efforts of other jurisdictions, but should rather seek role clarity for the department, support

consistency in the intent and magnitude of Commonwealth interventions, and seek coherence in
the interventions across different settings.

Other departmental initiatives

* The department is currently developing a market monitoring framework that will likely include
relevant information in helping to identify specific market failures or thin markets.
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Opportunity 1.1 | Create an investment framework to operationalise interventions in ECEC pempkets

Rationale

in keeping with a stewardship approach, there is an opportunity for the department to take on a
more coherent role in reducing the instance of market failure in the ECEC sector. Consultations
revealed a lack of clarity among government actors with respect to the threshold of ‘market
failure’ in in the CCS market, which agencies are responsible for those interventions, and the
mechanisms which can be used to intervene. The department’s leadership in developing a
framewaork to guide these interventions can support more consistency and collaboration across
the market to support provision in instances of market failure.

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve:

Accessibility Affordability

By ensuring that families are:
1 Empowered

Sustainability

By supporting provision that is:

4, Dparationzlly viable 5, Finaneially viable

» An effective investment framework will enable interventions that ensure families aren’t faced
with thin markets and can access the specific type of care they require
(Objective 3: Supported families).

= Preventing thin markets means ensuring that providers are able to deliver care in a financially
sustainable manner (Opportunity 5: Financially viable providers).

= An effective investment framework will enable workforce interventions in areas at risk of
becoming thin markets (e.g., regional and remote areas) due to high staff turnover
(Opportunity 4: Operationally viable providers).

= Preventing thin markets through ensuring providers can sustainably deliver ECEC reduces the
need for providers to raise prices, lowering costs for families
(Opportunity 1: Empowered families)

Consultation findings
The need for stewardship

There is a gap in stewardship for access (provision and participation) for vulnerable cohorts and
thin markets. Provision of services for vulnerable cohorts or in thin markets is usually achieved
through larger players in the NFP sector (which is shrinking).

Organisations agreed that a steward is needed to commission or incentivise provision in thin
markets and to monitor provider viability.

There is a lack of clarity across governments about the conditions in which interventions are
needed manage to market failures, and which actors are responsible for these interventions.

Providers felt a stewardship and co-ordination role could be played by the department to reduce
silos across the system.

Presence of thin markets

Providers across Australia noted challenges with thin markets. Examples included small
communities and remote areas, where services are often not profitable and are likely to be
community-based or not-for-profits. Providers noted that the demand for ECEC services fluctuates
in small communities due to changes in the number of children, potentially influencing the
financial viability of a service.

Current funding arrangements (CCS) were critiqued for limited funding to some types of ECEC
services (e.g. IHC*), and for inadequate financial support to regional or remote communities.

In some thin markets, there are multiple layers of disadvantage, or higher-needs among children
and families. For instance, providers noted a higher rate of ill-health and/or disability in some
regional and remote communities, which presents additional challenges in care due to required
resources and safety.

Delivery models to support thin markets were discussed, including place-based interventions and
the proposal for mabile ECEC services to the need across multiple regional or remote
communities. Consultees reiterates that any service model should be co-designed with the
community, to ensure it reflects the communities needs and can be financially viable.

Lessons from the NDIS

DSS has worked with the NDIA to develop a Thin Market Framework, and the NDIA have since
implemented a number of thin market strategies that use innovative approaches to funding.
These approaches include coordinated funding proposals, aspects of direct commissioning and
pooling of demand. While these remain in trial, they may present a point of reference for the
department.



1 Endrdintidnand chary an
current ket interventions

A set of reforms to funding

model design and purpose

Opportunity 1.1 | Create an investment framework to operationalise interventions in ECEC pmafkets

Levers

Policy and coordination: Establishing an investment framework represents the development of a policy to
guide the department and other actors.

@ Integration: The development of an investment framework will provide clarity over how different actors

(e.g., the department, state governments and ACECQA) can collaborate to limit the appearance of thin
markets.

Key stakeholders

-

The department: would oversee the operationalising of an investment framework as a steward.

Families: in thin markets will be a key stakeholder in the development of the framework and will be heavily
impacted by any investments. Understanding the needs and local contexts of these families will be essential in
developing a successful framework.

Providers: are another key stakeholder in the operationalising of an investment framework, as their incentives
to deliver services determine whether a thin market exists. Providers, particularly those that deliver in thinner
markets (e.g., regional areas, First Nations communities and specialised disability care), will be heavily impacted
by any future investments.

State governments: will develop an understanding of the department’s role in intervening in thin markets as
well as when, and in which markets, they should engage. Currently, state governments are the main actors that
oversee and manage thin markets.

Other government agencies: will develop an understanding of their role and the department’s role in
intervening in thin markets.

Next steps
As a first step, the department should:

Determine the scope of the proposed Market Intervention Framework including the objectives (e.g. access,
affordability, quality) which the department is seeking to support through these interventions.

Consult with Australian government agencies and, where appropriate, with other jurisdictions, to pursue a model
which is coherent (achieving the same outcomes) at a national level, while cognisant of different market settings.

Determine a policy position and develop a proposal seeking in-principle support for a collective approach across
jurisdictions to consider the feasibility of implementation.

Implementation considerations

S An evolution in the scope

Extent of change
faw —.— fihgir

The department taking a clear stewardship approach over thin
markets represents a major departure from current practice. It
would have major implications for other actors (e.g., ACECQA and
state governments), as well as for the department’s workload and
level of responsibility over monitoring and intervening in the CCS
market.

Risk

A lack of collaboration between the department and other actors
(particularly state governments and agencies with granular place-
based information) poses a risk and could lead to poorly directed
market intervention. This risk could be mitigated through ensuring
clear engagement and communication with all relevant state
governments and agencies.

Potential cost

@

fragihh

The cost of implementation depends on the scope of the
framework and the role and level of responsibility the department
takes to funding these interventions, relative to other actors.

Specialist capabilities

law —.———-———-— gt

*  Cross-agency consultation, negotiation and coordination

*  Knowledge of the different thin market contexts across
Australian jurisdictions and the current approaches of State
and Territory Governments.

Policy contingencies

Other jurisdictions and government agencies may already have
developed frameworks to guide interventions in thin markets
across the ECEC sector.

The Market Intervention Framework proposed in this opportunity
should not seek to replace the efforts of other jurisdictions, but
should rather seek role clarity for the department and inform the
areas of focus at a national level.
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Overview Benefits

Establish a framework to disseminate consistent, robust and timely information across A strong framework for disseminating data enables:

governments, to providers and with other ECEC system actors to inform coherent policy decisions, * proactive data release, to inform formative (rather than only summative insights) on policy

market interventions and improve decision-making. decisions and to inform timely market shaping

The purpose of the framework would be to: » efficient market interventions which are based on the most coherent and most recent available
market information.

+ develop coordinated and consistent approaches to data collection, dissemination and use
within government (and across governments), to ensure the best information is available and
used to inform policy decisions, programs or other interventions, and

* role clarity on data collection and release decisions by government agencies, including clarity on
which data is available proactively and upon request
» awareness of system connectivity for each government agency, where transparency enables

* provide ECEC system actors with clarity regarding the information available to service providers policymakers to information beyond their own system

to ensure the system is responsive to family needs, efficient and effective, and drives Related opportunities

innovation. Within this Strategy
The framewaork, at a minimum, would identify: This framework sets a foundation for action on other opportunities which relate to data collection
+ the roles and responsibilities of system actors as data stewards - curating and managing and collaborative market monitoring, including:

relovantdata 2.2 Design and undertake a cost collection exercise

2.1 Improve the ability to measure market dynamics

2.3 Monitor child and family need in the CCS market

Outside of this Strategy

The key project related to establishing a framework for transparency is the department’s Market
Monitoring Framework, which is currently being developed. The Market Monitoring Framework will

* the data that is currently collected by governments, providers and other ECEC system actors

» opportunities to link datasets across government agencies to improve visibility over aspects of
the market such as provider viability (e.g. via the ATO) and early childhood development
outcomes (e.g. via the Department of Social Services).

* the scope of the data that will be collected in the future and by which system actors (see create a succinct dashboard from which data can be collected and analysed, as opposed to an
‘related opportunities’) overall strategy for disseminating information (excluding IHC, given limited and poor quality data

* the levels of access to data afforded to each system actor, including the process for gaining available®).
access (including a service guarantee on the provision of data) This opportunity could encompass or support parallel projects including:

* the release of data including identifying those data products that are proactively released to * The department’s website and external communications, as well as ACECQA's Starting Blocks
other agencies (or within the public domain), compared to those which can be requested by website : )
eligible system actors. This would include a schedule of proactive data release or commitments * Thedepartment's Future Vision work,and b
by each data steward, and * The Federal Government’s election commitment to transparency measures, including mandatory

profit reporting, the provision of real-time fee data and quality ratings to families and a ban on
non-educational enrolment inducements.
The department also has plans to improve its data infrastructure. The proposed data infrastructure
will improve how the department accesses child care data held within Services Australia’s data
holdings, support timely monitoring and reporting on the impact of the child care changes, and take
advantage of modern tools and technology for data extraction, data storage, reporting, modelling,
and for undertaking advanced analytics.

» the privacy and consistency controls, including guidelines on the appropriate use of specific
data and instructions on the further publication of data
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Rationale

The data collected by agencies (from sources within and beyond the ECEC system) is currently
used to understand - to some extent - the performance of the system against accessibility,
affordability and quality. Several agencies including the department, ACECQA, the Australian Tax
Office (ATO), the Australian Bureau of Statistics (ABS) and Services Australia hold disparate
datasets that are not integrated and used in isolation.

There is a need for more active collaboration across government to enhance system integration
and sophistication of market monitoring and interventions. This includes supporting data linkages
with the CCMS jurisdictions, ATO, and Services Australia to ensure that data collected can inform
user preferences, provider behaviour and system need (within the boundaries of the Australian
Privacy Principles and Family Assistance Law).

There are gaps and inconsistencies within existing datasets that is exacerbated by significant lags
in the collection and release of the data (externally, or within government). This limits the capacity
of the system to monitor the market for risks and to take timely action to shape the market in line
with policy objectives.

Enabling the system objectives and market preconditions

This oiiorrun!ri suiiorrs the SEStem to achieve:

By ensuring that familfes are:

By supporting provision that is:

3 Supported

AT
More transparency with respect to system design and performance will encourage greater levels

of competition across factors such as price, quality and product innovation (Precondition 6:
Competitive provision).

Transparency regarding competition will ensure providers have the information required to meet
local need and that market stewards (and co-stewards) can identify and intervene in instances
where viable provision is at risk (Precondition 5: Financially viable provision) (*nuanced for IHC)

Greater transparency will enable the collection of data required to identify fraudulent or
unacceptable provider behaviour, improving the accountability of the ECEC sector (Precondition 7:
Accountable providers).

Competition on price, quality and product innovation which results from a more transparent
market will encourage the market to offer services which are tailored to the needs of local
families. (Precondition 3: Supported families)

Transparent information about the market ensures that families are informed about their options
(Precondition 2; informed families)

2. Intarmed
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Key consultation findings
Timeliness

* The delayed or limited release of datasets limits the capacity of the department (and other
agencies) to identify, monitor and assess the impacts of specific policies, practice or external
factors (such as parental workforce patterns, need or external shocks).

o Insome instances, specific datasets are rendered redundant due to delay of insufficient
cadence (such as the outputs of the Assessment and Rating processes undertaken by
regulatory authorities under the National Law).

Completeness

* The existing ECEC datasets are inconsistent or incomplete rendering them analytically unreliable
or redundant to ECEC system actors:

o There are identifiable gaps in existing datasets regarding access and participation to ECEC
for certain cohorts. Specifically, this includes culturally and linguistically diverse
communities, children with disability and children from Indigenous families.

o There are new collections currently being proposed, including those under the Preschool
Reform Agreement, that are duplicative or disconnected from existing collections. This
provides a partial view of the ECEC system.

o The size, complexity, and structure of the datasets and (2) the scope of data collection
and the auspices under which the data is collected (for example, Family Assistance Law)
are barriers to the wider distribution and use of critical datasets.

o Datasets are linked directly to obligations under funding models rather than outcomes —
for example, hours of subsidy funded rather the number of hours in care distorting
utilisation across the system and masking provider and family

Transparency

= The ECEC system is seeking greater transparency of and access to data across the system to:

o improve the historical evaluation of system performance including understanding the
impact of policy, program and market interventions.

o greater visibility of ECEC market information to identify emerging issues and improve the
design, implementation and monitoring of policy, including demand and supply-side
interventions (and the management of emergency responses).
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Levers
Information provision: By creating a framework for information dissemination, the Implementation considerations
department is enabling the provision of information between families, providers
and the Government. Extent of change Greater market transparency within government would reflect a
7110 Policy and coordination: The department may need to implement and coordinate low ——————————@—high ffﬁ:::ﬁ;;’fgﬂ;: Z;ﬂgiﬂt:,gﬁ{:: Z:};:IEES:D:CI:‘OEE Sl
policy reform to support timely and consistent data release.
Risk They key risks to an effective framework are a lack of buy-in from other
agencies and a lack of clarity in the framework over roles and
Key stakeholders fow L gl responsibilities. Risks can be mitigated through thorough consultation,
* The department: will oversee the creation of a framework, determining its terms of and clear communication about the efficiency benefits of such an
reference in consultation with other actors agreement.
« Providers: may have information gathered from them or have increased access to Potential cost Additional costs may be incurred relating to supporting the requests for
information about families needs and preferences. data that is not released proactively, and in some instances, for the
* Other government agencies: may engage in information sharing and have their roles low: o high technology required to enable the data-sharing. One option to reduce
and responsibilities re-evaluated. cost to the department through a user-pays model for bespoke requests
for public data release or specific data requests on more confidential
information.
Next steps - = x T . AT :
The success of this initiative (the full realisation of the benefits) will be contingent on a Hecaie cipabiiities % gons"'hat'on ANicl U corrpunk:ation Wit pRrtlpRtng dgendles
collective commitment to the Framework by all relevant ECEC system actors. However, if this B8 management, inclding maliaging dats elsase qgteemants
: : Z 5 ; . *  Managing compliance against the framework
Framework was implemented in isolation by the department, it would remain relevant as it lo —— @——— high
directly supports the fulfilment of the department’s roles as a data custodian and market
steward. As a first step, the department should: Policy contingencies The PC Inquiry, ACCC Price Inquiry and development of the Early Years
* Determine the scope of the proposed Framework including the objectives of W@ high Strategy may influence the areas of focus for data, data sharing and
implementing a framework regarding data transparency, the ECEC actors that will be a collaboration of the system. This Framework would provide a mechanism
party of the Framework, and the datasets within scope of the Framework. to enable some initiatives into the future.

* A proposal seeking in-principle support for a collective approach across jurisdictions
should be developed and a feasibility study conducted to consider implementation,
technology and financial implications.
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Opportunity 1.3 | Respond to current care-type issues

Overview

This opportunity focuses on supporting the market to navigate current challenges with
accessibility and flexibility using the levers that currently sit within the department’s remit as a
steward of the CCS and its care types. These opportunities represent marginal changes (relative to
larger opportunities, such as reviewing the CCS).

These opportunities include

Supporting centre-based day care (CBDC) provision in thin markets, by considering
implementing a dedicated infrastructure grant program. This could be an expansion of existing
infrastructure grants, or alternatively, a national agreement to enable jurisdictions to co-fund
and co-deliver local solutions. Funding might present an interim solution to thin markets ahead
of a broader review and/or redesign of the CCCF, and would require ongoing monitoring and
evaluation in order to not drive unintended consequences (e.g., crowding out of private or
not-for-profit investment).

Reinvigorate the family day care (FDC) sector by considering changes to the funding and
regulatory environment to strengthen access to and perceptions of this care type for families.
Given fewer complexities of scale, minimal infrastructure costs and more flexible provision
options, there is emerging evidence to support a case to make this a more mainstream care
type, especially in regional, rural and remote Australia.

Strengthen access to out-of-Preschool-hours care by proactively supporting jurisdictions to
create new care types based on reforming historical or legacy provision
(e.g. to fund “top and tail’ CCS funding around preschool provision).

Consider opportunities to maximise the accessibility of in home care (IHC) for those families
that access this care type. This care type is targeted specifically to families with unique needs?
(e.g., working non-standard and variable hours or geographically isolated from other approved
services). Initial indications from the consultation series indicate that there is a greater need
relative to provision levels of this care type. Reflecting a complex set of eligibility criteria and
varying levels of need, there is an opportunity for the department to ensure that the funding
model is efficiently structured to maximise participation (e.g. intermediary bodies that broker
provision.)

Benefits

This suite of potential adjustments to existing CCS funding and regulatory settings seeks to:

* ensure the suite of care type options within the CCS are best calibrates to support navigability
and flexibility for families

= strengthen access to ECEC for families with non-standard needs, including those that require
care outside of a standard CBDC context

= communicate the role of the department as a market steward over the CCS to the sector

* improve ability to adapt levers in the CCS response to align with changes in the ECEC
ecosystem, such as changing policy settings at a jurisdictional level, or changing priorities at a
national level.

Related opportunities and policy actions
Within this Strategy

This opportunity precedes larger scale reforms, and is focused on immediate solutions to better
integrate care types. As such, the opportunity is less contingent on other actions within this
strategy. However, these actions would be enabled by preceding opportunities, including:

* Create an investment framewaork to operationalise interventions in ECEC markets and assign
roles and responsibilities with respect to market and system stewardship (Opportunity 1.1).

* This would clarify the relative roles of the Australian Government and States and Territories in
investing, ensuring coherence in CCS care type offerings.

= Aframework for the transparency of ECEC sector information (Opportunity 1.2). This would
inform an evidence base to identify thin markets and potential interventions.

Existing State and Territory interventions

Other jurisdictions and government agencies may already have developed frameworks to guide
interventions in thin markets across the ECEC sector, including to ‘top ana tail’ CCS delivery. This
opportunity would involve developing an approach for the department to seek coherence across
different settings.

S A rvalution i e Scope
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Opportunity 1.3 | Respond to current care-type issues

Rationale
There is an opportunity for the department to, through a stewardship lens, shape the CCS market
to ensure that the current care type policies and subsidy settings more effective.

This includes improving interactions between care types for families, to ensure the system is
user-friendly, easy to navigate, and does not include any perverse incentives to participation for
families that need more flexible care type offerings.

Key consultation findings

Centre-based day care and infrastructure

= Australian Government Department of Education consultees noted that they did not perceive
it to be their role to intervene by investing money in markets to build child care centres.
However, there may be a role for the department to support where there are barriers to entry
as a result of infrastructure or workforce.

= Infrastructure investments which stem from coordination between the Australian
Government Department of Education and jurisdictional governments may better enable an
integrated approach to place-based delivery.

* There have been national debates on how CCS fits with state and territory historical models.
Because states and territories already have infrastructure in use, the ACT Department noted
that their approach has been to look at CCS in terms of how they can “harness” the best of
what it offers to fit with the current situation. However, this approach was suggested to cause
a lack of continuity in how child care is run across different jurisdictions.

Family day care regulations

* Providers noted misconceptions in the community around the different types of ECEC
services, specifically FDC. Providers in the FDC sector discussed the public perception that
FDCs do not provide the same level of care as centre based care, despite both being regulated
under the NQF.

« ECECregulation is an obstacle to flexible delivery models in regional and remote communities.
Specifically regarding FDC, consultees discussed that there is a reluctance from families to take
on the legal responsibility of service provision due to the high regulatory requirements.

= Providers saw FDCas one option to support families in thin markets but recognised that it is
not appropriate for all families and will not solve the undersupply of ECECin remote areas.

* The number of FDC providers is falling, with consultees attributing market exits due to
providers being reluctant to, among other reasons, use their family homes as a business.
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Interactions between CCSand Preschaool services
The role of States and Territories in the Preschool market varies, and some have trialled solutions
to align preschool and CCS service offerings:

* The Australian Capital Territory Department have trialled “wrap around” services for
preschools, to provide outside-of-preschool-hours care to families. The greatest challenge
identified with these trials has been gaining support from unions, who have limited support
for the model as it prevents preschool teachers from accessing the facilities to prepare for
the next day of learning.

= The South Australian Department is the major provider of preschool in the state, and the
conditions and pay are significantly higher than what is offered in the centre-based day care
sector. This itself causes attraction challenges.

* The Queensland Department Consultees have intervened in the market where there has
been a clear failure, for example where no provider is willing to enter a high demand
location. There was consideration on whether the Queensland Department should intervene
in the centre based day care market, but given their remit of ‘education’, consultees noted a
conscious decision to focus their attention on preschool and kindergarten services to
support children with preparation for schooling.

In Home Care
= Peak bodies in the IHC sector discussed the need for flexibility to transition across different
forms of child care, including CBDC, FDC, and IHC.

= AHCA noted that IHC only represents a small proportion of the sector, however, it services
vulnerable families.” They noted that the CCS is appropriate for ‘typical’ parents, however, it
does not provide support for those working non-standard hours.

= Forsome families, IHC offers an option for providing non-standard hours support. However,
children enrolling in preschool reduces or prevents access to other types of services
(particularly IHC).

= Exacerbating these challenges, the CCS activity tests can reduce affordability, and therefore
access, specifically for vulnerable cohorts in regional and remote areas.

» Consultees disagreed on whether there should be a new IHC program or amendments to the
current IHC program. However, they agreed that the existing complex requirements could be
updated to support more flexible care types and enable greater care provision.

= Increased provision of IHC brings an increase in risk exposure for the department as IHC is
unregulated in Tasmania and South Australia.

S An ovalution in the scope
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Opportunity 1.3 | Respond to current care-type issues

Key consultation findings (continued)
In Home care (continued)

Delivering IHC can be challenging due to the high regulatory requirements that exist. For
example, Guidelines restrict an individual from being able to care for different families’
children at the same time, even if they all live on the same property.

IHC faces some unique challenges in workforce recruitment and retention, due to employees
working by themselves with little access to external support.

Many parents desire greater connectedness between IHC and other services, particularly
disability supports and allied health.

Supporting the NQS ratings system

Some provider organisations noted inconsistencies across jurisdictions regarding NQS and

quality ratings assessment processes, including different ratings for one provider operating

with the same model in different jurisdictions.

Providers described a conflict of interest, where government is acting as a funder, regulator,

and assessor of the market. They discussed that there is an incentive for the assessor to issue

a certain number of ‘Exceeding’, and ‘Meeting NQS’ ratings, and fewer ‘Working towards’

ratings, for the public to perceive the state as having high quality services. They further

emphasised the need for independent quality assessors.

The intention of the quality rating system may have been lost since the 2018 NQS. The sector

is primarily achieving the “meeting” rating, because many providers do not understand what

“exceeding” looks like in practice.

The role of States and Territories in quality assurance varies. The NT Department of

Education has developed a role in the market to support with quality, by:

o providing and supporting early childhood programs, with many being funded by the
government as part of schools, and

o transferring the regulatory team into the NT Department of Education to be more
heavily involved in the NQF related work.

4 A st of reforms to finting 5

Enabling the system objectives and market preconditions

This opportunity supports the system to achieve:
[ hccessiviity |

By ensuring that families are:

1, Empowerad 2 Informed 3. Supported
By supporting provision that is:

* Responding to current care-type issues would enable a range of system objectives.

o Reforming current care-types to improve the connections between them would
support access for families, especially for those depend on multiple types of care
to enable workforce participation.

Connectedness

o Reforms to support thin markets are also about connectedness to other services,
and connectedness between care type
o Supporting the NQS rating system would improve the quality of ECEC delivery.

= This opportunity is primarily focused on improving the navigability and coherence of the
care type model for families. Enabling a consistency in access to ECEC would ensure that
families:

o have sufficient buying power to access ECEC (Objective 1: Empowered families)

o are informed about the care options available to them (Objective 2: Informed
families), and

o are able to choose care that suits their needs and preferences (Objective 3:
Supported families)

* Strengthening care types would also ensure that providers compete on quality and
flexibility, especially in markets served by smaller care types like FDC and IHC (Objective 6:
Competitive providers).

5 An evolution in the scope

and purpose of the CCS
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Opportunity 1.3 | Respond to current care-type issues

Levers
Depending on the specific care type issue, a range of levers might be utilised, including:

Funding: Responding to current care-types may require adjusting eligibility criteria for
funding to ensure that there are no perverse incentives to use multiple care types.
Integration: Improving the navigability and coherence of the care type model may require
integrating processes across agencies (e.g., the role of State Governments in NQA ratings
and assessment).

Regulation: Regulatory changes may be required to reform the CCS, particularly to
maximise the accessibility of IHC and reinvigorate FDC.

Information provision: To effectively respond to current care-type issues, the department
will need to engage in information provision to families about the care types and their
purpose.

o
@

@
@

Key stakeholders

The department: will use the levers within its remit as a steward of the CCS and its care types

Families: will be a key stakeholder of this opportunity and should be central to consultation.
They may be heavily impacted by any changes to current care-types.

Providers: will have information collected from them and may also be heavily impacted by any
changes to current care-types.

Other government agencies: may be consulted by the department throughout the reforms
and will develop an understanding of the department’s role as a steward in the sector.

Next steps

For each of the specific actions identified within this opportunity, the department will need to
undertake a process of consultation and planning to ensure that reforms are the most effective to
tackle specific challenges. This process might include:

Undertaking more detailed consultations with providers and families about the challenge
identified — such as consulting with providers within the IHC and FDC sectors to understand
specific reform options.

Identifying options to intervene, and assessing their regulatory, funding and legal implications,
including the potential need to alter Family Assistance Law

The creation of a proposal for department action, for approval by the Minister as required.

pompelens e evidence
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Extent of change

—.—_ Hilip

Responding to current care-type issues is within the remit of the
department. However, actively shaping the market does represent
a more interventionist approach than the department has typically
adopted.

Risk

The key risk associated with this opportunity is that a lack of
complete information about the specific policy issues leads to
ineffective interventions. Actions such as changes to regulations in
IHC will require a strong risk management strategy and clear
accountability frameworks to minimise unintended consequences
assoclated with these reforms,

Potential cost

The specific actions included in this opportunity do not
compromise major or systemic changes. As a result, the overall
cost of responding to current care-types is lower compared to

low ——fp———— high

L J "M other opportunities. Importantly, costs would vary by the specific
intervention (e.g., supporting the NQS vs maximising the
accessibility of IHC).

Specialist capabilities *  Understanding of care types and their history

«  Consultation and ongoing communication with families

Policy contingencies

While the PC Inquiry and ACCC Price Inquiry may provide additional
evidence and recommendations around care types to inform
future interventions, this opportunity is focused on actions that
can be taken more immediately. As such, it aims to increase the
effectiveness of the CCS prior to future interventions.
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Opportunity 2.1 | Improve the ability to measure market dynamics Page 90

Overview Benefits

Improve visibility of the CCS provider landscape by mandating the collection of a broader set of Visibility of the ECEC provider landscape enables:

provider-specific information to identify, monitor and respond to emerging risks in provider ot < < R ; "
hahaviour dnd the health of the CCS matket: increased understanding of market dynamics and competition in the ECEC sector, including an

understanding of rates of market entry and exit
« efficient market interventions which are based on the most coherent and most recent available
market information

The purpose of the collection would be to enable greater levels of proactive market monitoring to:
« understand the relationship between costs of provision, care type, regionality and ownership

* increase visibility of workforce dynamics including training and professional development » informed discussion around sector concerns, including the margins achieved by
= assess provider viability, utilisation and breakeven points for-profit providers and causes workforce shortages
= ensure returns to providers (profit or surpluses) are at appropriate and sustainable levels = effective estimation of policy impacts, particularly how supply will respond to changes in ECEC
* improve the transparency of pricing information to the market policy.
+ build a deeper understanding of market activity — including acquisitions, consolidations and new Related opportunities

investment to monitor the overall health of the competitive landscape. Within this Strategy

This opportunity would be supported by first taking action to:

The collection could include data which supports the departments’ ability to capture: 1.2 Establish a framework for the transparency of market information
* the components of service delivery that are provided to families and children by CCS care types, Acting on this opportunity could also support other data collection initiatives:

and variation in this, across types of providers (e.g. location, ownerships structure, quality) 2.2 Design and undertake a cost collection exercise
+ the costs of delivery across the ECEC landscape for different components of services 3.4 Clarify the department’s role in supporting the CCS workforce
+ ownership and levels of market concentration (within care types and acrass locations) Opportunities to reform funding model design (theme 4).

* market entry and exit (including trends in consolidation and acquisition)

B - o i The key project related to collecti ider specific information is the d t's Market

" o k | € Key project reiated 10 collecting provider specitic in ormation is the epartmen 5 Viarke’
SUR-Opacket anc tote! easte 0 tamilies Monitoring Framework, which is currently being developed. The Market Monitoring Framework will

create a succinct dashboard from which data can be collected and analysed. The collection of a

broader set of provider-specific information may add to or be encompassed by this dashboard.

Opportunity 2.1 could include or support parallel projects including:
= The department’s Financial Viability Framework, and
* The Federal Government's election commitment to transparency measures, including mandatory

profit reporting, the provision of real-time fee data and quality ratings to families and a ban on
non-educational enrolment inducements.

Outside this Strategy

« characteristics of the provider workforce (e.g. qualification, tenure, wages)
* expenditure on wages (for example, above Award)
* expenditure on formal training and professional development
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Opportunity 2.1 | Improve the ability to measure market dynamics

Rationale

* The department currently has limited visibility of the CCS provider market, including with respect
to provider ownership and service characteristics, provider performance (including margins,
profits/surpluses, and quality) and market dynamics (including levels of supply and unmet
demand, competition, and trends in growth and acquisition).

*  Without visibility over this information, it is challenging to proactively manage or shape the
market, and to respond to emerging risks, such as rapid inorganic growth through acquisitions.
Improvements to data collection on these dimensions (which may require changes to the Family
Assistance Law) will support stronger visibility over the supply side of the market.

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve

[ orsomuey | aumy |
By ensuring that families are:

1. Empowered

By supporting provision that is:

= Greater visibility over the provider landscape will support market shaping to facilitate
competition across factors such as price, quality and product innovation (Precondition 6)

* Adeeper understanding of market activity — including acquisitions, consolidations and new
investments — can ensure that risks to provider viability are identified and managed with
minimum disruption to the sector. (Precondition 5: Financially viable provision)

* The collection of information about provider costs and quality will support a more consistent
measure of market interventions to improve access. (Precondition 3: Supported families)

» Greater transparency with respect to provider cost, quality and scope of delivery can inform
interventions to strengthen the buying power and affordability of services for families in the
ECEC market, (Precondition 2: Empowered families)

* |Increasing visibility over the provider market would enable the department to effectively
monitor and intervene against fraudulent provider behaviour, (Precondition 7: Accountable
providers)
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Key consultation findings

Consultations revealed that current data collections focus on information about service delivery

(e.g., service fees, hours of funded care, quality ratings), but typically do not extend to information

about the characteristics of providers and their competitiveness in the market. This includes lacking

data about:

Competition

= There is a lack of visibility over the level of competition in the ECEC sector or rates of market
entry and exit. This includes uncertainties over which features of care providers are competing
on (e.g., price, quality, flexibility or volume).

= There is limited clarity regarding the specific services included in each provider service fee, and
variation in the scope of service delivery makes like-for-like comparisons on cost challenging.

= Alack of visibility over market dynamics hinders’ agencies ability to intervene in the market and
promote competition.

Ownership and acquisition

= Providers’ ownership structures and market concentration was identified as a notable data
shortage, which limits the capacity of government agencies to assess the health of competition in
the market, especially at a local level. Changes in ownership and inorganic growth (through
acquisition) are not consistently or transparently reported.

» Identifying growth in new service provision currently relies heavily on ACECQA service approvals
data —a measure which does not include visibility over the potential pipeline of market entrants.
Understanding the supply pipeline was identified as a major challenge in areas of rapid
population growth and/or housing development.

= While some adjacent provider financial information exists — such as that collected by the
Australia Tax Office — and can provide partial information, an extension to the data collection is
required to fill gaps.

Profits and surpluses

= Provider profit and surplus levels, and rates of margin were highlighted as a key gap in market
transparency.

= There is little information available around the cost of delivery across different care types and
locations or the financial position or expenditure levels of providers, which creates challenges in
assessing the appropriate or ‘efficient’ levels of cost and surplus for providers and to assess
affordability for families.

= The relationship between profit, quality and outcomes is assumed, although evidence suggests
there is considerable ambiguity and complexity.
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Opportunity 2.1 | Improve the ability to measure market dynamics

Levers

!';‘:fi *Policy and coordination: The department may need to implement and coordinate
reforms to Family Assistance Low to support the extended data collection process.

*Information provision: By collecting information from providers, the department is
enabling the provision of information between families, providers and the
Government.

Key stakeholders

* The department: will oversee the collection of provider-specific information and play a
key role in using this information to measure market dynamics.

= Providers: will have provider-specific information collected from them (e.g., components
of service delivery, expenditure on wages and costs of delivery).

= Other government agencies: may be consulted by the department throughout the
Review and will develop an understanding of the department’s role as a steward in the
sector.

Next steps

The success of this initiative (the full realisation of the benefits) will be contingent on a clear
scope and purpose which is well-communicated to the provider market. As a first step,
the department should develop a proposal which considers:

* The scope and purpose of the additional collection

* Legal implications, including the potential need to alter Family Assistance Law, and to
comply with privacy requirements

« Astaged approach to implementation over a series of initial data collection cycles

| A comprehensive evidencs
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Extent of change Collecting provider cost information would reflect a departure from the
_ current approach, and could signal a change in the relationship between
® " providers and government.
Risk They key risks to an effective framework are a lack of buy-in or
® jghy commitment from the provider market, and misperceptions of the

department’s intent. Risks can be mitigated through thorough
consultation, and clear communication about the purpose, scope and
benefits of this collection for the sector. Establishing provider reporting as
a mandatory requirement to receive the CCS could mitigate risks of non-
reporting.

Potential cost

figh

There may be substantive costs associated with conducting regular and
thorough consultations with families. Additional costs may be incurred to
maintain and utilise a more expansive data collection. Costs could be
minimised by considering options to extend current data collections or to
automate some processes. A stages approach to implementation can
support the design of an operationally- and cost-efficient data collection
process.

Specialist capabilities

low .

gl

= Consultation and ongoing communication with the sector to establish
and implement the collection effectively.
«  Data management, including managing data release agreements

Policy contingencies

e — g

Implementing this opportunity in a way which mandates collection of data
from providers is likely to require changes to the Family Assistance Law.
The data collection may be a contingency to the effective implementation
of other policies.

volution i the scope

of the (OS5
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Opportunity 2.2 | Design and undertake a cost collection exercise

Overview
Establish an evidence base regarding the cost of service provision across geographies, care types and
provider types, to support a range of policy, program and market interventions.
The purpose of this collection is to understand:
* The underlying cost structure of delivery for:
o Different components of delivery (i.e. what is included in the service fee)
o Varying organisational structures (i.e., private and not-for-profit providers)
o Differing care types and delivery settings

o Agiven level of quality.
* The variation in cost structures across regional, rural and remote Australia

* The costs of specialist interventions associated with supporting different communities’ care
needs (including but not limited to children with disability and children, First Nations children and
children from culturally and linguistically diverse backgrounds)

* Provider viability, utilisation, breakeven points and profitability (including the relationship
between cost and market pricing and the variation across sub-markets)

* Employment costs (including training and development) and the relationship between wages,
workforce shortages and service provision

* The optimal calibration between funding (provided by government), costing and prices.

Benefits
Establishing an evidence base regarding the cost-of-service delivery enables:

* increased understanding of the relationship between funding and profit levels across providers,
care types and differing quality levels

* improved ablility to address additional costs associated with supporting learner cohorts (e.g.,
children with disabilities) through loadings or programmatic funding

* proactive market monitoring to navigate economic change (e.g. to monitor costs in a high-
inflation environment)

* the calibration of existing settings within the CCS to achieve a stronger return on investment for
significant public investment

* informed interventions in thin markets, supported by an understanding of the suitability
and sufficiency of funding programs

« effective estimation of the impact of workforce investments on delivery costs and the prices
faced by families.
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Related opportunities
Within this Strategy

This opportunity could inform the department’s approach to:

« Reviewing the effectiveness of the CCS and Additional CCS (Opportunity 3.1) and the CCCF
(Opportunity 4.1) with reference to the drivers of delivery costs in these different settings.

* Build a supply and demand model for the CCS market (Opportunity 2.4)

Other departmental initiatives

= Understanding costs of provision is strongly linked to the Federal Government'’s election
commitment to greater transparency in ECEC, including mandatory profit reporting, the provision of
real-time fee data and quality ratings to families and a ban on non-educational enrolment
inducements.

« Data collected though the department's Financial Viability Framework may provide a basis for come
components of the cost collection, and comparisons of relative cost in different contexts.

The ACCC Pricing Inquiry

The ACCC Pricing Inquiry Terms of Reference includes considering the

* costs incurred by providers in delivering ECEC services — including labour, land, administration,
regulatory and consumable costs

= prices charged by providers from 2018 to present, with a focus on changes to pricing following
Commonwealth policy changes

= variation in costs and prices across providers, care types, geographical locations and child
characteristics,

« factors affecting demand, supply and competition in the sector,

« impact of the above factors on child care provider viability, quality and profits; and

« impact and effectiveness of existing price regulation mechanisms.

The overlap between the scope of the ACCC inquiry and this proposed costing study should not

preclude the department from taking action — as these are distinct studies. The ACCC Pricing Inquiry will

gather and analyse information at a point in time, while this proposed opportunity is for a more

dynamic, regular collection of costs of delivery over time.

This proposed collection will enable the department to establish an enduring collection to monitor
impacts of external shocks on costs, and to inform more proactive market monitoring of costs and
pricing on an ongoing basis. Where possible, there is an opportunity for the department to collaborate
with the ACCC to establish a cost collection process through the Inquiry which can form the basis of a
regular, dynamic database and support a potential transition to a cost-based funding model.
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Opportunity 2.2 | Design and undertake a cost collection exercise

Rationale

» Beyond the information collected in the Financial Viability Framework, the department currently
has limited evidence to dynamically monitor the cost of delivering quality ECEC services, and the
variation in this cost across different delivery contexts, such as regional, and metropolitan
settings, or for children with additional needs,

*  Without this information, it is challenging to identify provider margins and to assess the
profitability of providers. In turn, it becomes difficult to measure the overall health and viability
of the market.

*  Where the cost of delivery varies in different delivery contexts (e.g. by care type, region of
delivery) and for children with additional or specific needs (e.g. children with disability), it is
challenging to assess the financial viability of delivery, to diagnose thin markets, and to identify
whether there are opportunities to support accessibility and affordability through funding.

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve:

By ensuring that families are:

By supporting provision that is:
4, Operationally viable 5. Financially viable 7. Accountable

= Greater visibility over the costs of provision will support transparency into margins and
competition, and ensure funding is calibrated to incentivise quality delivery (Precondition 6:
Competitive providers).

* Costs provide a clear benchmark to assess the financial viability of providers and intervene
effectively in thin markets with high-fixed costs (Precondition 5: Financial viability, Precondition
2: Empowered families).

« Cost information can be used to consider and evaluate options for workforce investments and
assess the implications for the prices faced by families (Precondition 4: Operational viability,
Precondition 2: Empowered families).

= Improved understanding of the costs of delivery (e.g., cost structures of across different contexts,
profit margins of providers) would enable the department and other system actors monitor and
intervene against fraud (Precondition 7: Accountable providers).

Connectedness

Sustainability
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Key consultation findings

Consultations revealed that there is limited available data on the cost of delivering quality ECEC
services and how this cost differs across different delivery contexts. As a result, actors across the
system have identified challenges in assessing the profitability of providers and the overall health of
the market.

Transparency around the cost of provision

* Alack of transparency around the cost of provision has contributed to concerns that providers
are generating excessive profits and, during the COVID-19 pandemic, limited the ability of the
government to locate and support centres which were at financial risk.

= There is uncertainty around the relationship between cost, quality and outcomes in the ECEC
sector. As a result, the department has imperfect information with which to make informed
decisions on funding and workforce investments.

Cost drivers

* The two most significant costs for providers relate to labour (wages) and capital (rent, occupancy
costs)

= Attracting and retaining a suitably sized and skilled workforce is a major issue facing the ECEC
sector. Consultees raised concerns that the cost of increasing the compensation for ECEC workers
would be passed onto families.

* Some consultees noted that competition may not be effective in reducing families out-of-pocket
fees due to the substantial fixed costs associated with ECEC provision. In highly competitive
markets, the discretionary spending of providers (e.g., professional development and inclusion
support) may be cut, potentially decreasing quality.

Variation in cost
* The costs faced by providers differ significantly based on a range of factors (e.g., care type,
delivery setting, location and level of specialist intervention required).

= The financial viability of providers who in regional and remote communities is threatened by

high fixed overhead costs, and is often exacerbated by volatile where demand (and vacancies) in
smaller communities.
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Opportunity 2.2 | Design and undertake a cost collection exercise

Levers
*Information provision: By establishing an evidence-base on the cost-of-service Implementation considerations
delivery, the department is engaging in information sharing between providers and
government. Extent of change Establishing an evidence-base on the cost-of-delivery would reflect a

Yo ® 1o departure from the current approach of focusing primarily on the size of
government subsidies. It has substantial potential to change the dynamic

@ *Integration: Data collection and analysis, and assessing the impacts of these findings
between government and providers, as well as improving affordability for

will require strong intergovernmental coordination and collaboration.

families.
Key stakeholders Risk The key risks of collating data on the cost of service delivery relate to
= The department: will oversee the establishment of an evidence base on the costs of provider participation (including across a diverse sample of providers and
service delivery in ECEC. o ° figh families) and data management.

Risks can be mitigated through clear communication with providers,
utilising appropriately skilled staff and ensuring data is collected from all
types of providers.

* Providers: may have information collected from them on their service delivery (e.g.,
profits, costs, services offered) and would be heavily impacted by any resulting changes

to funding.
« Other government agencies: may have information collected from them about the costs Pajentiscon Audtiansl:cos b ey be inchepest tordereiop/and operate & mors

of service delivery expansive data collection. Costs could be minimised by considering

b @— /v options to extend current data collections or to automate some
processes. A staged approach to implementation can support the design

Next steps of an operationally- and cost-efficient data collection process.
As a first step, the department should develop a proposal for data collection, which includes:
» The scope and purpose of the additional collection Specialist capabilities *  Data collection and management
*» Legal implications, including the potential need to alter Family Assistance Law, and to - _* Methodology development and implementation of cost analysis

comply with privacy requirements o @ e External stakeholder consultation and coordination
* A methodology for cost collection and efficient cost analysis. *

Policy contingencies The PC Inquiry and ACCC Price Inquiry may require that the department

refines its approach to collecting data on the costs of service delivery,

i ° ) sharing data and collaborating with other government departments.
oW fitgh
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Opportunity 2.3 | Monitor child and family need in thé CCS market

Overview

There is an opportunity to increase mandatory data collection required as a condition of CCS
funding to capture information on children’s demographic characteristics and need (e.g.
disadvantage, migrant or CALD status, disability) and to identify the opportunities to meet this
need through wrap around service provision, new care types or more culturally suitable
service delivery.

Increasing the consistency, coverage and depth of market intelligence relating to the needs of
families and their children participating in the ECEC market will allow the department, as a
steward of the CCS, to:

» Establish a consistent and complete collection of information on families and children from
diverse and disadvantaged backgrounds and communities, including unique needs of First
Nations children and community-controlled First Nations services operating within the CCS
market (e.g. participation, experience and outcomes)

* Understand the needs of children and families to support improvements in service provision and
quality throughout the ECEC market

* Enable improved management of the ECEC market including the design of policies, programs,
incentives and interventions informed by systematic evidence.

The approach, at a minimum, would include:

» Extension of the mandatory collection, under the auspices of the Child Care Subsidy (CCS) and
the Australian Bureau of Statistics (ABS) census, of information regarding children and family
demographic characteristics. To the extent this data is held by other agencies, this would include
developing a more comprehensive collection and promote data sharing with other agencies
relating to:

= Children with disability

*  Indigenous families and their children

= Families facing economic or social disadvantage

«  Children and families living in rural and remote communities

= Children and families from culturally and linguistically diverse backgrounds
*  Children and families from migrant of refugee communities.

« Systematic consultation with families (as end users) to identify opportunities to meet the needs
of families and children through policy, program or market intervention including an evidence-
based that supports innovation in funding design, care type eligibility, integrated service
delivery, practice or inclusive practice or workforce.

* The collection and sharing of Commonwealth data is subject to what is permissible under the
Australian Privacy Principles (APP), Family Assistance Law (FAL) and other relevant legislation.
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Benefits
Extending mandatory data collection and implementing systematic consultations enables:

« increased understanding of the diverse needs of families in the ECEC sector and how such needs
differ by group (e.g., First Nations families, children with disabilities)

* improved ability to measure the performance of the sector against the needs of families (i.e.,
level of inclusion, access and quality experienced by different groups)

« efficient market interventions, which align service delivery to the needs and preferences of
families

= an evidence base against which to assess the suitability of delivery for families with different
types of care needs

Related opportunities
Within this Strategy

This opportunity could inform the department’s approach to:
5.1 Research options to adopt a more holistic approach to defining, measuring and funding
quality
5.2 Develop an approach to supply-side funding

The information collected as part of this initiative could be disseminated through the following data
collection opportunities:

1.2 Establish a framework for the transparency of market information
4.2 Adjust CCS settings to support integrated services and place-based delivery models

Outside this Strategy

This opportunity could encompass or support parallel projects including:

= The Closing the Gap Early Childhood Care and Development Policy Partnership, and
= The department’s Future Vision work.
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Opportunity 2.3 | Monitor child and family need in the CCS market

Rationale

« Currently, the department has limited data on the needs of the families and children that utilise
ECEC. This is especially true for families from disadvantaged backgrounds.

= Extending mandatory collection and conducting systematic consultation would improve the
utilisation of current data infrastructure, increase the department’s ability to make
evidence-based decisions and enable effective interventions, advancing system objectives (e.g.,
quality, access, connectedness).

* Developing an understanding of child and family need would also enable the department to take
on a stewardship role in disseminating information to other actors, to improve service delivery.

Enabling the system objectives and market preconditions

This opportunity supports the system to achieve:
m Affordability Connectedness

By ensuring that families are:

1. Empowered

By supporting provision that is:

3. Supported

= Greater visibility over the provider landscape will support market shaping to facilitate
competition across factors such as price, quality and product innovation (Precondition 6)"

» A deeper understanding of market activity - including acquisitions, consolidations and new

investments — can ensure that risks to provider viability are identified and managed with

minimum disruption to the sector. (Precondition 5: Financially viable provision)

The collection of information about provider costs and quality will support a more consistent

measure of market interventions to improve access. (Precondition 3: Supported families)

« Greater transparency with respect to provider cost, quality and scope of delivery can inform

interventions to strengthen the buying power and affordability of services for families in the
ECEC market (Precondition 2: Empowered families)

-

2 A comprehensive evidence
base to inform market
shaping

5 An evolution in the scope

and purpose of the CCS

Page 97

Key consultation findings

Consultations revealed that, while some data are collected on the characteristics of children in
ECEC, it often provided in an ad-hoc and voluntarily manner. Further, this data collection typically
does not reflect the needs of families, particularly those with disadvantaged backgrounds.

Consistency

* The needs of families are not always defined coherently nor consistently measured.

= Data collected on the characteristics of children in ECEC is limited and tends to be categorical,
rather than dimensioning the needs of the child.

Coverage

* The CCS doesn’t necessarily reflect the diverse needs of families and children.

* There are limitations in access and affordability for families requiring specialist or more flexible
care options (i.e., out-of-hours care for children of shift-workers or specialised care for children
with disabilities).

* Care is often not available or not suitable in thin markets, " especially in regional or remote

areas, areas with high levels of disadvantage, or for children where additional support may be
required.

Depth

= The data collected on families lacks the depth needed to tailor ECEC provision to their needs. In
particular, there is very limited qualitative data available.

* Families often access a range of services beyond ECEC and the integration between services can
lack cohesion leading to increased complexity and confusion.

* Alack of trust in government can be associated with a reluctance to engage in ECEC and other
services from some communities (e.g., from First Nations communities).
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*Information provision: By consulting with families and collecting data from providers,
the department is engaging in information sharing.

*Policy and coordination: The department may need to conduct policy reform to

extend the mandatory collection of data under the CCS.

Key stakeholders

The department: will oversee the extension of mandatory collection and the systematic
consultation of families.

Providers: will have information collected from them on the children and family
demographics of those in their care.

Families: will engage in systematic consultation with the Government around their needs
and preferences for ECEC service delivery.

Other government agencies: may be consulted by the department throughout the
Review and will develop an understanding of the department’s role as a steward in the
sector.

Next steps
The success of this initiative (the full realisation of the benefits) will be contingent on:

Consultation with other related agencies confirm the current scope of any regular
consultations with families, especially with diverse communities

The development of an agreed approach to consultation with families, including clarity on
the intended sample, and frequency of collection.

The creation of a proposal for the expansion of mandatory data collection, which includes

the scope and purpose of the additional collection, its legal implications and a staged
approach to implementation.

Acomprehensive evid
base toinform market
shaping

Implementation considerations

3 Aview on the effoctiveness

4 A set of reforms to funding

S5An«

model design

Page 98

Extent of change

low ._ high

Collecting detailed information from providers and engaging in systematic
consultation would reflect a departure from the current approach and
could signal a change in the relationship between providers, families and
the government.

Risk

low __—.__._,n..,“

The key risks associated with systematically consulting with families is a
lack of family buy-in, poor management of families’ expectations and
privacy risks associated with collecting the personal information of
families. Risks can be mitigated through clear communication about the
purpose, scope and benefits of this data collection for the sector, as well
as strong data protection measures.

Potential cost

ow—— @ high

Additional costs may be incurred to develop and operate a more
expansive data collection. Costs could be minimised by considering
options to extend current data collections or to automate some
processes. A stages approach to implementation can support the design
of an operationally- and cost-efficient data collection process.

Specialist capabilities

kv ._ tigh

*  Consultation and ongoing communication with the sector to establish
and implement the collection effectively.
*  Data management, including managing data release agreements

Policy contingencies

.'.'.J-.-.'—.—— high

Implementing this opportunity in a way which mandates collection of data
from providers may require changes to the Family Assistance Law. The
data collection may be a contingency to the effective implementation of
other policies.

wollitian in the scope

and purpose of the CCS




Opportunity 2.4 | Build a supply and demand model for the CCS market

Overview

There is an opportunity for the department, as a market steward, to lead the development of a
shared supply and demand model” for the CCS market to improve visibility of market dynamics for
all jurisdictions and provide a consistent, timely and relevant input into policy and funding
decisions throughout the ECEC system.

This would seek to provide ECEC market and system stewards with a more accurate picture of
supply and demand in the market, which includes:

a more granular view of market dynamics across jurisdictions and locations, including an
understanding of the influence of localised factors such as

= demographics

= family structure

» workforce participation,

+ cultural attitudes in relation to care,

« employment (unemployment) and

*» local economic profiles (i.e. sector/industry and the nature of employment).

improved forecasting capabilities to understand future discrepancies between the provision of
places and future demand (including population growth and birth rates)

greater insight into the possible prevalence and magnitude of market failure (for example, the
pace of supply growth in relation to other factors such as population growth or housing
development approvals).

The development and implementation of this modelling could be phased, and include:

1.

Leveraging the information in the CCMS, and other government sources (e.g. ABS) the
department would have access to the minimum required data to develop a supply and demand
model focusing on the CCS market.

Extending this database to inform a model which covers non CCS provision. This would provide
particular value in markets with a lower share of CCS provision, including SA, TAS, WA and QLD.
Developing such a model would require the department to seek clarification with jurisdictions
about their non-CCS delivery.

Using the model as a lever to support greater alignment between Commonwealth and State
and Territory Governments decision making, such as using this information to collaborate in the
provider approvals process.
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Benefits
Building a supply and demand model for the ECEC market enables:

a stronger understanding of local demand in order to meet the needs of families

easier identification of markets where intervention is required, such as where oversupply and
tight competition risks provider viability.

provider approval decisions to be made with reference to local supply and demand, and
improved and increased capacity to collaborate with State and Territory Governmentsand
other agencies. This will enable timely and robust data to inform decision making and policy
evaluations.

Related opportunities

Within this Strategy

Other opportunities in this Strategy will inform the scope and evidence used in this supply and
demand model. These opportunities include:

Monitor child and family need (Opportunity 2.3), as the needs and preferences of families play a
key role in determining local dynamics

Establishing a framework for the transparency of market information (Opportunity 1.2), which
would provide the information needed to build a supply and demand model for the ECEC
Improve the ability to measure market dynamics (Opportunity 2.1), which would expand the
collection of provider-specific information to identify emerging risks in provider behaviour and
the health of the CCS market

Design and undertake a cost collection exercise (Opportunity 2.2), as the design of a supply and
demand model is strongly linked to the increased collection of information from providers

QOutside this Strategy

While the Productivity Commission Inquiry and the ACCC Pricing Inquiry will gather and analyse
related information at a point in time, this does not preclude the department from developing a
supply and demand model that is more dynamic and granular, and can inform ongoing
collaboration with States and Territories and other government agencies.

The Market Monitoring Framework that the department is currently developing will likely
contain partial information on measures of supply and demand in the ECEC market.

Al purpose of the CCS

Lapn
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Opportunity 2.4 | Build a supply and demand model for the CCS market

Rationale

= A focus for the market steward is to create the conditions for actors to work towards shared
objectives, rather than imposing conditions or leaving market forces to move freely.
Embedding a sense of shared responsibility for the system relies on the flow of relevant, useful |
and high-quality information.

= Across consultations, stakeholders identified challenges in making timely and effective policy
decisions due to a lack of information about supply and demand in the CCS market.

* A more sophisticated supply and demand model which utilises information already collected |
through the CCS IT System could present a solution to these challenges. This model could inform |
decisions about service approvals, subsidy levels and funded care types.

* Adetailed model of supply and demand will enable the Commonwealth to identify areas of
potential oversupply in the market, where extreme competition could be at the detriment of
quality provision.

Enabling the system objectives and market preconditions

This opportunity supports the system to achieve:

By ensuring that families are:
By supporting provision that is:

. By ensuring that there is appropriate supply in the market to meet demand, the department i
can enable a sustainable level of competition (Opportunity 6: Competitive providers).

. Intervening in the market to ensure sufficient supply and demand reduces situations of
oversupply and excess competition, which threaten the financial viability of providers
(Opportunity 5: Financially viable).

. A supply and demand model can be used to ensure the market has sufficient competition to
enable access for disadvantaged groups (e.g., First Nations families, regional and remote
communities) (Opportunity 3: Supported families).

Actessibility

Connectedness

Sustainability

ctivenes
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Consultation findings
Visibility over supply and demand

* Both providers and government stakeholders identified limitations in their understanding of
supply and demand in the child care market, especially at a granular (localised) level.

* For providers, limited visibility over demand and a lack of understanding of local need has
impeded their ability to make informed decisions about service.

Provider approvals and role clarity

* Provider approvals for the CCS are not made with reference to the current level of demand
for or supply of services in the CCS market. Under the previous model, a regulatory
authority approved new centres based on market demand and supply levels. Today,
building developers determine the locations of new ECEC centres based on their own
financial metrics."

* Providers experience overlap when seeking approval for their new service as a result of the
dual regulatory framework. State and territory regulatory authorities are responsible for
approving how a provider operates, with consideration for child safety and developmental
outcomes. On the other hand, the department is responsible for assessing the financial
competency of a provider to manage the subsidy for families. There is no clear agency
responsible for determining the need for an additional service in a given area.

Coordination with jurisdictional governments

* State Government identified an opportunity to work with the Commonwealth to identify gaps
in market delivery (e.g. child care deserts) and areas of insufficient choice for families. This
would reduce duplication and inconsistency across departments when introducing related
initiatives.

* There is an opportunity to improve the integration of CCS care types and legacy state-based

systems across jurisdictions, including preschool. This would reduce complexity for families
and encourage participation.

sution in the scope
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Opportunity 2.4 | Build a supply and demand model

Levers
Information provision: Building a supply and demand model will require information to be
gathered, analysed and disseminated.
Regulation: The insights garnered from the supply and demand model will be used to
@ inform better market regulation.

Integration: To effectively build and utilise a supply and demand model for the ECEC
market will require the integration of different data sources, as well as collaboration
between government stewards.

i Policy and collaboration: Building a supply and demand model would require collaboration

~ between the Australian and State and Territory Governments in collecting the required
data, and sharing insights to maximise their impact.

Key stakeholders

* The department: will lead the development of the supply and demand model as the primary
steward of the CCS market.

= ACECQA: will provide information to the department to inform the development of the supply
and demand model.

= State and territory governments: will utilise the model to inform their own decision making. If
desired, they may also provide data relating to the non-CCS market and use this to guide more
complete decision-making.

= Providers: will be strongly impacted by interventions undertaken as a result of this model. For
example, they may be directed into areas with unmet demand.

Next steps

The success of this initiative (the full realisation of the benefits) will be contingent on a clear scope

and purpose which is well communicated to the other actors involved. As a first step, the

department should develop a proposal which identifies:

* The scope and purpose of a model including its minimum functions to support decision making

= The data required to build a CCS-market focused supply and demand model,

* the other government data custodians (e.g. ABS, ATO, ACECQA) that will need to be consulted as
part of the development process

« Legal implications, including the potential need to alter Family Assistance Law, and to comply
with privacy requirements

» Astaged approach to model build and data collation, With consideration of cost and timelines.
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Implementation considerations

The department developing a supply and demand model for the
ECEC market would not represent a major departure from current
practice. The key change would be the gathering of granular
evidence, including minor additional collections from the CCMS
(which is already included in Opportunity 1.2).

Extent of change
feow . high
Risk

low ——————ip—— iyl

The main risk of building a supply and demand model for the ECEC
market is that it is inaccurate and, as a result, leads to ineffective
intervention. This risk can be reduced by collecting granular and
timely information at regular intervals, employing sufficiently skilled
staff and conducting regular updates and checks.

Potential cost

fow » high

Building and maintaining an effective supply and demand model for
the ECEC market would require a substantial investment (e.g,, time
and data expertise). Costs could be minimised by considering options
to extend current data collections or to automate some processes. A
stages approach to implementation can support the design of an
operationally- and cost-efficient data collection process.

Specialist capabilities

e —-.——- fugh

*  Consultation and ongoing communication with the sector to
establish and implement the collection effectively.

*  Data analysis

*  Data management, including managing data release agreements

Policy contingencies

The Productivity Commission Inquiry and the ACCC Pricing inquiry
will likely gather and analyse related information at a point in time.
However, this does not preclude the department from developing a
supply and demand model that is more dynamic and granular, and
can inform ongoing collaboration with States and Territories and
other government agencies.
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Opportunity 3.1 | Review the Child Care Subsidy (CC

Overview
This opportunity would involve undertaking a comprehensive review of the Child Care
Subsidy (CCS) to examine its performance and contribution to the system goals.

Review of the CCS should respond to the effectiveness of policy settings for First Nations
communities, noting measures supported under Closing the Gap and the Early Childhood Care and
Development Policy Partnership.

This would involve three major components:

1. Analyse how effectively existing settings contribute to meeting the outcomes
and objectives of the ECEC System.

. In the first instance, the Review would seek to assess performance against a set of known
and implicit system objectives. This would include the constructs of accessibility,
affordability, quality, connectedness, sustainability and equity, and determine if existing
policy and program settings are delivering system outcomes (workforce participation and
children’s development outcomes) in an efficient, effective and equitable manner.

. This review would support the department to understand the strengths, as well as the
deficiencies and gaps in the current system, and inform improvements to better calibrate
the funding model (see ‘related opportunities’).

The scope of this Review would ideally conclude

= the appropriateness of the Additional Child Care Subsidy (ACCS) program in meeting the
needs of vulnerable families and children, including the cultural appropriateness of the
program for Indigenous families.

+ the appropriateness of the current care types funded under the CCS in meeting the needs
of different families, the potential for better integration between care types and
navigability for families, and the relative costs and benefits of introducing additional care
types into the CCS to support currently non-CCS-eligible services to meet the needs of
families

2. Consider the role of the CCS in responding to different future policy scenarios.
* The Review terms of reference should also enable the department to explore options for
the CCS to be designed with reference to broader reforms in the ECEC ecosystem.
* This could include:
= assessing the likely outcomes associated with a transition towards a 90% universal
subsidy, and the capacity of the current CCS to support this model.
« considering the CCS in the context of the longer-term vision for the sector that is being
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developed, the direction of the Early Years Strategy and the findings and
recommendations of the PC Inquiry and ACCC Price Inquiry.

3. Establish role clarity on the contribution of the CCS to the system
* The CCS Review could provide an opportunity for the department to develop a robust

evidence-based of system performance to inform other independent reviews, and to assess the
department’s role in contributing to the evolving policy priorities and sector landscape.

This review would inform the department's position as a steward over the system objectives of
the CCS ~ including the ways in which market shaping within the CCS can enable these
objectives to be achieved.

Benefits
Undertaking a comprehensive review of the CSS would enable:

increased understanding of the impact of current policy setting on the ECEC sector

greater awareness of the alignment between provision and need, particularly for families
living in remote and regional communities, First Nations peoples and children with a disability
improved ability to adapt levers in the CCS response to align with changes in the ECEC
ecosystem, such as changing policy settings at a jurisdictional level, or changing priorities at a
national level.

informed plans for future policy scenarios, based on a rich understanding of system settings

Rationale

Consultations revealed conflicting perspectives on the impact of current policy settings on the
ECEC sector’s performance.

There is also a lack of clarity on the explicit and implicit objectives of the CCS. Several consultee
noted that the CCS is often framed with a focus on affordability and access, diminishing the
importance of the funding levers supporting other outcomes, such as quality, equity, and
connected and sustainable service provision.

Parallel reforms and reviews of the ECEC sector — including the Early Years Strategy, the PC
Inquiry and the ACCC Price Inquiry — strengthen the impetus for the department to understand

the possible evolution of the role of the CCS in supporting families and their children within the
ECEC landscape.
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Opportunity 3.1 | Review the Child Care Subsidy (CCS)

Related opportunities Enabling the system objectives and market preconditions
Within this Strategy This opportunity supports the system to achieve

* The findings from this Review may inform policy decisions regarding other components of the Accessibility Affordability Connectedness Sustainability

ECEC funding model, including to Review the CCCF (Opportunity 4.1), and a Review of the By ensuring that families are:

* The findings from this review could also provide an evidence base with which to consider the By supporting provision that is:
purpose and scope of the CCS, as well as the objectives of funding. This could inform the

approach to opportunities such as researching options to adopt a more holistic approach to SRt dl st B EEnsially Vsl

funding quality (Opportunity 5.1) * AReview of the CCS which considers performance against the defined outcomes and objectives
* The review would also provide the department with a stronger understanding of the current O;: thehsy;sten; lsft.expected .lilrthave Z" |m|::c: a::jross thedsu}te of market.‘preconditions = noting

state, in order to compare alternative funding models. Some of these options might include ; at]t e level of Impact will depend on the findings and recommendations made as part of the

integrated service delivery and place-based delivery models (Opportunity 4.2) and/or supply B,

side funding (Opportunity 5.2).

* To support families, the Review would seek to increase the alignment between the services

provided and the needs of families. Such improvements may
T RraduEtvity Commissioniingury * lower costs for families (Precondition 1: Empowered)
While the terms of reference are yet to be released, the Productivity Commission Inquiry is

expected to include a review of the ECEC system and the capacity of the sector to transition toward * Increase tha clarity of the chaices families” face {Pracondition 2: Informed)

a universal 90 per cent subsidy model. * improve the suitability of care in terms of volume and flexibility (Precondition 3: Supported)

This overlap would not preclude the department from undertaking a pre-emptive review into the * Tailoring the CCS to the needs of families would ensure that providers

::ycsi;::?ni:)srt::::r:::tt:g::ssl::rr;?dsf::rn:;:gg: z:;a;:i‘;ftormance and sonsiaor i raladn sigparting * Receive sufficient funding to operate with financial and operational viability (preconditions 4,
A 5)

In fact, this may provide an opportunity for the department to undertake its own review which . y : !

considers the role of the CCS in supporting the sector’s dual outcomes: educational outcomes for * Face suf{fj‘lic:entsincentwes in terms of funding and eligibility to enable sustainability

children and workforce participation for parents. (precondition 6)

The department’s pre-emptive review could take a forward looking view of the system objectives * Are held responsible for delivering quality services to families consistent with law and they

and the different ways to achieve them — including considering the department’s role as a steward are funded for (precondition 7).

over these objectives. These findings might inform the department’s approach to market-shaping
prior to the Productivity Commission Inquiry, and in response to its recommendations.




Consultation findings

The consultation series gathered a range of insights into the current performance of the CCS,
and potential opportunities to extend the remit of the CCS to support system objectives.

Undertaking a Review of the CCS would involve developing the evidence base required to
address identified issues and opportunities. These include:

Equity as an explicit objective of the CCS

There is limited current assessment of CCS performance through an equity lens despite the
evidence base linking high quality ECEC to a positive impact on children’s learning and
development

Perspectives varied as to whether the connections and interdependencies between CCS
funding and wider issues of equity in access were within the remit of the Department of
Education.

Role of the CCS in supporting quality, connectedness, and early childhood development
outcomes

An opportunity was identified for the department to act as steward with respect to quality in
ECEC, with a focus on how the sector can be connected to other service providers to
provide holistic early years development.

It was not clear to consultees whether CCS would require wholesale changes to ensure
provision is sufficiently connected to other services, to support holistic early development
for children. However, consultees did note concerns around pricing and subsidy levels to
better support access to certain delivery models.

Accessibility and effectiveness of the Additional CCS

The ACCSis an important component of the ECEC sector, improving the accessibility and
affordability of ECEC for vulnerable and disadvantaged families by reducing the cost of
approved child care.

However, there is a large administrative burden associated with the ACCS, which can
disincentivise the participation of families and providers. Families have faced inconsistent
rules and lengthy delays when applying for the ACCS. In instances where eligibility ,
providers described that they can be required to act as “debt collectors,” threatening their
financial viability.
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The ACCS, particularly the Child Wellbeing subsidy, has been found to be culturally unsafe
for First Nations peoples. The requirement that families disclose that they are at risk of
exposing their child to neglect, abuse or harm disincentivises families from engaging with
the ACCS. This in, turn, reduces ECEC participation.

Funding provided through the ACCS may not be of a sufficient quantity to support the
outcomes and objectives of the ECEC sector. As the department doesn’t have a strong
understanding of the cost of provision, particularly in disadvantaged communities, it is
difficult to determine if providers are being adequately supported to care for vulnerable
children.

CCs eligibility criteria, funded care types and provider approvals

There may by an opportunity for the CCS eligibility to support greater flexibility in services,
as consultees noted the CCS has somewhat limited options for families who require shorter
periods of care which do not meet the subsidy eligibility criteria. This is notwithstanding the
fact that the introduction of CCS meant that CBDC/OSHC services no longer have
mandatory opening hours, and just a requirement that they operate the required number
of weeks and primarily offer the care type for which they are approved.

A funding system which is centred around care types can create challenges for families in
navigating the system and making informed choices. Some consultees proposed alternative
approaches to funding, such as aligning provider eligibility and approvals processes to
children's needs and to local levels of demand and existing supply.

Child care and preschool services are poorly linked to one another and need greater
integration to meet the needs of families. This reflects that their formats vary across
jurisdictions - while the department is responsible for funding the CCS, preschools are
primarily the responsibility of state governments.

Reflecting on issues with inclusion and equity, one consultee noted that the funding model
design is defined in terms of care types, rather than child need, and that this can hinder
navigability for families and lead to instances of overlaps or gaps in provision. A primary
example of this, noted by other consultees, was the connections between the child care and
preschool sectors, which was described as not meeting the needs of families and children.
While the department is responsible for funding for child care services, preschools are
primarily the responsibility of the state or territory government, meaning its format varies
across jurisdictions. With the two running in parallel, consultees identified that these services
could be better integrated to support ease of access and wraparound support for families.

5 An evolution in the scope

and purpose of the CCS
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Levers Implementation considerations

F“"d_i“g: By reviewing and, possibly, altering the CCS, the Department is engaging in Extent of change Undertaking the Review itself would not necessitate a change in
funding reform. the CCS. The impact of reviewing the CCS would depend entirely on

low —@—————— high its findings. If substantial changes are suggested by the Review, it
could have a large effect on the ECEC sector.

Integration: When reviewing the CCS, there may be opportunities to integrate processes
with other agencies that provide additive or complementary funding to the CCS.

Regulation: Regulatory changes may be required to reform the CCS in response to review

findings. Risk The key risks of conducting a review of the CCS are an unclear
terms of reference, a lack of consultation with key groups (e.g.,
w",‘";, Policy and coordination: Policy changes may be required to reform the CCSin response to low. —@ high  First Nations families) and ineffective outputs. These risks can be
" review findings. ) mitigated through developing an extensive review plan, consulting
Key stakeholders a diverse sample of the ECEC sector and hiring experienced policy

5 : " | i !
* The Department: will oversee the review into the CCS, determining the terms of reference in L S

consultation with other actors.

* Families: will be a key stakeholder in the CCS review and should be central to consultation. = - - -

They may be heavily impacted by any CCS reforms. Potential cost The‘costs of !mpl?ment!ng a review of the CCS are relatively low.
While a review will require a substantial time investment from
skilled policy analysts with a intricate knowledge of the CCS, it does
not depend on large amounts of infrastructure or funding.

*+ Providers: will have information collected from them and may also be heavily impacted by any low s high
CCs reforms.

+ Othergovernment agencies: may be consulted by the Department throughout the Review and
will develop an understanding of the Department’s role as a steward in the sector.

Next steps Specialist capabilities * Intricate knowledge of the CCS and its history
Develop a clear terms of reference for the review, including g ¥ e Stakeholfjer co"su,lm'“" andt coordination
fow o figh +  Research and policy analysis

= defining the current and potential future objectives of the CCS which the Review might
consider (e.g. equity, connectedness)

Policy contingencies The Productivity Commission review may overlap with this review
« identifying the parallel policy reforms which the Review should (or should not) consider | i) of the CCS. Establishing a clear terms of reference regarding the
(e.g. Early Years Strategy) o @ 911 ¢cs review will be critical to ensuring the Review’s usefulness in a
» the scope of the CCS settings which are to be considered (e.g. care types, eligibility settings, period of policy change.

and funding levels)

* aclear perspective on the potential role of the Commonwealth in relation to management
of the ECEC system and the remit of the Department as a steward.

= anunderstanding of the purpose and objectives of the ACCS
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Opportunity 3.2 | Adopt new nomenclature for the CCS

Overview

As a steward, consider opportunities within the remit of the department’s activities to adopt new

nomenclature for the sector, which recognises the educational outcomes supported through the

provision of ECEC services to children and their families.

A change in the naming convention used by the department — as the steward over the largest

investment model in the sector which uses the language of ‘Child care’ — would constitute a

change in the framing of the sector to the families, providers and the sector’s workforce.

This opportunity might involve re-naming the Child Care Subsidy, but also encompass other

language which the department uses to communicate the objectives and value of ECEC, including

its contribution to educational attainment, school-readiness and social equity.

Such a change would seek to:

* Emphasise that the department seeks to achieve dual objectives for the ECEC market: (1) to
include supporting child development and educational outcomes and (2) to enable workforce
participation for families with children —where the latter goal has been a more traditional
point of focus.

= Recognise the existing mechanisms in place to support quality educational outcomes for
children and their families, through regulations including the National Quality Framework
and Early Years’ Learning framework,

= Recognise the journey the sector has been on to communicate its educational value to
families and the public, including to nudge families toward greater participation where
cultural barriers relating to perceptions of the care sector exist.

+  Strengthen perceptions of the sector’s workforce and emphasise its contribution to
educational outcomes (and long-term economic and social benefits) made though the
teaching and investment of children.

Re-naming the Child Care Subsidy, and other related funding models and policy instruments, to

mare clearly reflect the dual objectives of the sector (education and participation) reflects only

one initiative that will partially contribute to achieving these outcomes.

To ensure the change in nomenclature credibly and effectively achieved the cultural change

sought from this proposal, it should be delivered alongside a portfolio of reforms to life the status

of the sector as a service and a profession.
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Benefits

* Empbhasise and clarify the intent of CCS policy in supporting educational outcomes for
children, which in turn supports role clarify for the department as a steward over these
outcomes.

* Supportin raising the profile of the workforce to communicate the value of contributions
made by teachers and educations

* Nudge families and communities toward perceptions of the sector as holding education value
for children, and strengthen the accessibility of the sector through more consistent naming
conventions.

= Strengthen the impetus for providers to consider and demonstrate the role that they play in
supporting the educational outcomes for children in their care.

Related opportunities

Within this Strategy

Implementing this opportunity will involve careful consideration of the other parallel policy

approaches which will be required to achieve the desired change. This change in language might

be implemented as part of, or alongside, the decisions to:

+ Review the Child Care Subsidy (Opportunity 3.1)

= Clarify the department’s role in supporting the CCS workforce (Opportunity 3.4)

Early Years Strategy

« The Commonwealth Early Years Strategy, aims to create a new integrated, holistic,
whole-of-government approach to ensure children aged five years and below have the best
start at life in their critical early years of development.

* The language used as part of this strategy — and its focus on broader education and wellbeing
outcomes from the public services delivered to children - could inform the approaches used
by the department to adopt new language. The launch of the Early Years Strategy (and
associated National Early Years Strategy in early 2023) may also present an appropriate
juncture to adopt this new language and associated reform.

ACECQA workforce strategy

ACECQA National Workforce strategy (2022-31) outlined several related opportunities to support

the development of a sufficient and capable workforce, which the department may support in

parallel with a change in nomenclature.
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Opportunity 3.2 | Adopt new nomenclature for the CCS

Rationale

There is an opportunity for the department to lead the sector to move away from the historical nomenclature of
‘child care’, to reiterate the educational outcomes supported through ECEC. This could include renaming the Child
Care Subsidy as part of a suite of changes following a CCS review.

This strategy recognises role of the department to steward the sector toward the dual contributions of the ECEC to
the Australian community:

1. supporting child development and educational outcomes and
2. enabling workforce participation for families with children.

While the relative emphasis placed on each of these two system outcomes has varied over time, consultations
indicated that the objective of improving workforce participation tends to receive more emphasis in public
discourse, which can overshadow the role of ECEC teachers and educators in contributing to children's early
learning and development outcomes.

A change in the naming convention used by the department — particularly where delivered alongside a suite of
related reforms — can enable a change in the framing of the sector and its public value.

Enabling the system objectives and market preconditions

This opportunity supports the system to achieve:

By ensuring that families are:

|2 Informed _______Jl 3 Supported

By supporting provision that is:
4. Operationally viatile £. Competitive 7. Accountabla

A change in the language for the sector which impacts its framing to users, government and the sector is expected
to have an impact across the suite of objectives and market preconditions.
* To support families, a change in the language might
= Clarify the purpose and intended outcomes from the investments made by government and families
(Precondition 1: Empowered)
= Inform the choices which families make about participation (Precondition 2: Informed)
= Ensure that the workforce are valued, support and able to deliver quality and suitable care (Precondition 3:
Supported)
* Achange in the language used may enable better outcomes for providers by
= Supporting the ECEC workforce, which is critical to providers’ operational viability (precondition 5)
= Are held accountable to deliver both the care and education outcomes they are funded for, and to compete
with other services on this dual bases (preconditions 6, 7).
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Consultation findings

Perceptions of the sector and its value

= Consultees noted that the sector may have poor workforce retention due to workers
feeling undervalued — and that this was partially driven by language. Consultees noted
that the term ‘child care’ can be seen as undermining teachers’ and educators’
contributions to the education of young children, especially when compared to the
educational contributions of school teachers.

= Some Government agencies noted a conscious decision not to use the term ‘child care’,
but rather ‘early childhood education and care’, reflecting that they see services as
being integrated to include education and care activities. This integration also adds to
the value and professionalism of the sector as an ‘essential service’.

* Other consultees reiterated the influence the language can have on perceptions of the
sector, and cited language change as a simple opportunity to signal to the community
the importance of ECEC.

= However, increased awareness of the role of ECEC in early childhood development,
combined with a push to expand the workforce to deliver on election commitments, is
driving educators and staff to seek improved wages and conditions. Providers have
argued that increases to pay will lead to higher costs for families.

Naming of the Child Care Subsidy (CCS)

» Consultees noted that while the ACECQA National Workforce Strategy includes a
revision of the naming convention from “child care” to “education”, and there is
agreement with stakeholders to change the dialogue, it is hard when the subsidy itself
is for “child care”.

* One consultee noted that the name ‘child care subsidy’ can lead to the perception of
the fund as a form of welfare for people who are not able to become stay at home
parents. This perception was notes as particularly strong in some communities and
cultural contexts.

= PM&C consultees noted that they had not considered a new naming convention,
although recognised the desire to professionalise the workforce and raise their profile
of teachers and educators through qualification requirements. The consultees notes
that his would require a longer term agenda that focuses on cultural and behavioural
change across the sector.
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Opportunity 3.2 | Adopt new nomenclature for the CC

Levers

Information provision: A change in language is a mechanism by which to signal a change in
the desired outcomes of the sector.

Integration: A change to the naming of the CCS could support the department to lead the
sector not adopt this approach more generally.

Policy and collaboration: where adopting a new naming approach involves confirming the

@ outcomes and objectives which the CCS seeks to achieve, this may have flow on effects for

how the department frames policy decisions and collaborates with other actors as a steward
over the sector.

Key stakeholders

-

The department: A change in language could constitute a repositioning of the departmentasa
steward for educational outcomes across the sector, and as a more apparent advocate for the
teacher and educator workforce.

ACECQA: any change in language and the roles and responsibilities of the department may
have implications for how ACECQA considers quality in the sector.

Families: may perceive the sector differently following a change in the naming convention and
place additional focus on the role of the sector in supporting educational outcomes.

Teachers and Educators: may perceive their roles in the sector differently where a change in
name strengthens perceptions of their contribution to economic and social outcomes, and by
extension, support morale retention and investment in the sector.

Providers: may be incentivised to more strongly articulate their contributions to early
development outcomes. Some providers may also hold concerns for the implications of this
change for award wages and financial viability.

Other government agencies: a rename of the CCS could be a catalyst for broader changes to
the nomenclature across, and reaffirm the role of the sector in supporting children and families
across the early years — including through connections to other public services.

Next steps
The two key components of delivering this reform are:

.

Undertaking research and consultation to identify the appropriate alternative nomenclature,
taking into account the need to strengthen the profile of the sector and ensure language is
accessible for families

identifying the range of parallel policy changes such as reforms to the CCS or other workforce
related initiatives which would be appropriate to deliver alongside a change in naming
convention.

Implementation considerations
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Extent of change

(41 —. fgh

Adopting new language would reflect a departure from current
approaches, notably the language of the child Care Subsidy (CCS) and
the Family Assistance Legislation Amendment (Cheaper Child Care)
Act 2022

There is a risk that new language (e.g. ‘early learning’ or ‘ECEC’) is
confusing for families, or may create uncertainty about the scope of
services provision, which may ultimately hinder access. Consultation
and clear communication can minimise this risk.

Where not delivered alongside other measures to strengthen
perceptions of the workforce, there is a risk that the change is
perceived as ingenuine.

Potential cost

low @ hiah

While the cost to change the language of the CCS itself is small, the
implication of this change is clear messaging that the subsidy is
funding an educational as well as a care component of the services
delivered. Some investment may be required to ensure there is
sufficient accountability over the outcomes which services are
expected to deliver against.

Specialist capabilities

awe * Lt

In line with the above, the capabilities required in the
implementation process would depend on the level of accountability
which the department seeks to ensure education outcomes are
being delivered.

Policy contingencies

o . 1k

The language used as part of the Early Years Strategy — and its focus
on broader education and wellbeing outcomes from the public
services delivered to children - could inform the approaches used by
the department to adopt new language. The launch of the Early
Years Strategy may also present an appropriate juncture to adopt
this new language and associated reform.
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Opportunity 3.3 | Review supports for children with additional needs across the sector

Overview

Undertake a comprehensive whole-of-system review to assess the end-to-end experience of

children with additional needs in the system. This includes a review with the intent to reform

inclusion support practices in the early childhood education and care sector, considering

approaches in the both the CCS and non-CCS market.

This Review would consider:

* the range of supports available to children with additional needs in ECEC, including supports in
schools

= pedagogy and practice in relation to delivering services for children with additional needs, and
the capability of the workforce to deliver this

= variation in the experience of children and families, and availability of funding and supports
across care types (including relative to non-CCS settings)

+ alternative ways to project or measure need, including moving away from a model which is
contingent on a diagnosis to obtain funding,

= whether the funding model design which is sustainable and sufficient, relative to need

» improved uses of funding, such as capability development for existing staff, allied health
services and specialist provision. In extreme cases, the reliance of the ECEC sector on
paraprofessional staff may be having deleterious consequences for children.

This review would include — but would be far from limited to - assessing the sufficiency and

effectiveness of the Inclusion Support Program (ISP) and other related supports as mechanisms to

support the experiences of children with additional needs. This Review should ascertain whether

the ISP is an optimal instrument for supporting access to affordable and quality care for children

with disability, and consider potential alternative models to ensuring holistic supports to children

with disability and their families.

Benefits
Reviewing the supports for children with additional needs would support the department to:
» improve the efficiency and sustainability of current funding approaches

* identify opportunities for multiple stewards to collaborate on unified approaches to delivering
supports to children with additional needs.

= reduce policy and funding overlap between Commonwealth and State Governments.

= design an alternative support system that is not reliant on a diagnosis to secure funding and
support

2 A comprehensive evidence
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+ develop a informed view on the appropriate level of reliance on paraprofessional supports
relative to other types of support workers.

Related opportunities

Within this Strategy

Other opportunities in this Strategy will inform the scope and evidence used in this Review. These

opportunities include:

= Monitor child and family need in the CCS market (Opportunity 2.3), which could inform a
needs-based view of the funding required to support children with additional needs.

= Establishing a framework for the transparency of market information (Opportunity 1.2), which
would provide the information needed to better identify the number and needs of children
with additional needs.

* Design and conduct a cost collection exercise (Opportunity 2.2), which would provide the cost
data required to inform alternative approaches to funding the provision of specialised care,
and

* The findings of this review could inform the design of Opportunity 4.2 — Adjust CCS settings to
support integrated services and place-based delivery models

Parallel policy reviews

This opportunity could encompass or support parallel opportunities including:

« existing plans for a review of the Inclusion Support Program, noting that a Review of the ISP
would not preclude the department from undertaking a broader review of the experiences and
supports available for children with additional needs across the sector.

« a potential review of the funding available to students as a part of the CCS Review

= any relevant findings or recommendations from the ACCC Price Inquiry or the PC Inquiry.
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Opportunity 3.3 | Review supports for children with aditional needs across the sector

Rationale

* The have detrimental impacts on student learning and development, disability support system is
complex and overlapping. The patchwork of different and overlapping supports at the state and
Commonwealth level make it difficult for some services — particularly centre based day care
centres that provide kindergarten programs — to access information about supports.

* Many disability support funding programs have entry criteria that is too restrictive. This can have
unintended consequences at the service level, including promoting a deficit view of children’s
capabilities, focusing on diagnosis rather than the needs of the child, and driving the
‘conditionality’ of support for children on securing funding.

= The growth in qualified disability support workforce and funding is insufficient to meet growing
demand and to address multiple and intersecting layers of disadvantage. As a result, support
workers are often stretched thinly across their caseloads.

* In some cases, funding for early childhood education inclusion can be allocated by centres to
relatively unskilled paraprofessional staff. While close adult supervision can be useful, an
overreliance on paraprofessionals can

Enabling the system objectives and market preconditions

This opportunity supports the system to achieve:
ey |

By ensuring that families are:

1. Empowered 3. Supported
By supporting provision that is:

5. Financially viable 7, Accountable

= |mproving disability supports would involve making provision better for children with a disability
— increasing access, affordability, quality and connectedness — and funding it in a financially and
operationally sustainable manner.

= Reforming disability supports may result in the removal of financial or service level barriers to
ECEC participation, increasing the affordability and access for families (Precondition 1:
Empowered families, Precondition 2: Supported families).

Connectedness

5 An evolution i the scope

and purpose of the CCS
hapin el

3 A view on the eHectiveness A A set of reforms to funding
of policy settings madel desipn

Page 111

* Effective reforms to additional needs supports would ensure it is financially viable for
providers to deliver specialised services to children with additional needs and hold
providers accountable for inclusive service delivery (Precondition 6: Financially viable,
Precondition 7: Accountable providers).

Consultation findings
Connectedness between the CCS and other public services

* There is limited cross-government collaboration and cooperation at a policy level.
Families needs could be better met if policy was designed and considered across the
different areas of government (e.g., health, housing, education and disability), rather than
in isolation.

« Thereis a lack of cohesion and integration between ECEC, the NDIS and public health
services, creating a substantial administration burden for families and providers. For
example, families may be required to fill out multiple forms with the same information.

Administrative burdens and duplication

* The ISP has a significant administrative burden for both families and providers, potentially
impacting the quality of care provided. For example, families have to provide information
regarding diagnostics and their inclusion support plan, even though the information is in
the NDIS.

= There are complex administrative barriers that prevent families from accessing the ISP.
For example, families are unable to apply for the ISP until their child is already attending
an ECEC service. The ISP provides support to eligible services to include children with
additional needs, it is the service that applies for the ISP, not families.

Limited inclusive offerings

« There is limited flexibility in ECEC for children with additional needs. It is difficult for
families with children who have a disability or have additional needs to find quality care
outside of school hours. OSHC is a highly casualised workforce, which often lacks the
experience and/or training to provide specialised support.

= ECECservices aren’t financially incentivised to connect to other supports (e.g., support
workers, physiotherapists, occupational therapists). As a result, a significant number of

ECEC services don't offer any additional forms of support to children with a disability or
additional needs.
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Levers
L ]

Funding: The Review’s findings could inform the approach to funding the supports available
to children with additional needs.

@ Policy and coordination: Policy changes may be required to reform supports for children L M0l ctewardship madel over the sector. The impact of the review itself
with additional needs in response to review findings. would depend entirely on its findings, but is expected to be
material.
@ Integration: Conducting an effective review of supports for children with additional needs - _
will require strong intergovernmental coordination and collaboration. Risk The key risks of conducting a review of additional needs supports
Key stakeholders lov @ L, Inthe ECEC sector are an unclear terms of reference and a lack of

= The department: taking a stewardship role over inclusivity in the ECEC sector will oversee the
review into additional needs supports, determining the terms of reference in consultation with
other actors.

= Families: the families of children with additional needs will be a key stakeholder in the Review
and should be central to consultation. They may be heavily impacted by any reforms.

= Providers: will have information collected from them and may also be heavily impacted by any
reforms to the additional needs supports in ECEC.

+ Other government agencies: may be consulted by the department throughout the Review and low @ il intricate knowledge of the sector and of inclusive practice, it does
will develop an understanding of the department’s role as a steward in the sector. Reforms not depend on large amounts of infrastructure or funding.
stemming from this Review may further connect these agencies, particularly the NDIA, with the
ECEC sector. Specialist capabilities +  Intricate knowledge of disability support and its history

Next steps L External stakeho}.der const{ltatlon and coordination

i 2 il ¥ Research and policy analysis

This opportunity proposes a holistic review of the experiences of children with disability, and their

family, across the ECEC system, The success of this Review — including the relevance and usefulness of

the recommendations - will be contingent on a clear and sufficient terms of reference. This terms of

reference should clearly specify:

* the care types and delivery settings in scope of the review

= the scope of supports under review, including funding, practice guidance, policies and workforce
supports

= the workforce considerations in the scope of the review, including a review of the appropriate
role for para-professionals and other support workers in the sector.

» accountability and governance mechanisms to ensure effective practice and resource use, and
approaches to systemic monitoring or outcomes and practices.
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Opportunity 3.3 | Review supports for children with additional needs across the sector

Implementation considerations
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Extent of change

The department’s leadership over such a review would indicate a
moderate change, including a shift toward a more explicit

consultation with key groups (e.g., families with a child with
additional needs, providers who deliver specialised services,
disability experts). These risks can be mitigated through developing
an extensive review plan, and consulting extensively with key
groups.

Potential cost

The costs of implementing a review of additional needs supports in
the ECEC sector are relatively low. While a review will require a
substantial time investment from skilled policy analysts with a

Policy contingencies

High

The Productivity Commission Inquiry may provide some evidence
around additional needs inclusion in ECEC, although this was not a
prominent focus of the previous Terms of Reference. The proposal
to review supports for children with additional needs across the
sector (and any associated reform) would be broader reaching than
the Inclusion Support Program, which is currently under review,
although findings from this review could be leveraged.




Opportunity 3.4 | Clarify the department’s role in supporting the CCS workforce

Overview

Recognising the CCS is the most significant funding lever which directly supports employment of the
workforce, there is an opportunity to consider options for the department as a market steward to
take a greater level of responsibility for interventions to manage supply challenges in the CCS
market, in collaboration with ACECQA.

This opportunity reflects the central role workforce quality and sustainably plays in the quality of
outcomes for children and families. The opportunity would involve establishing a clear role for the
department over workforce issues in the CCS market, and would involve two major components:

1. Embedding workforce collections within the Market Monitoring Framework

* This could include refining the National Workforce Census to provide visibility on the workforce
dynamics within the CCS market.

* This information can be used by the department to assess the health, viability, or quality of the
workforce in the CCS market into the future, and to inform interventions to support the
development of the workforce.

* The development of this collection enable to the ECEC system and its stewards to provide an
annual estimate of workforce size, composition and shortages, provide a more sophisticated
view of turnover across collections (given the direct relationship to quality),assess the level of
professional development and training prevalent across the market and understand the pipeline
of workforce entering the ECEC market.

g

Increasing engagement with ACECQA on actions within the National Workforce Strategy

* The department, as the largest steward in the CCS market, is in a unique position to collaborate
with ACECQA to deliver the National Workforce Strategy.

* Forinstance, the department can coordinate policy levers within its remit to support the ECEC
workforce - such as calibrating VET and Higher Education policy and funding to support a strong
pipeline of sufficiently-skilled workers into the sector,

* This may extend to an advocacy role for the qualifications required by Teachers and Educators in
the sector, with a focus on communicating the evidence of this training in supporting quality and
outcomes for children in ECEC.

*  While some industrial relations challenges would (appropriately) sit outside of the remit of the

department, an active stewardship model could involve taking action to strengthen professional

development opportunities and progression pathways for the workforce.

1 Coardination and clanty on

current market interventions

A comprehensive evidence

to mform market

3 A view on the effectiveness 4 A set of reforms to funding 5 An evolution in the
of policy settings model design and purpose of the

Page 113

Benefits

Adopting a stewardship role over the CCS workforce enables:

* greater clarity over the department’s responsibilities relative to the CCS workforce

* improved alignment between workforce strategies nationally and at a local level

* increased understanding of how ECEC workforce challenges may limit wider CCS reform
* greater workforce recruitment and retention within the CCS

« a high-gquality CCS provider workforce

Related opportunities

Within this Strategy

* Opportunity 3.4 could be delivered in parallel with Opportunity 2.1 — measure market dynamics.
Greater transparency on workforce is a key component of understanding market dynamics (e.g.,
cost of delivery, supply).

* Adopting a stewardship approach to the CCS workforce will be enabled by Opportunity 1.2. -
establish a framework for the transparency of ECEC information,

. Opp:rtunlty 3.4 can inform Opportunity 2.4 - build a supply and demand model for the CCS
market,

* Opportunity 3.4 can be used to validate and assess Opportunity 2.2 - design and undertake a
cost collection exercise. Greater transparency around workforce will enable the department to
understand the relationship between workforce demand, shortages and wages, as well as
potential implications for pricing.

ACECQA National Workforce Strategy

ACECQA National Workforce strategy (2022-31) outlined several related opportunities including:

* Undertaking a national workforce census at least every three years

+ Committing to an evaluation plan for the national workforce within three years

* Developing options for a live national workforce database within 10 years, with cost-benefit
analysis to be conducted by the end of 2025

The department has already progressed several actions identified in the National Workforce

Strategy relating to professional recognition, attraction and retention, leadership and capability,

qualifications and career pathways and data and evidence,

Other parallel reforms

Understanding the capacity of the current and future ECEC workforce will be key to moving towards
a 90% subsidy scheme, and to implementing additional universal access within jurisdictions. While
these reforms may require workforce modelling to be undertaken by the ACCC, Productivity
Commission, or the states and territories, this does not preclude the department from considering
its role in supporting the sector to strengthen its capacity to attract and retain workers.
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Opportunity 3.4 | Clarify the department’s role in supporting the CCS workforce

Rationale

*  Workforce recruitment and retention presents a major risk to the accessibility, affordability,
sustainability and quality of ECEC delivery. For example, it is well-established that high-staff
turnover places an unsustainable financial strain on providers and undermines the quality of
care delivered to children (e.g., lack of relationship building).

» By adopting a stewardship role over the CCS workforce, the department can monitor the
conditions of the ECEC workforce and intervene to prevent workforce challenges from
undermining the objectives of the sector.

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve:

[ qunity | Comectedness | Sustanabity |
3. Supported

Accessibility

By ensuring that families are:

1. Empowered

By supporting provision that is:

4. Operationally viable 5. Financially viable

* By collaborating with ACECQA to address workforce challenges, the department is making the
CCS market more operationally sustainable (Objective 4: Operationally viable providers).

» Improved workforce recruitment and retention would reduce providers’ costs (e.g., hiring costs),
improving the sustainability of the CCS market (Objective 5: Financially viable providers).

* In a competitive CCS market, a reduction in providers’ costs would enable the delivery of more
affordable services, increasing the buying power of families (Objective 1: Empowered families).

* A more capable and sustainable workforce would reduce the non-economic costs of care for
families — for example, children with disability would be able to access quality, lasting care from
specialised professionals (Objective 3: Supported families).
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Key consultation findings

Current workforce challenges

= There is a lack of parity in pay and conditions across different types of provision, with the mixed
market nature of ECEC complicating workforce strategies.

» ECEC workers have typically experienced low pay and high turnover, particularly during COVID-
19.

* However, increased awareness of the role of ECEC in early childhood development, combined
with a push to expand the workforce to deliver on election commitments, is driving educators
and staff to seek improved wages and conditions. Providers have argued that increases to pay
will lead to higher costs for families.

» Skill shortages have incentivised workers to move regularly in search of higher pay, making it
challenging for small providers to compete for staff,

* Workforce challenges are exacerbated in thin markets (e.g., rural settings). There is a lack of
certainty among the sector as to the role of government in intervening in these thin markets.

The need for a steward on workforce issues

* ACECQA plays a partial stewardship role over the ECEC workforce and shares responsibility
with all governments for the National Workforce Strategy.

* Providers cited workforce pipeline, conditions and wages key areas where there are gaps in
stewardship.

+ Stakeholders consistently highlighted their inability to recruit suitable staff, and the negative
impact that this has on their ability to operate high-quality services in a diverse range of
settings.

* There is uncertainty among some state government departments over the responsibility of the
Federal Government to intervene to support workforce capability, especially in thin markets.

* There are conflicting views about the need for ECEC staff to hold qualifications. The PC
suggested a potential mismatch between the skills required by ECEC staff and those
legislatively required, indicating a lack of evidence on the level of qualifications required by
employees to effectively care for children.

Potential role of government

* There may be a role for the department to play in uplifting capability and supporting the sector
to source professional development. Such professional development would need to be
coordinated across state and territory governments.

* The department could play a role in enabling VET and Higher Education students to gain paid
work experience in ECEC, providing incentive for staff to enter into the ECEC sector.
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Levers
Information provision: By embedding workforce collections within the Market
Monitoring Framewaork, the department is engaging in information sharing. Implementation considerations
@ Integration: By actively working with ACECQA and guiding other actors as a workforce Extent of change *  Becoming the steward of the CCS workforce would represent a major
steward, the department is integrating the ECEC sector. b s change in the position of the department and would likely alter the
¥ 2 o o - high relationship between the department, providers and workers.
m Policy and collaboration: Opportunity 1.3 involves the department changing its policy
<w approach to be the defined steward of the CCS workforce. Risk +  The key risk of this Opportunity is that a lack of role clarity between
the department and other stewards (e.g., ACECQA and state
governments) results in confusion and effort duplication. This risk can
Key stakeholders low @ high be mitigated through engaging all involved parties directly and clearly
* The department: will become the steward of the CCS workforce. communicating the new role of the department.
* ACECQA: would need to be thoroughly engaged with, given the role the agency has Potential cost +  Becoming the steward of the CCS workforce would require a
played in developing the National Workforce Strategy. substantial investment from the department (e.g., monitoring the
» State and Territory Governments: would need to be thoroughly engaged with given the K @ liah workforce, researching the market, develop workforce policy).
various (and in some cases expanding) roles these departments are playing in workforce However, such an investment could have enormous potential returns
matters. in ensuring that families can access affordable and sustainable high-
* Providers: may have information collected from them on their workforce and would be HInKy e
heavily impacted by any workforce reforms. Specialist capabilities = Specialist survey provider
* Workers: may have information collected from them directly and will be a key (oW ——y——————— fugh *  Strong understanding of the CCS workforce and its history
stakeholder in the design of any workforce reforms. *  Consultation and ongoing communication with providers, workers
and other partial stewards (e.g., ACECQA)
» Other government agencies: may receive clarity on the role of the departmentas a
steward of the CCS workforce, as well as their own role in ensuring a sustainable and Policy contingencies *  Workforce analysis conducted as a part of the ACCC Price Inquiry and
capable workforce. low - high PC Inquiry may frame the stewardship approach taken by the
department.
Next steps
* In recognising the importance of workforce and quality for the outcomes for children and
families, the first step for the department is to develop a clear policy position on how to
influence the quality and sustainability of the workforce.
* In seeking to inform this stewardship position, the department should develop a proposal
for and extended data collection, which includes the scope and purpose of the additional
collection, the methodology and the logistical implications for current interventions.
» Developing this position and approach to cost collection will require the department to
identify the components of the National Workforce Strategy which they hold

accountability for as a steward with respect to the CCS market.
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Overview

. Following a broader examination of the CCS (Opportunity 3.1), there is an opportunity to
redesign the Community Child Care Fund (CCCF) scheme and the scope of the grants within
the fund.

. This opportunity will need to consider findings from both the PC and ACCC inquiries, as well as
the CCCFR review, which has also been commissioned.

. This opportunity would involve two components:

1. Develop an evidence base on the performance of the current CCCF arrangements

This evidence base would be used to:

« assess the performance of the current grants, to ascertain if they remain optimal instruments for
undertaking thin market interventions to enable access and participation in rural and remote
communities.

» consider the applicability and utility of a grants-based scheme, relative to alternatives (e.g. seed
funding for capital expenditure)

= opportunities to improve the administrative efficiency of the program

« understand the current and intended outcomes derived from funding rounds including

o the fulfilment of program objectives, including removing barriers to access and
participation for families and children

o delivery of commitments made by applicants in seeking funding, and

o the sustainability of outcomes in communities (continuity).

2. Redesign the CCCF to ensure a clear purpose and scope relative to other components of the

funding model

This redesign would:

* clarify the purpose of the CCCF, and reflect this in the funding model design through:

+ establish clear streams (e.g. financial viability, inclusion, capital, workforce retention, and
Indigenous block grants. Consider support of higher costs e.g. non-standard hours or children
who requirement an educator with additional qualifications)

= confirm and clarify the scope and boundaries of the CCCF (for example, the extent to which the
fund supports programmatic supports which might also be funded through the Inclusion
Support Program funding)

+ ensure the sufficiency of the program in meeting community need (number, volume of grants),
and include funding guidelines to support innovative place-based models

= establish funding which ensures sufficient continuity and perpetuity and a clearer set of
objectives with respect to sustainability over time.
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Benefits
Redesigning the CCCF would support the department to:

improve the efficiency and sustainability of the CCCF

provide evidence to inform a broader investment framework on thin markets
understand options to reduce long term reliance on the CCCF, and

refine funding model design (and program guidelines) to reduce administrative burden.

Related opportunities
Within this Strategy

This opportunity is proposed to follow a comprehensive Review of the CCS (Opportunity 3.1),
which will develop an evidence base that can which is used to inform a redesign of the scheme.
Designing a CCCF model which meets the need of users in different contexts should draw on the
data collected in Phase 2 of this strategy, including
* astrong understanding of CCS market dynamics (Opportunity 2.1)
= the efficient costs of provision in different contexts (Opportunity 2.2), to ensure the new
CCCF investment is sufficient relative to need.
* monitoring child and family need in the CCS market (opportunity 2.3), to ensure that the
CCCF scope covers the relevant needs of communities.
More sophisticated market monitoring and co-management with the states, through cross-
government data linkages (opportunities 1.2, 2.4) would also inform options to design a CF
which consider the relevance of CCCF to different local settings.
These opportunities will need to consider findings from the ACCC and PC Inquiries and the CCCF
Review.

Outside this Strategy

This opportunity could encompass or support existing plans for a CCCF review.

The ACCC Price Inquiry will gather and analyse information about the cost of delivery in regional,
remote and other higher-costs contexts. This information could be used to inform the design of
the CCCF, especially prior to the establishment of an ongoing cost collection (Opportunity 2.2).
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Rationale

« There is uncertainty across the sector around the scope and intended purpose of certain grants
within the Community Child Care Fund (CCCF).

» Consultations revealed that there has been reduced participation in Disadvantaged and
Vulnerable Communities Grant and Restricted Grant programs, relative to previous funding
models.

* Itis also unclear how the grants programs are calibrated, given that the costs of delivering ECEC
services are unknown. Evidence on the efficient costs of provision in different contexts

(Opportunity 2.2) could be used to assess the efficiency and effectiveness the CCCF relate to need.

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve

Accessibility MMfardability Sustainability

By ensuring that families are:

1, Empowered

By supporting provision that is:

&. Financially viable

= Reviewing the performance of the CCCF against the ECEC objectives of affordability and
accessibility will reveal how the program could be reformed to empower vulnerable
communities. If implemented, these reforms would likely make ECEC care cheaper and more
convenient for First Nation families and those living in regional and rural Australia
(Precondition 1: Empowered families).

= Aligning the CCCF to the needs of disadvantaged communities would ensure that the
providers who service these communities receive sufficient funding to provide tailored care
and operate with financial viability (Precondition 6: Financially viable providers)

nprehensive evidence T

inf ”I.. rivarket A view on the effectiveness 4 A _s'erof ?Efarmstolundlng § An evolution in th e
1 arm TArke g :

y vl et model design nd purpose of the CCS

Page 118

Consultation findings

Access to the CCCF

= There is uncertainty as to whether grant funding is sufficient to support families in regional
and remote communities or to ensure culturally-appropriate care.

* Provides reported that engaging with the CCCF was burdensome and complicated,
hindering access to grants.

* There is limited visibility over the number of CCCF grant requests received, reducing the
capacity of jurisdictions to understand need and opportunities for intervention. It was
noted the grants are limited in that they are only provided in “rounds.”

Calibrating the CCCF and its delivery models

= Itis unclear to system stakeholders how the program is calibrated, given the costs of
delivery are unknown. Embedding into the funding model concepts of relative need and
relative cost across different delivery settings would reduce the extent to which the
fundings are subject to discretion.

= Providers suggested alternative approaches to the grant model, including:

o additional ‘loadings’ within the CCS to support provision in higher-cost contexts, and
o allocating CCS and CCCF funding directly to providers in a supply-side funding model.
* Alternative approaches to the grant model will come following the ACCC Price Inquiry and
PC Inquiry and the CCCF Review findings.

Scope and purpose of the CCCF

» Consultees within the department discussed their role in administering the CCCF as a
safety net to support vulnerable and disadvantaged communities across Australia. They
noted an increasing pressure to not only provide funds to support the workforce but also
with accommodation and housing. They raised the question of how much the department
should intervene in supporting workforces in thin markets.

* ACECQA consultees noted they are now working outside of their “scope” by supporting the

Department of Education with the CCCF. Their focus is to improve the safety and quality
standards for children.




Levers

O

Key stakeholders

Next steps

With reference to the two components of this opportunity, the initial steps to implementation
are:

1

1 Conrdinarion and clar

Funding: This opportunity represents funding reform to the scope and potentially volume
of investment made through the CCCF. This may have implications for other components of
the funding model where there is overlap.

Policy and coordination: Policy changes may be required to redesign the CCCF, and the
redesign should be informed by policy direction at a federal level, such as the priorities of
the Early Years Strategy.

The department: will be responsible for a redesign of the CCCF, including determining the
scope, purpose and implementation of a new CCCF in consultation with other actors.

Families and providers: from regional and remote Australia will be a key stakeholder in a CCC
review and redesign, and should be central to consultations to inform a new approach to
implementing the scheme.

Other government agencies: may be consulted by the department throughout the Review anc
will develop an understanding of the department’s role as a steward in the CCS market as a
result of its leadership in CCCF reforms.

Develop an evidence base on the performance of the current CCCF arrangements
Compile and examine past and current reviews of the components of and grants within the CCCF

Consult with provider and family stakeholders in markets which the CCCF supports —such as in
regional and remote communities, and in non-standard delivery settings.

Redesign the CCCF to ensure a clear purpose and scope relative to other components of the
funding model

Define a clear scope and terms of reference for a redesign to the funding model, including
— the defined objectives of the CCCF scheme which the redesign will seek to achieve

— the settings which may be subject to change, such as scope of grants, eligibility, volume
funding allocation process

— a clear perspective on the potential role of the Commonwealth in relation to
management of thin markets and the remit of the department as a steward.

2 A
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Implementation considerations
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Extent of change

low _—.__ litef

The impact of a redesign of the CCCF would depend on the exact
scope of the changes, which may relate to the volume, focus areas,
eligibility criteria and funding levels of the grants, and which may
be substantial.

Risk
aw ————.-— tigh

Key risk include an unclear terms of reference and a lack of
consultation with key groups (e.g., First Nations families, Remote
and regional residents) which may limit the effectiveness of a
model redesign.

These risks can be mitigated through developing an extensive
review plan, consulting a diverse sample of the ECEC sector and
ensuring those responsible for the funding model redesign hold
requisite knowledge of the ECEC sector and its history.

Potential cost

(]

The impact of a redesign of the CCCF on the level of Australian
Government investment would depend on the exact scope of the
changes, which may relate to the volume, focus areas, eligibility
criteria and funding levels of the grants, and which may be
substantial.

Specialist capabilities

lovw —@p————— high

*  Intricate knowledge of the CCCF and its history
L] External stakeholder consultation and coordination
*  Research, policy analysis and funding model design

Policy contingencies

Aa range of other policy opportunities proposed in the Strategy
would ideally precede this redesign (see previous page), to ensure
it is based on the best available evidence. The PC Inguiry and ACCC
Price Inquiry and the Early Years Strategy may influence the
direction of the broader CCS review and therefore, the CCCF
design.

lution In the scope
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Opportunity 4.2 | Adjust CCS settings to support integrated services and place-based deliverg models

Overview

There is an opportunity to adjust CCS settings to incentivise the use of integrated services and

place-based delivery models. While developing these solutions relies on collaboration across

government agencies, there is an opportunity for the department to adjust CCS settings to fund
public service providers to design and deliver services which support a breadth of family needs at
once (including health, housing, education, and disability, rather than in isolation) and which
respond to local context. Acting on this opportunity would involve:

1. Establishing a clear mechanism for collaboration between the Australian and state and

territory governments to develop place-based and integrated solutions

This includes collaborating with States and other agencies (ACECQA, Department of Social Services,

Department of Health, the NDIA), to confirm:

= The position of the department: including recognising that CCS funding can play a material role
in supporting provider viability, but is equally only one lever within a suite of contributions
required to inform a place-based or integrated service model of delivery.

= The conditions for the department’s intervention: identify market conditions in which
government interventions may be best developed and/or led by jurisdictions to ensure targeted
support to communities, including through place-based solutions.

= The levers held by the department: clarify the scope and purpose of funding provided by the
department as part of the CCCF or other programmatic models to support delivery in thin
markets, and the non-funding levers within the remit of the department (e.g. through changes
to the CCS eligibility criteria to enable flexibility in provision).

* The issues which the department (as opposed to States or other actors) lead: reflect, for
consistency and coherence, the issues which the department seeks to guide its stewardship
interventions around (e.g. workfarce).

2. Making the requisite changes to the CCS funding model to enable integrated solutions

The specific adjustments to the funding model which are required to better incentivise place-based

and integrated solutions will be informed by the collaborative process described above, and will

also be informed by the CCS Review (Opportunity 3.1). These adjustments might include

* Developing new care types which are funded in collaboration with other agencies

* Adjusting eligibility criteria for CCS providers and/or families in thin markets, to ensure the
requirements of receiving the CCS do not preclude engagement with innovative delivery models,
and that intersections with other services (e.g. NDIS) are accounted for.

= Adjusting the levels of funding provided to integrated service models through the CCS and CCCF

to account for varying costs of delivery relative to standard models.
Benefits
Collaboration on-placed based market interventions enables:

* |mproved clarity over the role of the Commonwealth Government compared to State and
Territory Governments

+ Greater efficiency (e.g., double-up between federal and state governments)

+ Effective government intervention in thin markets, informed by local need and context

Related opportunities

Within this Strategy

Opportunities in Phase 1 and 2 of this strategy focus on developing the data and frameworks to

ensure market shaping is cognisant of local context. These include:

* understanding how different levels of government intervene, through the Strategy’s market
intervention approach (Opportunity 1.1) via a further investment framework that uses
thin/failing market signalling and identified preconditions for non-market interventions.

» collating sufficient information to identify thin markets, through a strong understanding of CCS
market dynamics (Opportunity 2.1) and a supply and demand model for the CCS market
(Opportunity 2.4).

» establishing the evidence to inform interventions, including understanding the relative costs of
provision in different contexts (Opportunity 2.2) and child and family need in the CCS market
(Opportunity 2.3)

Further, developing a consistent approach to collaborating on place-based market interventions

would also be informed by

+ the findings from a review of the CCS (Opportunity 3.1)

* the findings from a review of supports for children with disability (Opportunity 3.3)

* the updated scope of the CCCF (opportunity 4.1)

Outside this Strategy

This opportunity could encompass or support parallel projects including:

*+ State and territory government policies (e.g., additional funding of universal pre-kindergarten in
NSW)

* Early Years Strategy

* Introduction of a 90% subsidy under the CCS
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Opportunity 4.2 | Adjust CCS settings to support inteated services and place-based delivém models

Rationale

L There is increasing focus on the benefits of coordination across government to support child
development and family welfare holistically, at a community level. ECEC service provision can
play a key role in connecting families to other public services, especially where integrated
service models co-locate ECEC with other services (e.g. health clinics).

. These integrated services — or ‘one stop shops' for families - are often valued community
centres in rural and regional locations, and in First Nations communities, and offer a solution
to provider viability challenges in these thin markets, given the economies of co-location.
These solutions can also be tailored to the need of specific groups, such as through the
integration of language support for CALD and/or migrant families, or linking in with local
Indigenous Community Controlled Health organisations in First Nations communities to
increase accessibility for community members.

. While there is a strong case for these more innovative delivery models, CCS eligibility criteria
and care types can hinder providers’ ability to offer more flexible delivery models. There is
also a need for greater collaboration with local governments to ensure solutions which are
funded respond to local need and context — such as through the provision of culturally suitable
care options.

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve

Accessibility
By ensuring that families are:

By supporting provision that is:
5. Financially viable

s Adjusting the CCS criteria to provide sufficient incentives for providers to develop local
solutions will ensure care models are more aligned to local need, reducing the non-economic
costs of care for families (Objective 3: Supported families).

d Encourage providers to deliver more innovative service options means ensuring that it is
financially viable for providers to do so and that there are no barriers in the CCS that
disincentivise competition (Objective 5: Financially viable).

omprenansive evidence
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Key consultation findings

Integrated service delivery

* The department should work to define data sharing responsibilities across governments,
particularly in light of the government’s Early Years Strategy. This will enable all actors to
work together to develop data-driven solutions to market failure.

* Thereis an opportunity for the department to facilitate greater collaboration with other
government partners (e.g. NDIS) to achieve intended policy outcomes that contribute to system
objectives. The needs of families can be more holistically met if policy is designed to consider all
aspects of health, housing, education and disability at the same time.

* The National Indigenous Australians Agency, Department of Social Services, and the Department
of Health were recommended as agencies that could collaborate with each other to deliver
connected services that recognise community, priorities cultural differences, and consider the
needs of those vulnerable and disadvantaged.

Place-based market solutions

« The department should work more collaboratively with First Nations communities to develop
and deliver the culturally appropriate support and services needed for families to be
comfortable in accessing community-specific and place-based education and care.

= Thereis an increasing focus on child development and connectedness as an outcome for
ECEC. This means taking a holistic and collaborative approach across government to enable
community-specific and place-based delivery, connecting the local community and
recognising their priorities. Such collaboration and co-design is an opportunity to reduce
scepticism towards the department in First Nations communities that otherwise face barriers
to access.

Co-developing interventions with States

* Commonwealth Government stewardship requires collaboration with state and territory
governments.

* Thereis a lack of clarity about the ideal market interventions in different settings, including in
defining the options beyond programmatic funding that might be used to intervene in non-
viable markets.

*  Beyond funding, there needs to be a broader set of tools used to address problems in thin
markets. These tools could include flexible care, coordinated services and workforce
interventions.
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Opportunity 4.2 | Adjust CCS settings to support interated services and place-based delivéry models

Levers

O
e

Funding: This opportunity represents funding reform to the scope and potentially
volume of investment made through the CCS to support place-based solutions.

Policy and coordination: Policy changes may be required to ensure that there is
flexibility in the CCS to support place-based and/or integrated service delivery modes,
and the redesign should be informed by policy direction at a federal level, such as the
priorities of the Early Years Strategy.

Key stakeholders

. The department: would oversee the adjustments to the CCS, and, as a steward over this
market, lead collaboration with other agencies to co-develop solutions at a local level.

n State and territory governments: will provide key inputs to support the department's
adjustments, and would be expected to make additional investments at the local level to
complement the CCS adjustments to ensure place based solutions are operationally and
financially viable,

. Families: in thin markets will be the main group affected by the avallability of these
integrated and place-based delivery options, with respect to ECEC and other public
services which might be delivered in parallel.

’ Providers: particularly those that deliver in thin markets (e.g., regional areas, First
Nations communities and specialised disability care), will be affected by policies which
adjust the incentives to deliver place-based solutions.

. Other government agencies: will be necessary to involve in consultation and
co-design to ensure that changes to the CCS enable services to be delivered alongside
ECEC as part of place-based or integrated delivery models.

Next steps

1. Identify the necessary adjustments to the CCS to enable these models

Define a clear scope and terms of reference for making changes to the CCS, including confirming

* The context in which CCS changes can be expected to incentivise the delivery of place-
based solutions (and contexts in which additional interventions, such as programmatic
funding, is required).

= The settings which may be subject to change, such as scope of funding, eligibility criteria
for provider and families, subsidy levels, and funding allocation processes.

Implementation considerations

5 Am evrlution in the s

and purpose of thie CC%

Extent of change

Adjusting the CCS settings to support integrated services and place-based
delivery models would represent a substantial change to the approach

Y ®— 19" 3nd position of the department. It would significantly alter the how the
department works with state and territory governments.

Risk The risk associated with adjusting CCS setting are high. If the department
and state governments do not collaborate effectively to support

—@— 1l integrated services and place-based delivery, it could lead to market

failure. To mediate this risk, the department should engage in intricate
collaboration with each state and territory government.

Potential cost

law .

high

The exact cost of implementing this opportunity depends on the specific
adjustments made to the CCS. However, it is expected that supporting
integrated services and place-based delivery will require more funding
than is currently invested. There will also be additional costs required to
facilitate these changes and communicate their implications to providers.

Specialist capabilities

low ®

fugph

The specialist capabilities required will depend on the particular issue that
is being addressed. Primarily, this opportunity is focused on determining
who has the capabilities and authority (e.g., control over the relevant
leavers) to deliver a solution to the specific issues in a given thin market,
noting that this might be the department, state and territory
governments or ACECQA.

Policy contingencies

faw .-

high

This opportunity will be informed by the reviews proposed in the Strategy,
including Opportunity 3.1 Review the CCS and Opportunity 4.1 Resign the
CCCF. The Early Years Strategy has objectives related to connecting
service delivery, so this may also inform adjustments to CCS settings.
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Opportunity 5.1 | Research options to adopt a more holistic approach to defining, measuring:aad

funding for ‘quality’

Overview

There is an opportunity to consider adopting a more halistic approach to defining, measuring and
funding quality in the ECEC sector, to recognise the role of the sector in early childhood
development. Three dimensions might be considered in a scoping study of options:

1. A broader definition of quality:

Such a definition would extend the current focus of quality framework (which focus on child safety)
to consider the role of the sector in supporting children’s emotional, social and educational success,
and cover all subsidised care. This definition might also consider quality with a lens of cultural
suitability in different contexts, such as in CALD or Indigenous communities.

Taking action to establish this updated definition would constitute a change in the framing of the
sector’s purpose to families, providers and the public, and signal that the department’s investment
in the CCS market intends to achieve dual outcomes of care for children, and their educational and
social development.

2. Reforms to enable measures of continuous quality improvement

Adopting a broader definition of quality would require an investment in a complementary set of
measures than those used to frame the NQF, which consider quality in the context of qualifications,
ratios, pedagogy and practice. A change in the scope of quality definitions and measures would
necessitate a these assessment approaches, which are input and activities focused — to metrics
which are outcomes-focused and recognise continuous quality improvement over time.
Establishing such metrics would likely necessitate an increased frequency of the NQS rating system
to allow for gradual improvements to be recorded.

3. Support the capacity of the NQS rating system

Support the efficacy of the NQS rating system by resuming funding to State Regulatory Authorities
to support quality assessment and rating alongside ACECQA.

3. Options to link CCS receipt to quality levels

This might involve establishing an outcomes-based performance framewaork, which is incorporated
into the expectations of receipt of and provision under Family Assistance Law, to ensure that
eligibility for funding is reconsidered where there is evidence that eligible providers are consistently
not meeting quality expectations.

Research questions
Implementing this opportunity would primarily involve undertaking research to establish a more
sophisticated approach to framing ‘quality’ in early childhood, and its many components. This

includes:

* identifying the intended development outcomes from providing ECEC, such as child wellbeing,
engagement and achievement

* considering how to measure these outcomes at a service provider level,

« understanding how the sector currently assesses, monitors, reviews and supports the
achievement of these quality outcomes.

+ establishing role clarity on each agencies’ responsibility for quality monitoring and
improvement.

+ collecting and publishing data on outcome-based measures of quality of provision, as a parallel
or complementary measure of quality, alongside NQS ratings.

Benefits

Adopting a more holistic approach to defining and measuring quality enables:

* increased clarity on how the CCS supports educational outcomes for children. This, in turn,
promotes role clarify for the department as a steward over these outcomes.

» greater awareness of the childhood development and educational purpose of the sector, rather
than an exclusive focus on parental workforce participation

= the sector to become more accessible through consistent naming conventions, and

* improved understanding of the NQF as a lever for reform.

Related opportunities

Within this Strategy

Other opportunities in this Strategy will inform the consideration of a more holistic approach to

quality. These opportunities include:

* Opportunity 3.2 | Adopt new nomenclature for the CCS

*  Opportunity 3.4 | Clarify the department’s role in supporting the CCS workforce

* Opportunity 5.1 | Research options to adopt a more holistic approach to defining, measuring
and funding quality

Outside this Strategy

* Implementing this opportunity will involve recognising the existing mechanisms in place to
support quality educational outcomes for children and their families, through regulations
including the National Quality Framework and Early Years' Learning Framework.

*  While some measures of outcome exist — such as those reported through the Australian Early
Development Census (AEDC) and could be leveraged to inform this opportunity — these
outcomes are not reported at a child level in a way which could inform an outcomes-based
performance model.

* The Commonwealth Early Years Strategy, may inform the approaches used to define and
measure quality.

5 An evolution n the stape
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Opportunity 5.1 | Research options to adopt a more holistic approach to defining, measurifige#id

funding for ‘quality’
Rationale

* Akey condition for successful stewardship is that the roles, responsibilities and
boundaries of each actor within the system are clearly defined.

* However, within the ECEC sector, there is uncertainty around the division of roles and
responsibilities between the Federal Government, ACECQA, state and territory
governments and regulatory agencies.

= Onissues of quality, this role uncertainty is often attributed to an unclear or inconsistent
language around ‘quality’ in the sector. More specifically, system actors do not share a
consistent definition of quality, which hinders attempts to collaborate on improving
quality outcomes across the sector.

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve:

By ensuring that families are:
2. Informed 3. Supported

By supporting provision that is:

Sustainability

Connectedness

6, Competitive 7. Accountable

» [f the quality is well-defined and effectively measured, then families will have the
information needed to compare services based on quality and make informed choices
(Precondition 2: Informed families).

* A holistic approach to quality will increase focus on childhood development outcomes,
improving the suitability and standard of ECEC offered to families (Precondition 3:
Supported families).

» Aclear definition and measurement of quality will encourage providers to compete on
quality in an effort to attract families (Precondition 6: Competitive providers).

* By adopting a holistic approach to quality, compliant providers who are delivering low-
quality care (e.g., care that doesn’t improve childhood development outcomes) will be held
to account (Precondition 7: Accountable providers).

Consultation findings
Defining ‘quality’ as distinct form compliance, and implications for stewardship

Quality is defined inconsistently across different actors in ECEC. Historically, quality has been defined
narrowly as relating to ‘compliance’ and ‘regulatory’ activity. As a result, ACECQA has been viewed as
the steward of quality, monitoring compliance in the market. Today, all consultees agree that
compliance is only one element of quality.

The definition of quality should be expanded beyond compliance to focus on measures of inclusion,
equity and childhood development. For example, quality would include leadership, education programs
and partnerships, rather than just staffing ratios.

Provider responsibility for quality

There is an opportunity for funding to be used a lever for quality standards, ensuring that ECEC meets
the needs of all cohorts of children across Australia (e.g., vulnerable and disadvantaged).

There needs to be incentives for services to establish themselves in areas of undersupply. However,
these services have to be suitable and of sufficient quality to meet the needs of local communities.
ECA noted that measurable outcomes should be flexible and aligned to the local community. For
example, in areas of undersupply, the outcomes measured should focus on improving access.

Quality ratings and frequency

In @ market with high workforce turnover, the assessment of ECEC services against the NQS is not
conducted frequently enough. As a result, service ratings are often out-of-date and unreliable. NQS
visitations should be done more frequently, reflecting how quickly services can improve or worsen
(e.g., change of service director).

If a service is consistently rated ‘working towards’, there should be consequences. The focus should be
on tracking a services’ improvement.

Today, there is a financial disincentive to delivering high quality services and servicing children with
additional needs (e.g., children with a disability, First Nations children) . As delivering high-quality
services is costly (e.g., professional development, wrap around supports), there should be direct
government incentives.

Government responsibility for quality

More information about providers and services could be included in the NQF assessment, enabling
families to understand how a service supports vulnerable cohorts.

The department noted that to make policy decisions around quality based on consumer behaviour,
rather than provider preferences, it would need more information about families preferences for
different care types and how they view quality.
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funding for ‘quality’
Levers
Information: Researching holistic approaches to defining and measuring quality is primarily
@ an information gathering exercise. If adopted, the approach would primarily use
information to support improvements in childhood development outcomes.

e Policy and coordination: Adopting a holistic approach to quality would signal a substantive
I'l?

* change in the department’s policy position and require collaboration with ACECQA over
how quality is measured.

Key stakeholders

* The department: As a steward over educational outcomes in the ECEC sector, the department
will be responsible for researching and possibly designing a more holistic approach to defining
and measuring quality.

= Families: may perceive the sector differently following the adoption of a more holistic view of
quality. They may place additional focus on the role of the sector in supporting educational
outcomes.

* Providers: may be incentivised to more strongly articulate their contributions to early
development outcomes. Some providers may also hold concerns for the implications of this
change for award wages and financial viability.

* ACECQA: Where the department takes a more active role in supporting quality, it will be
important to work with ACECQA to clarify roles and responsibilities. The department will also
need to collaborate on the purpose of its holistic measures of quality, which sit alongside the
NFQ.

Next steps

Reviewing the relative benefits and limitations of existing ideas and examples from other countries
that drive quality

» Expanding CCS proposed legislation to include providers to share information on quality
* Scoping a small pilot project that aligns funding to quality and evaluate outcomes

A eamprehensive evidens
b aantarm markel

Implementation considerations
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Extent of change

Undertaking the research into how quality can be measured would
not necessitate a change in the sector’s approach. The impact of
considering a more holistic approach to quality would depend
entirely on the adoption of the approach. If the department and
other agencies move to begin defining, monitoring and measuring
quality in new ways, this objective would have a substantive impact
on the sector.

faw [ ) Iigh
Risk
S [ 3 T

The key risk associated with researching a more holistic approach to
defining and measuring quality is a lack of available evidence or
access to the right information. To mitigate this risk, the department
should research widely and seek to identify the best practice
international approaches.

low ‘ high

While the cost to changing the language around quality itself is small,
the implication of this change is that new ways of measuring and
intervening to support quality need to be developed. Substantive
investment may be required to create an effective methodology for
measuring quality in relation to broader metrics, such as childhood
development outcomes.

Specialist capabilities

[ T ——] A

*  Strong understanding of current quality measures and the NQS
*  Specialist knowledge in early childhood development

Policy contingencies

low ——.— figh

If actors adopt a more holistic approach to defining and measuring
quality (e.g., measuring quality using an outcome framework), there
would be substantive policy implications for the NQF and the CCS. A
transition to an outcomes-based framework could affect the scope
of the CCS, ensuring there is sufficient funding accountability.
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Opportunity 5.2 | Develop an approach to supply-side funding %

Overview

At a time when the CCS is increasing and state governments are providing funding to enable universal access,
there is an opportunity for the department to contemplate a system which directly funds ECEC places. To
consider moving away from a subsidy model, a scoping study to assess the potential to use supply-side funding
waould include 4 main steps:

1. Monitor the impacts of changing subsidy settings
Undertake research, leveraging available Productivity Commission outputs, to understand —

* the marginal rate of return from investment into the CCS as the subsidy is increased
(that is, assesses whether raising the CCS rate leads to an equivalent increase in quality, affordability and
access. The ACCC Price Inquiry will be looking at changes in pricing and fees as a result of CCS changes)

« whether increasing the subsidy removes barriers to participation, particularly for disadvantaged children.

+ the distributional and equity impacts of increasing the subsidy (that is, identifying which groups are the
primary beneficiaries of this increase), and

+ the overall impact of the CCS changes brought in through the Cheaper Child Care Act and any outcomes
achieved, including the supply of services in the community.

2. dentify alternative funding models

Investigate the potential to fund supply-side delivery through a range of different models, including:

» afunding floor with additional investments based on enrolment count

* block funding, and/or

= additional funding through a loadings scheme to support higher-needs cohorts.

3. Design and pilot a series of supply-side funded delivery models

Implement a small-scale pilot program to fund provision in thin markets (e.g., ECEC for children with complex
disabilities or in remote Australia). Conduct multiple pilots across different locations (e.g., metropolitan
communities, as well as regional and rural areas)and in a range of markets where current CCS settings are
perceived as both effective and ineffective. These pilots may leverage or learn from the placed-based examples
supported through Opportunity 4.2: Adjust CCS settings to support integrated services and place-based delivery
maodels.

4, Evaluate pilots relative to the CCS approach

Evaluate the marginal benefits of the pilots relative to the broadened CCS. This would involve testing market
scenarios against wider ECEC objectives to determine the impact of diverse ownership models, price caps and
profit margins.
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Benefits
Monitoring and evaluating the potential to use supply-side funding will enable:
« agreater understanding of the return to investments in the CCS for different family and children types

* improved understanding —in theory and practice — of the potential of supply-side funding in ECEC
markets, and

* increased ability to close gaps in thin markets through innovate projects, which enable the use of place-
based and integrated solutions.

Related opportunities

Within this Strategy

* The findings from this evaluation are likely to connect to other components of the ECEC funding model
including a Review the CCS (Opportunity 3.1), Review the CCCF (Opportunity 4.1), and a Review of the
supports for children with disability (Opportunity 3.3),

* This evaluation relates strongly to place-based and integrated delivery and, as a result, should be informed
by learnings from Opportunity 4.2, to adjust CCS settings to support integrated services and placed-based
delivery models.

*+ This evaluation could also provide an evidence base with which to consider the purpose and scope of the
CCs, as well as the objectives of funding. As a result, it could inform the approach to Opportunity 5.1, to
research options to adopt a more holistic approach to defining, measuring and funding quality.

Outside this Strategy

The Productivity Commission inquiry into Australia's ECEC system commenced on 1 March 2023, The PC is
expected to comprehensively review ECEC settings through the inquiry. A draft report is expected in
November 2023, with a final report by 30 June 2024. Findings from the PC inquiry may inform the
department’s evaluation of the potential to use supply-side funding. Specifically, the PC inquiry may offer
insights into the marginal rate of return from investment in the CCS should the PC recommend a universal 90%
child care subsidy rate.

The recently announced Early Years Strategy will be developed with an aim to create a new integrated,
holistic, whole-of-government approach to ensure children aged five years and below have the best start at
life in their critical early years of development. The strategy positions ECEC within the broader policy
objectives of early childhood development, which may strengthen the impetus for a supply-side funding model
which ensures the sufficiency of funding relative to the intended educational outcomes, rather than solely as
an incentive to support parents’ workforce participation.
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Opportunity 5.2 | Develop an approach to supply-sid

Rational

. There Is consistent tension on the balance between funding supply or demand side measures.
The parental subsidy scheme of the CCS is a demand side funding measure. Supply side
measures include funding places or hours of care.

. Using a supply-side funding mechanism (i.e., funding services directly) has the potential to
widen accessibility for families and align ECEC provision with educational outcomes and quality
measures,

Enabling the system objectives and market preconditions
This opportunity supports the system to achieve:

Quality

Connectedness

Sustainability

By ensuring that families are:

2. Informed 3. Supported
By supporting provision that is:
4, Operationally viable 5. Financially viable 6. Competitive 7. Accountable

* Introducing a supply-side funding model which considers performance against the defined
outcomes and objectives of the system is expected to have an impact across the suite of market
‘preconditions.” However, whether the supply-side funding model is actually introduced
depends on the findings from the proposed evaluation of pilot schemes.

. To support families, funding model would seek to increase the alignment between the services
provided and the needs of families. Such improvements may

o lower costs for families, by supporting a more consistent approach to setting parents’ fees
(Precondition 1: Empowered)

o increase the clarity of the choices families’ face (Precondition 2: Informed), and

o Improve the suitability of care in terms of volume and flexibility (Precondition 3: Supported)
. Implementing an effective supply-side funding model would ensure that providers

o receive sufficient funding to operate with financial and operational viability (preconditions 4,

5)

o face sufficient incentives in terms of funding and eligibility to enable sustainability
(precondition &), and

o are held accountable to deliver the services they are funded for (precondition 7).
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Key consultation findings
Comparisons to school funding

» A supply-side funding model would align ECEC funding to school funding, whereby the
government funds the organisations that deliver education directly. Some consultees noted
that this could strengthen perceptions of the sector as supporting educational and
development outcomes for children.

Prices and accessibility

* The CCSdoes not maintain downward pressure on prices as service providers are able to
freely increase their fees. Funding may be more effective if it was provided directly to
services, particularly as the government potentially moves to a 90% subsidy.

= There are data gaps regarding the cost of delivery, including the cost to provide universal
ECEC. One consultee proposed that the current cost to the Australian government of funding
the CCS (511 billion) combined with current levels of investment from families could
represent a sufficient total investment to achieve universal access, if calibrated in a different
way.

Current challenges in the CCS

* Previous increases to the rate of CCS have been met by some providers proportionally
increasing their fees. A supply side funding model would mitigate this risk by restricting the
ability of providers to raise fees excessively.

= Providers receive funding based on the quantity of children they service. As a result, the CCS

incentivises large-scale delivery rather than quality or specialised needs including inclusion

support, access or non-standard hours care, which is under the remit of ACECQA.

There are few incentives for providers in thin markets leaving a gap in provision for often

vulnerable communities. Some governments use supply side funding to ensure provision in
these markets.
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Funding: By evaluating and, possibly, introducing a supply-side funding model, the
department is engaging in funding reform.

Integration: When evaluating the potential to use supply-side funding, there may be
opportunities to integrate processes with other agencies that provide additive or
complementary funding to the CCS.

Regulation: Regulatory changes may be required to introduce supply-side funding in
response to the evaluation.

Policy and coordination: Policy changes may be required to implement a supply-side
funding model in response to evaluation findings.

akeholders

* The department: will oversee the monitoring and evaluation of the potential to use supply-

sid

e funding, determining the terms of reference in consultation with other actors.

* Families: will be a key stakeholder in the funding evaluation and should be central to
consultation. They may be heavily impacted by any funding reforms.

* Providers: will be another key stakeholder in the funding evaluation and may also be heavily
impacted by any funding reforms.

= Other government agencies: may be consulted by the department throughout the evaluation
and will develop an understanding of the department’s role as a steward in the sector.

Next steps
Develop a clear terms of reference for the evaluation, including

defining the current and potential future objectives of funding the ECEC system which the
Review might consider (e.g. equity, connectedness)

identifying the parallel policy reforms which the Review should (or should not) consider
(e.g. Early Years Strategy)

the scope of the funding settings which are to be considered

a clear perspective on the potential role of the Commonwealth in relation to management
of the ECEC system and the remit of the Departmentas a steward.
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Extent of change
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Undertaking an evaluation of supply-side funding itself would not
necessitate a change in how ECEC is funded. The impact of this
evaluation would depend entirely on its findings. If substantial
changes are suggested by the evaluation, it could have a large
effect on the ECEC sector.

The key risks of conducting an evaluation of the potential to use
supply-side funding are an unclear terms of reference, a lack of

' consultation with key groups and ineffective outputs. These risks

can be mitigated through developing an extensive review plan,
consulting a diverse sample of the ECEC sector and hiring
experienced policy analysts with a wealth of ECEC knowledge.

Potential cost

' Mgl
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The costs of implementing an evaluation of supply-side funding are
relatively low. While a review will require a substantial time
investment from skilled policy analysts with a intricate knowledge
of the funding systems, it does not depend on large amounts of
infrastructure or funding.

Specialist capabilities
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* Intricate knowledge of funding models and their history
*  External stakeholder consultation and coordination
*  Research and policy analysis

Policy contingencies

Itaw ‘ Bih

The findings of the PC Inquiry can be used to inform the
Department’s evaluation of supply-side funding models, offering
insights into the marginal rate of return from investment in the
CCS as the subsidy is increased to 90%.the Early Years strategy may
strengthen the impetus to consider universal access, where it is
understood to better enable the education outcomes sought
through ECEC provision.
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With the exception of the Commonwealth Coat of Arms, the Department’s logo, any material
protected by a trade mark and where otherwise noted all material presented in this document is
provided under a Creative Commons Attribution 4.0 International
(https://creativecommons,org/licenses/by/4.0/) licence.

The details of the relevant licence conditions are available on the Creative Commons website
(accessible using the links provided) as is the full legal code for the CC BY 4.0 International
(https://creativecommons.org/licenses/by/4.0/legalcode)

The document must be attributed as the (ECEC Market Strategy Supporting Documents).
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How to use this document

This document provides a series of detailed Appendices to the ECEC Market Strategy. The document
is not required reading to understand the core components of the Strategy but is instead intended
to provide an additional reference to help readers understand the various data sources and
supporting research that has been gathered and completed to help inform the Strategy. This
document is not intended to be read sequentially, with each component containing discrete analysis
and being used in a different way. Specifically:

Appendix A presents findings from a targeted review of the key issues facing the sector, to
contextualise the landscape in which the Strategy and subsequent opportunities have been
developed. This Appendix has informed elements of the current state analysis in Chapter 2 of
the Strategy. This analysis has also informed the rationale for many of the opportunities
identified in Chapter 5, including those relating to workforce capacity, accessibility and suitability
of care, and solutions to improve the connectedness and coherence of the sector.

Appendix B provides a high-level overview of the key actors involved in the ECEC system. The
content provides the basis for the system map included in Chapter 2 of the Strategy and the
detailed functions analysis included in Chapter 4. This system mapping is used to identify the
stakeholders affected by the policy opportunities proposed in Chapter 5.

Appendix C provides a detailed overview of the functions of each branch within the department.
This has been used to help inform Chapter 4 of the Strategy, noting that this represents findings
from evidence available at a point in time, and will require updates as the Department evolves.
This analysis contributes to the ‘accountability’ or ‘functional mapping’ which is presented in
Chapter 4 of the Strategy.

Appendix D provides a detailed literature review of the concepts of system and market
stewardship, including how they are defined, the key components and functions of stewards, the
advantages and limitations of stewardship approaches, how a stewardship approach can be
implemented and an overview of the alternative approaches that can be adopted. This Appendix
has been used to help inform the commentary on stewardship in Chapter 1 of the Strategy and
to conceptualise the opportunities for stewardship which are presented in Chapter 5.

Appendix E presents international examples of different approaches to ECEC market
management, which provide a point of comparison to Australia’s market approach and
performance. These comparisons provide one input into the development of the opportunities
presented in Chapter 5 of the Strategy. There are four dimensions explored in detail; funding
model design, market regulation, expenditure, and administration,

Appendix F provides a series of case studies on domestic and international examples of
stewardship approached to market management. The Australian examples relate to public
service markets that are similar to ECEC, including the NDIS, aged care and Vocational Education
and Training (VET) systems. International examples examine the ECEC markets in New Zealand,
Canada, and the UK. These case studies aim to identify key enablers and barriers to successful
stewardship and draw out implications that may be relevant to the department. In doing so, the
Appendix provides an input into Chapter 4 of the Strategy.

Appendix G provides additional detailed information on how the objectives and pre-conditions
included in the market schematic are defined. In addition, it provides a preliminary overview of
how each of the pre-conditions could be measured. The Appendix supplements the information
included in Chapter 2 of the Strategy. Chapter 5 also described the opportunities with respect to
these market goals.

In addition to these appendices, a separate detailed report of consultation findings has been
delivered to the department.

Y LL



Page 135

Appendix A: The current

This Appendix presents findings from a targeted review of the key issues facing the sector, to
contextualise the landscape in which the Strategy and subsequent opportunities have been
developed. This Appendix provides a more detailed version of the data sources and research that
underpins the key insights included in Chapter 3 of the Strategy.

1.1 Access to and participation in ECEC

The ECEC system continues to be challenged in ensuring that remote and/or lower socioeconomic
areas have access to and can participate in high quality services. This can lead to persistent service
gaps or ‘thin markets’ in these communities where there is an unmet need for high quality early
education services to support equitable access for vulnerable children and families.*

Analysis of CCS data suggests that the proportion of children attending ECEC services is typically
higher in more metropolitan, high socio-economic status areas (Chart 1.1 and Chart 1.2). These
trends are generally consistent across different care types, suggesting that the flexibility afforded by
different delivery models (e.g., FDC or IHC) may not be sufficient to overcome these barriers to
participation. Given the substantial and widespread benefits associated with receiving high-quality
early childhood education, these disparities create a risk that existing inequities could become
entrenched at a very young age.?

It is likely that this analysis understates certain barriers to accessibility. For example, remote SA4s
typically have lower population densities, meaning that families may have to travel extended
distances to access services. Further, this analysis is based off the maximum level of attendance in a
given service in a quarter, meaning that average attendance levels are likely lower than the
percentages presented below.

Note that data limitations also prevent robust analysis on how this accessibility varies across
different cohorts (e.g., Indigenous of Culturally and Linguistically Diverse families), as these fields are
only optional in the CCS system, and hence understate the level of usage by these communities.
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! Productivity Commission. (2015), hitps://www.pc.gov.aufinguiries/completed/childcare/report,
1 The Mitchell Institute, ‘Quality is key in Early Childhood Education in Australia® (2017}, <https/fwww vu.edu.au/sites/default/files/quality-is-key-in-early-child d-ady i tralia-
mitcheli-institute, pdf>
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Consultations with ECEC service providers and peak bodies suggest that there can be a wide range of
commercial and regulatory barriers to operating remote services. Specifically, ECEC regulation can
be an obstacle to operating IHC and FDC services (which are common in more remote areas). For
example, existing regulatory guidelines for IHC restrict an individual from being able to care for
multiple families’ children at the same time, even if they all reside in the same location. In addition,
the substantial personal liability risk associated with IHC and FDC can create an unattractive value
proposition for prospective providers.

Stakeholders also emphasised that that CBDC and OSHC providers often concentrate in
comparatively high socioeconomic metropolitan areas as families can typically afford higher fees and
demand is consistently strong. Families in higher socioeconomic areas may be able to provide more
additional support for their children, and hence require less intensive assistance from childcare
services.

Families from lower socio-economic backgrounds face barriers in accessing high-quality ECEC
services. These barriers are complex and interrelated, including a lack of affordability, limited
provider presence in low SES areas, limited understanding of the ECEC system by families and a lack
of culturally sensitive services for families from diverse backgrounds.?

Providers also suggested that the CCS eligibility criteria creates barriers to the delivery of the kind of
flexible care types that families may require. For example, the Productivity Commission’s review of
the ECEC sector found that the criteria are insufficiently flexible to cater to the needs of families

* The Royal Children's Hospital Melbourne, "Early childhood education: A study of the barriers, facilitators and sirategies to improve participation’ (2022),
https://www.rch.org.aufuploadedfiles/Main/Content/ccch/images/RSTO-CommBrief-ECEC-Barriers-Faciliators-Strategies-1an2022(2). pdf.
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where parents work variable or non-standard hours.** ECEC consumer groups expressed a similar
sentiment, emphasising that while regulations are essential to ensure child safety - the most
important goal of the system - they can also limit the types of services that are offered.

Consultations with services, peak bodies and consumer groups also highlighted that mainstream
ECEC services can be ill equipped to support culturally diverse groups. Indigenous or culturally and
linguistically diverse families may be hesitant to engage with approved services because of language
or cultural barriers, or a lack of trust in government or providers.

1.2 Affordability and the cost of ECEC

On balance, the CCS system typically ensures that families spend a similar proportion of their income
on ECEC. Analysis of CCS data suggests that across different Socio-Economic Indexes for Areas
(SEIFA) scores, the average share of family’s income spent on childcare narrowly ranges from
between 4.7 per cent to 5 per cent (Chart 1.3). This is likely a reflection of the highly progressive
nature of the CCS system, where subsidy rates range from 85 per cent to 0 per cent in line with
family’s income. Further, similar trends are observed when examining affordability across levels of
regionality.
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Despite this, there is evidence that affordability continues to be an issue for some families. For
example, in 2019, 14 per cent of Australians who quoted childcare as the main reason for not
participating in the labour force indicated that cost was their primary barrier to participation.®
Similarly, during consultations stakeholders from consumer groups noted that affordability can be
challenging for certain families. For example, these stakeholders noted that the requirements of the
CCS activity test disproportionately impact vulnerable cohorts in regional and remote Australia, as
contextual factors such as high unemployment rates limit family’s eligibility to receive the subsidy.

* Productivity Commission. {2015). https)/fwww.pc.gov.au/inquiries/completed/childcare/report.
* Australian Government, {2016), Flexible child care: Key findings from the AIFS Evaluation of the Child Care Flexibility Trials.
& Australian Bureau of Statistics. (2020).
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Under current administrative settings, there is significant variation in the fees that CCS-approved
services charge, which may contribute to these affordability concerns. As noted in the Productivity
Commission’s review of the sector, in the absence of setting benchmark prices for the efficient
delivery of services, providers have significant discretion in adjusting their prices in response to
different commercial and market settings. While this flexibility can be a positive characteristic of a
market-based model, it does create a risk that in the absence of sufficient competition providers can
charge excessive rates.

In addition to this, as several stakeholders noted, this price flexibility creates a risk that increasing
subsidy levels from the Government do not correspond to enhanced affordability for families as
providers increase their prices in-turn. Further investigation is required to determine the extent to
which the benefits of subsidy increases are passed on to consumers as opposed to the providers. As
the Productivity Commission has noted, in the absence of government intervention it is likely that
both prices and government outlays will continue to increase in the future.”

Furthermore, international comparisons suggest Australia’s average out-of-pocket expenses on ECEC
are comparatively high compared to similar countries. For example, OECD analysis suggests that in
2021 Australia’s average net childcare costs for a couple with two children in full-time care were the
eighth highest of the 38 countries examined.®

Stakeholders also highlighted that while the Additional Child Care Subsidy (ACCS) is designed to
support vulnerable families, the assessment criteria can result in inconsistent rules, a large
administrative burden for families and culturally unsafe environments. Furthermore, the
requirement for families to disclose risks for child neglect, abuse and/or harm, can result in poor
engagement with ECEC services as families feel unsafe to attend the service out of fear of ACCS
disclosure requirements. Without completion of the required documentation and subsequent
receipt of assistance, vulnerable families may be unable to afford to access high equality ECEC
services.

Finally, in addition to pure affordability concerns, there is evidence to suggest that the interaction
between the CCS and tax systems can create disincentives to labour market participation. The
allocation of the CCS on the basis of household income means that some families may choose to
limit their engagement with ECEC services as it is more financially viable for them to dedicate their
time to caring for their children rather than participating in the workplace.? In turn, this may mean
that children miss out on the educational benefits of quality early childhood education and the
economy’s participation rate is reduced.

Compounding these issues, stakeholder consultations with the department suggest that
policymakers do not always have good visibility over the prices that services charge. This has the
capacity to lead to greater uncertainty over the effectiveness of the CCS in promoting affordability
and how this varies across different jurisdictions.

1.3 Building a professional ECEC workforce

While workforce issues are not a core focus of this Strategy, there was a consensus among providers
and peak bodies during stakeholder consultations that workforce shortages are among the most
pressing issues facing the sector. Stakeholders consistently highlighted their inability to recruit

! Productivity Commission (2015), ottos (fwww.ocgov s/ inguiriesfcompletsd/childcare frepn
*DECD, Net childcare costs (2022), < htt nwagefnet-chlidcare-cost
* Productivity Commission {2015). hitps /leww g g (i oo et e A0 i e g
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suitable staff, and the negative impact that this has on their ability to operate high-quality services in
a diverse range of settings.

Stakeholders also emphasised how closely connected workforce issues are to the overall operation
of the system and promoting other objectives such as access and quality. That is, that having a highly
skilled, diverse, and motivated workforce is a necessary precondition to delivering quality education
to children around the country. These comments also align with findings from a range of academic
sources and the recent workforce strategy by ACECQA, that argued that a qualified stable workforce
is vital in supporting the provision of high quality ECEC services and system outcomes, %!

A range of government reports and independent research projects have highlighted the challenges
that the ECEC sector faces in attracting and retaining the workforce that it requires. 213 Data
collected by ACECQA suggests that the share of services holding a staffing waiver due to an inability
to meet staffing requirements has increased to 6.7 per cent in 2021, from 4.5 per cent in 2019.
Further, shortages appear to be most acute outside of major metropolitan regions, with
approximately 10 per cent of services in outer regional, remote and very remote areas of Australia
holding a temporary waiver for one or more of the staffing requirements under the NQF.**

Stakeholders also noted that these workforce issues appear to span across the sector, manifesting as
both a weak pipeline of people entering the sector and low retention rates. This appears to align
with data from the National Centre for Vocational Education and Research (NCVER) which reveals
that from 2015 to 2021, commencements in Certificate Il and Diploma ECEC programs have
decreased by 29 per cent and 68 per cent respectively — indicating a substantial reduction in the
volume of newly-qualified educators (Chart 1.4).

Retention issues appear to be driven by a wide range of factors, including limited opportunities for
career development and progression, uncompetitive wages, high levels of personal reasonability and
challenging working conditions.'®"*¥ These findings align with stakeholder consultations, where
providers and peak bodies frequently commented on the challenges associated with losing
experienced staff members.

@ Fenech et al. (2021), Attracting, retaining and sustaining early childhoad teachers: An ecological conceptualisation of workforce issues and future research directions, Australian
Educational Researcher,

Y ACECOA. {2022), Shaoing Our Fullire: A ten-yeail strategy 1o anwire @ sigtainable high-guality chilgren's 2ducation gnd care workforee J032-20%1 (dgecoa gov.gu]

¥ o'Connell et al. (2016). Quality Eacly Edusation for All (v sdu sul

4 Jacksan, (2020). Every educator matters: Evidence for a new early childhood workforce strategy for Australia, Mitchell Institule, Victoria University,

1 ACECQA. (2022). Shaping Qur Future: A Len-vear strategy to ansure & siistainable, hgh-auality children’s sducation and care workfores 2027-2031 (a¢ucaa gov 3]

5 ACECOA. (2022). Shaping Our Futlre; A tern-year strategy to eisure ¢ sustainable, highquality children's sducation aod sre werkforos 2022-2031 latecas gov.su)

% o'Connell et al, {2016}, Quality Early Education for Al (yu eduau)
7 Jackson. (2020). Every educator mattars: Evidence for a new early childhood workforce strategy for fia. Mitchell Insti Victaria U
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There is a growing recognition that the ECEC workforce does not gain sufficient recognition, and that
this contributes to the sector’s workforce issues. This point was consistently highlighted by peak
bodies and providers during the stakeholder consultation process, who noted that the public often
fails to appreciate the educational value of the sector, and views it as solely being about providing
care to children and enabling greater workforce participation for parents.

This finding was also highlighted in the ACECQA workforce strategy, which emphasised the need to
raise the sector’s professional recognition, including professional standing, pay and conditions,
registration and community perceptions and values.*® The strategy also advocates for the use of a
national communication campaign to educate Australians of the pertinent role of ECEC teachers and
educators, and encourage a change in terminology from ‘childcare’ to help build professional
recognition.*

Relatedly, during stakeholder consultations several providers and peak bodies suggested that lifting
the minimum qualification requirements could help enhance the reputation of the sector and
encourage greater career progress and remuneration. However, stakeholders also noted the
connection between raising workers’ qualifications and pay and families inability to pay higher fees
for services. Similarly, the Productivity Commission has noted how excessively raising qualification
standards would reduce the pool of qualified workers and could therefore exacerbate labour
shortages. *! This suggests that in considering changes to qualification requirements there is likely a
trade-off between expanding the pool of potential workers and raising the professional standards
and pay of the sector.

1.4 Ensuring high quality provision of services to families

The ECEC sector’s existing understanding of quality is primarily focussed on assessing outputs and
activities, rather than attempting to measure the overarching educational outcomes that the sector
intends to achieve. There is a growing consensus that this focus on compliance is insufficient and
does not place sufficient emphasis on measuring system outcomes such as those seen in the
Australian Early Development Census (AEDC).?** This finding was further confirmed by stakeholder

5 ACECQA. (2022). Shap
™ ACECA. [2022). Shaping ©
H productivity © {
U ACECOA, (2012). Wit 18 bie S0FD |

1 o'Connell et al. (2016). Quality early education for all. Melbourne, Australia: Mitchell Institute.
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consultations with providers and government representatives. They emphasised that the sector’s
regulation has not adapted to reflect the increasing focus on children’s education, rather than just
providing care. This creates a risk that the sector is not effectively monitoring or incentivising the
ultimate objective that it is aspiring to — that is, supporting children’s educational development.

Stakeholders also noted that quality assessments can be subjective and are applied inconsistently
across different jurisdictions. State and Territory regulatory authorities are responsible for
administering the National Quality Framework (NQF) and different jurisdictions can have different
interpretations and methods of applying the framework. It was noted that this can create confusion
amongst providers and may limit policymakers’ ability to drive system-wide reforms such as
introducing additional rating requirements. Several State and Territory governments noted that
there it would be helpful to expand collaboration across jurisdictions to ensure that there is greater
consistency and mutual learning.

Consultations also reveal that these issues can be exacerbated by the lengthy review times involved
in obtaining a new quality assessment.

Given that providers may have to wait several years for a new assessment, scores can be outdated
(limiting their usefulness for consumers) and providers have little incentive to try and improve their
performance if this may not be recognised for an extended period of time.

Analysis of ACECQA quality data suggests that services in remote and very remote regions of
Australia are more likely to have lower quality assessments than services in more metropolitan areas
(Chart 1.5). While the share of providers that are rated as ‘Meeting NQS' is relatively stable across
different levels of remoteness (ranging from between 60-61%), services in remote and very remote
Australia were approximately twice as likely to be assessed as “Working Towards NQS'. This suggests
that there is a clear risk that children in more remote areas of Australia are not able to access the
same quality of care as those in metropolitan or inner regional areas.

Stakeholder consultations with service providers and peak bodies suggests that this difference may
be driven by a wide range of factors, including workforce issues and a lack of competition.
Stakeholders consistently noted that attracting and retaining staff is particularly challenging in
remote areas of Australia, and that high staff turnover levels and a lack of experienced staff can
undermine quality. The limited competition amongst providers in remote areas may create little
necessity for providers to try and lift quality standards.

Major Cities of Australia

Inner Regional Australia

Quter Regional Australia

Remate Australia

Very Remote Australia

12
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1.5 Delivering a coherent and connected system

The Productivity Commission’s 2015 review of the sector highlighted that the division of
responsibilities between the Australian and state and territory governments can lead to a lack of
coherence in the development and implementation of ECEC policy.?* This appears to be a
consequence of the historical relationship between the department and state and territory
governments, which has been primarily focussed on funding and has not given sufficient attention to
collaboration on issues adjacent to this.*® This lack of collaboration can limit the development of
place-based solutions suited to local needs, delay responsiveness to emergent issues and impair
efficiency and effectiveness of system initiative implementation.*

Stakeholder consultations consistently re-affirmed this finding, highlighting that there are several
aspects of the system which lack role clarity. For example, stakeholders from both the department
and state and territory agencies highlighted how they often did not have good oversight of the
operations of other jurisdictions, and how this could create confusion. These stakeholders also noted
how there are significant responsibility gaps within the system, with a lack of clarity over which
agency was responsible for key issues such as workforce shortages or affordability concerns.

This lack of role clarity also manifested itself as limited coordination in the collection and sharing of
data across the ECEC system. For example, stakeholders from the department and other Australian
Public Service Agencies noted how data collected across a child’s journey with the ECEC system (i.e.,
which services they were enrolled in, what outcomes they achieved) were not effectively shared or
analysed. This lack of data sharing has the potential to both limit policymakers’ ability to make
evidence-informed decisions, and providers ability to understand and respond to the needs of
families. For example, stakeholders noted how the existing administrative relationship whereby
Services Australia is responsible for administering the CCS and collecting the required data, while the
department is responsible for managing CCS policy can create inefficiencies.

Stakeholder consultations with consumer groups and providers highlighted that there can be a lack
of coordination between ECEC and related support services providing health, disability, and
developmental support. This can have several negative consequences, including an expanded
administrative burden on families who are required to supply the same data to and navigate
multiple different systems; a lack of consistency in the care that children receive if multiple experts
working with the same child are not able to effectively share information; and an increased
likelihood that vulnerable children do not receive the full set of support they require if referrals and
linkages to other systems are not made.

The potential challenges and benefits associated with providing integrated delivery models in ECEC
have been widely studied. For example, it has been noted that ECEC provides a unique opportunity
to provide a non-stigmatised entry point for families to receiving a wide range of additional support
services that may be necessary to strengthen a child’s learning and development.?” Notwithstanding
this, it is also clear that effective integrated care models require clear governance arrangements,
leadership, and interdisciplinary professionals.?®

Appendix B: Detailed system map

A market steward’s role is to coordinate market actors, to shape the market activity to align with
system outcomes. As identified above, a key component of this stewardship function is to define

* productivity C - (2015). hitps /
& productivity Commissian, (2015). (iltps /
 productivity Commission, (2015), litt
27 hutps:ffwww childaustralia.org.au/w -Report_Final-1,pdf
28 hitps:/fwww.childaustralia.org.au/wp-content/uploads/2017/03/CSU-PSCA-Integraled-Services-Report_Final-1pdf
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clear boundaries for system actors that map back to system objectives. In the context of the ECEC
Market, a critical step in establishing the Department as a market steward will be to understand how
families, providers, regulators/stewards, and other invested stakeholders interact in the market and
how these interactions map into the broader system. The system mapping set out in this Appendix
seeks to define the scope and roles of each system and market actor:

e Section 1 provides a visual schematic of the ECEC Market actors position in the ECEC
ecosystem, with conceptual groupings that relate to the different roles and
responsibilities currently held by each actor. The visual is accompanied by a summary
table that describes each actor’s high-level roles and responsibilities.

e Section 2 distinguishes between the ECEC ‘market’ and the ECEC ‘system’.

e Recognising that there are various relationships between the system actors’ roles and
functions, Section 3 considers how different market actors interact to support different
domains of the ECEC ecosystem: to provide policy direction, design and enact a funding
model, provide services to families, to support market regulation and to build the
workforce and industry capability.

The system mapping exercise is extended in Appendix C, which analyses how these roles and
responsibilities of actors align to the different market outcomes which they are accountable for
supporting. This system mapping (and subsequent accountability mapping) provides inputs to
answers to several of the research questions included in the project’s analytic plan, as set out below.

Analytic guestions

Theme 1: role of Government and others as Market Stewards

How should the Australian Government define market stewardship in the context of ECEC?

Who are the major co-stewards, actors and stakeholders in the Australian ECEC system / market, what are
their current roles?

What should be the role of the Australian Government and co-stewards in the Australian ECEC market?

Theme 2: Understanding the ECEC market and submarkets

What is the current state of ECEC market and system in Australia?

What is the current state of the ECEC markets and sub-markets?

What other systems or markets does the ECEC market influence, and what markets influence the ECEC
market?

Theme 3: overseeing the ECEC market

What oversight activities and functions does the Australian Government currently undertake in relation to
ECEC markets?

What activities and functions are currently being undertaken by actors which might assist the Government to
achieve its own Market goals, and what should the Government do to influence them?

1.1 Map of system actors
The map of system actors provides an overview of all the actors in the ECEC system. Figure 0.1 is

divided into nine domains which group actors by their high-level responsibilities. These domains
include:

2794
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* ECEC strategic direction is provided by Governments at a federal and state and territory
level.

* Funding, which captures agencies that fund ECEC services, relevant government
departments, and provide subsidies to families and children.

* Policy, which captures agencies that set ECEC policy or assist in service planning. ECEC palicy
is set by the Department of Education and state and territory policy agencies, with national
agreements achieved through the National Cabinet.

s Regulation, a segment that recognises the regulatory role of state and territory
governments and federal government agencies such as the ACCC, ASIC, and ATO play in
monitoring and ensuring providers’ compliance with their regulations and business
responsibilities.

¢ Quality improvement, which centres around the core agencies of ACECQA, the Department
of Education, and the jurisdiction level policy and regulatory authorities, as well as other
supporting federal government agencies that support these actors.

# ECEC and related service delivery, capturing the ‘delivery’ component of the sector,
including both providers and the aligned services for families provided by the government
and other agencies alongside or integrated within ECEC.

* Advocacy, peak bodies, think tanks, and advisory bodies which undertake research and
advocacy on behalf of families, providers, workforce, and/or the sector as a whole.

» Workforce, which captures teachers and educators, the unions which represent their
interests, and the VET and higher education providers that ensure they are appropriately
qualified to work.

¢ Children and their families, which captures the main families of ECEC services.

System actor Role in ECEC sectar

The National Cabinet addresses priority national federation issues, including agreement on

National Cabinet : 29
policy reform,

Commonwealth ministers are:
» Responsible for their relevant portfolio, including the development of government
Commonwealth policy and legislation.
ministers » Accountable for the actions of their department.®
= Relevant ministers include the portfolio Ministers of DE, DSS, The Treasury, and the
Department of Finance.

State and territory ministers are:
* Responsible for relevant portfolio, including the development of government policy and

State and territory legislation.
ministers * Accountable for actions of their department.
» Relevant ministers include the ministers of the education policy agencies and regulatory
authorities.

The Department’s key responsibilities are fiscal and include:

» Financial assistance to eligible families to help with the costs of ECEC.

* Operational and capital funding to certain ECEC providers, and to support the provision
of quality care; and

* Funding for state and territory governments through national partnership agreements.

Department of
Education

* *National Cabinet’, Federotion {2022} <https://federation gov au/national-cabinet>

* Department of the House of Rep atives, House of Repr ves Practice (2018), 7,

<https:/fwww.aph gov.au/About_Parliament/House_of_Representatives/Powers_practice_and_procedure/Practice7/HTML/Chapter2/The_Ministry>
 sheppard M, "Child care in Australia: a quick guide', Padiament of Australio (2015)

chttps/fwww.aph gov.aufAb Parli t/Parli y_Depar 15 /Parl| ary_Library/pubs/rp/rpl415/Quick Guides/Child cares
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System actor Role in ECEC sector
Commonwealth The Treasury develops the Federal Government’s budget, including funding for Education
Treasury portfolio and changes to financial assistance.*

The Department of Prime Minister and Cabinet provide advice and support to the Prime
Minister, the Cabinet, Portfolio Ministers and Assistant Ministers to achieve a coordinated
approach to the development and implementation of Government policies. The Department
coordinate and develop policy across the Government in economic, domestic and
international issues and public service stewardship.?®

Department of Prime
Minister and Cabinet

State and territory governments’ child care responsibilities vary but may include:

Providing operational and capital funding to non-government service providers

delivery of services;

Providing information, support, training, and development opportunities for providers; and
Providing curriculum and policy support and advice, as well as training and development
for management and staff >

State and territory
education policy
agencies

Local governments’ ECEC responsibilities vary but include:

Appendix AProvision planning of early childhood education and care (including land use
planning and leasing of council premises); and

Appendix BDirect service provision

Local government

Department of The Department of Employment and Workforce Relations responsible vary but include:
Employment and » funding VET and higher education providers ta training ECEC teachers and educatars
Workforce Relations

The Department of ~ The Department of Finance administers revenue, grant, and subsidy schemes.
Finance

Services Australia distributes financial assistance to eligible families to help with the costs of

Senvices Australia ECEC. The CCS is paid directly to the child care provider to reduce fees paid by families.?”

ACECQA works with the Department and state and territory governments to:
v Implement changes that benefit children birth to 13 years of age and their
families;
ACECQA ¥" Monitor and promote the consistent application of the Education and Care
Services National Law across all states and territories; and
¥" Support the children's education and care sector to improve quality outcomes for
children.®®

State and territory governments’ regulatory agencies’ responsibilities vary but may include:
v' Assesses applications for provider approvals, service approvals;
v’ Assesses and rates education and care services against the National Quality

State and territory Standard;
regulatory authorities v" Supports and promotes continuous quality improvements in education and care
services;

v Investigates incidents and complaints; and
¥" Monitors and enforces compliance with the NQF.*®

ACCC The ACCC's role in monitoring public service markets includes:
¥ Maintaining and promoting competition;
v’ Protecting the interests and safety of consumers, and supporting fair trading in
markets affecting consumers and small business;

t/ab

3 about Treasury', Ith O of T ry (2022}, <htipst//treasury gov.au/the-dep
" ‘The Department’, Department of Prime Minister and Cabinet, (2022}, <https://www.pmec.gov.. uuMm—we-amf!hr—d‘epartmenb
M sheppard M, 1 4.
*» NSW l]pp-artment of Edm:a!mn ZBID COVID-19 Local erammpm Early Childhood Education and Core payment program guldelines (2020) <https://education. nsw gov.au/early-
A.ad Tk l 1 d-fund .l 1o i, ‘S'IWI >
* 'About Finance', Austrvﬂon Depunmmlo}ﬁrlnm (2022), <https: ffwww finance gov. au}about usfdepanmenb
*Tichild Care Subsidy’, Services Australia (2023), <hitps://www servicesaustralla.gov.au/child-care-subsidy>
* ‘about Us’, The Australian Children's Education and Care Quality Authority (2022), <https://www.acecga.gov.au/about-us>
" 'Contact your regulatary agency’, The Australian Children’s Education and Care Quality Authority (2022), <https://www.acecqa gov.au/help/contact-your-regulatory-authority>
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System actor Rale in ECEC sector

v Promoting the economically efficient operation of, use of, and investment in
infrastructure and identifying market failure; and
v" Undertaking market studies and inquiries to support competition, consurner, and
regulatory outcomes. *
Under the election commitments of the Australian Labour Party, the ACCC may be tasked
with designing a price regulation mechanism to put a downward pressure on families’ out of
pocket costs in child care.

ASIC ASIC s responsible for registering businesses including ECEC providers and making
information regarding companies’ ownership and activities publicly available.**

ATO The ATO is responsible for:
v" Providers with performance benchmarks.*?
Additionally, Service Australia utilises mean-testing to reconcile the tax return, in which ATO
is responsible for. 4

ECEC service providers:
¥" Provide ECEC services to children and families.
¥" Satisfy obligations under both Commonwealth and state and territory laws

including:
v Comply with Family Assistance Law;
ECEC services v Comply with National Law and National Regulations and all related state or
providers territory laws involving the operation of an ECEC service, unless that service is
exempt;

v" Ensure the ECEC provider and relevant personnel are fit and proper persons to
have a role in the receiving and passing on of CCS payments; and

v" Ensure that background checks, including criminal history and working with
children checks, are carried out for relevant staff and educators.*

Other state Provide broader policy and supports for children which may be provided in parallel to or in
government the same location as ECEC. These services and services might include disability support,
departments child protection, and child immunisation.

Not-for-profit services may take on a breadth of roles in different contexts. Actors might
include charity, religious, cultural, or other community groups that work with children and
Not-for-profit their families in ECEC settings. Some not-for-profit organisations may own or operate care
community services  services, while others may provide more targeted ‘wrap -around’ supports for families
which could be delivered alongside ECEC (e.g., healthcare for children and families, social
services, food banks, English language supports, cultural or religious services).

The NDIA is an independent statutory authority, whose role is to implement the NDIS. As

NDie part of the NDIS, funding for appropriate supports is provided to children with disabilities.*

The National Indigenous Australians Agency is an Australian Government agency with
responsible for whole-of-government coordination of policy development, program design,

NIAA and service delivery for Abariginal Australians and Torres Strait Islander people.*
Additionally, they develop and release the National Aboriginal and Torres Strait Islander
Early Childhood Strategy.*

Children and their v" Enrolment of children in services.
families v Payment of fees to ECEC service providers.

fesian/a b 1h

0 *Ahaut the ACCC', Australian Competition and Ci Ci fan (20232), <https://www acccgov.au/about-us; peti /

Y 'Dur role’, Australian Securities and Investment Commission (2022), <https: Haslr_guv.aufah:mt asu:fwhlt we -do/our- n}lef:

2 :Child care services', Australion Taxation Office (2022), < https://www ato.gov.au/t hmarks/Tn-detall/benchmarks-a-zfa-c/child-care-services/>
**Child Care Subsldy - Your family Income estimate’, Services Australia (2022), < https://www.servicesaustralia.gov.au/your-family-incor for-family-assi 8-
paymentsfcontext=41186>

* The Commaonwealth Department of Education, Skills and Employ t, ‘What is an app provider? (2022), <https:/fwww. dese gov.au/child-care-package/child-care-provider

handbook/b P d id,
provider/what-app
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System actor Role in ECEC sector

v" Reports any consumer issues to relevant agencies.

Teachers and v" Deliver ECEC education to children.
educators ¥" Obtain qualifications to ensure capability to deliver to the required standard.*®

Several ECEC unions take on roles such as representing ECEC employees in negotiations with
Unions employers and the Government on workforce relations issues, including remuneration,
working conditions, and training.*®

VET providers award qualifications in ECEC education (e.g., Certificate lll in Early Childhood
Education and Care and Diploma of Early Childhood Education and Care). Individuals with

VET providers relevant VET qualifications may become ECEC educators.*® The NQF states that all educators
must be working toward or have obtained a Certificate Il qualifications, with at least 50 per
cent of educators requiring a diploma or higher.>!

Higher education providers award qualifications in ECEC education (e.g., a bachelor’s or
Higher education master’s degree in early childhood education). Individuals with relevant higher education
providers qualifications may become ECEC teachers, to meet the NQF's requirements around the
teacher to child ratio.5%*

Peak bodies Advocates for the interests of young children, their families, and ECEC sector.
Think tanks and Provide research for families, researchers, and policymakers. Additionally, they may
advisory groups advocate for the workforce, providers, and/or industry.

Professional Provides research and advice to services, families, researchers, and policymakers.

organisations

y-childhood hing>

8 ‘Early childhood teaching: make a difference’, DET Victoria (2022), < hitps://www.vic gov
** The A lian Children's Education and Core Quality Authority n17.

* Ibid,

* ‘guallfications for centre-based services with children preschool age or under’, The Australion Children's Education and Care Quality Authority (2022), <
https://www.acecga.gov au/qualifications/requirements/children-preschool-age-or-under>

*1 Department of Education and Training Victoria n18.

3 The ian Children's Educotion and Care Quality Authority n104.

** ‘Useful links', The Australian Children's Education and Care Quality Authority (2022), <https://www.acecqa gov.au/help/links>
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1. Distinguishing the ‘market’ from the ‘system’

As articulated in Chapter 2, the market components in this context are defined as those components
funded through the CCS. This distinction is visualised in Figure 0.1 which highlights actors in the
market for services funded under the CCS as a subset of the system. These market interactions are
identified in Section 5.1.12.

ECEC strategic direction

Australian Government Ministers

Policy Funding Quality Regulation
improvement

Department of Educ

Services Australia State and territory regulatory authorities

ECEC and related service delivery

A mix of forpro profit and local government Related service delivery

ed senvices’

Preschool Reform
Agreement

Children and their families

Workforce Advocacy
Legend
. Market Actors
Rest-of-system Actors
Skills and training
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Notes: (a) Not all jurisdictions have separate Education Policy Agencies and Regulatory Authorities. For example, in NSW
the Department of Education is both the policy agency and the regulatory authority. In WA, the education policy agency is
the Department of Education WA, while the regulatory authority is the Department of Communities.

(b) The market share of different care types varies across jurisdictions

(c) In some states, local governments support provision planning and fund infrastructure, while in others, local
governments own and operate providers.

2. Interactions across the ECEC system

As identified in Section 5.1.11 there are numerous ways in which the relationships between system
actors can be linked. This section seeks to outline the interactions and interdependencies between
actors across the system, as they relate to the domains set out in the system map.

Policy direction

Figure 0.3 outlines the policy interactions in the ECEC system. The department and state and
territory governments are responsible for ECEC policy, with national agreements achieved through
the National Cabinet. ** At the state and territory level, education policies are determined by the
education policy agency, supported by external authorities. For example, ACECQA helps to
administer the NQF for state and territory regulatory agencies. **

The Department of the Treasury sets the policy for market regulators, such as the ACCC, ASIC, and
ATO. Department of Finance determines funding to relevant federal government departments to
achieve policy. Industry bodies and service providers may have active engagement with the
government to advocate for the best outcomes and to influence policy direction. 575832

Service provision

Figure 0.4 outlines the interactions of service provision in the ECEC system — including early
childhood development, ECEC, and community services. A mix of for-profit, not for profit and local
government ECEC services are provided to children and their families. As part of the service delivery,
the ECEC services providers are responsible for passing on the CCS. %° Noting, that the role of local
governments varies across LGAs, and in some circumstances are the providers of ‘last resort’.

The ECEC system is supported by broader system agencies including other government and not-for-
profit services that deliver broader policy and support for children. This includes disability support,
child protection services, social services, and child immunisation.

Additionally, the Department of Education provides financial support to children and families to
support access service provision.

Funding
This section and Figure 0.5 outline the funding flows of ECEC service delivery, it also includes funding
for training, programmatic interventions, or operational expenditure.

% ‘National Cabinet’, Federation (2022) <https://fedaration gov.au/national-cabinet>
* *About Us', The lign Children's Ed ion and Care Quality Authority (2022), <https://www.acecqa gov.au/about-us>

57 1about the ACCC, A ftan Comp and C Co (2022), <https:/fwww accegov.au/about-us/australi { jonjfabout-the-acce>

** ‘gur role’, Australion Securities and Investment Commission (2022}, <https://asic gov.au/about-asic/what-we-do/our-role/>
“* "Child Care Subsidy - Your family Income estimate’, Services Australia (2022), < https://www.servicesaustralia.gov.au/your-family-inc

payments?context=41186>

S ichild Care Subsidy’, Services Australia (2022), <https://www.sevic gov.au/child bsid
1 sheppard M, ‘Child care in Australla: a quick guide’, Porliament of Australia (2015)
<https://www.aph.gov.au/About_Parli fParfi tary_Dv fParll y_Library/pubs/rp/rp1415/Quick_Guides/Child care>
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The Department of Education administers the Child Care Subsidy to families, therefore indirectly
funding OSHC, FDC, CBDC, and IHC. Funding for preschool is provided by the Department of
Education but flows through state and territory education policy agencies. Under the Preschool
Reform Agreement, the department provides a per child contribution to states and territories —
approximately $1,340 per child in 2022. The state and territories must pass on the per-child
contribution to the children, regardless of the setting in which they receive a preschool program.®

In addition, the Department of Education and state and territory education policy agencies provide
additional operational and capital funding to certain child care providers (see Table 0.3), noting that
this will change following the 2022 implementation of the Preschool Reform Agreement. Further,
local governments may also provide a role in funding ECEC services, including funding infrastructure
and support services.

Additionally, the federal government agencies provide financial assistance to eligible families to help
with the costs of child care. The amount of child care subsidy received is dictated through policy
developed by the Department of Education and the Australian Tax Office supports means-testing the
CCS.** Families also provide funding to ECEC services in the form of payments and the amount varies
depending on the child care subsidy received. The Department of Education also provides funding to
ACECQA for its operations.

Third-party funding flows may also exist between state and territory agencies, other state
government departments, and/or not-for-profit community services which may fund the out-of-
pocket expenses. This is depicted in Figure 0.4 as a broken grey line. The Department of Education
also funds programmatic interventions through providing funds to providers, community services
and families.

The Department of Education also funds the Community Child Care Fund (CCCF), which provides a
range of grants for child care services. The CCCF aims to address barriers to child care participation,
in particular it is aimed at disadvantaged, regional and remote communities, and Indigenous
communities. The CCCF consists of:%

* Special circumstances grant which helps services stay open when there is an unexpected event
that impacts their ability to stay open, for example a local emergency or natural disasters.

# Disadvantaged and vulnerable communities grant which provides funding to services in
disadvantages and vulnerable communities to increase the number of children in care, and
ensure the services stay open.

» Restricted grant which supports identified services in disadvantaged and vulnerable
communities, including remote locations where there is a focus to increase participation rates of
Abaoriginal and Torres Strait Islander children in early childhood education and care.

+ Connected Beginnings which is for services in identified Aboriginal and Torres Strait Islander
communities. It helps prepare children for school by integrating a range of services with schools
including, early childhood, maternal, child health, and family support.

* Business Support which is a free business review and advice service for eligible child care
services. It is available to child care services experiencing financial viability or sustainability
issues, particularly in disadvantaged or vulnerable communities.

Additionally, higher education providers and VET providers receive funding from the Department of
Employment and Workforce Relations.

! ‘Preschool Reform Funding Agreement’, Department of Education (2022), < https.//www dese gov au/child-care-package/ hool/| hnal-reform-funding-ag >

Sh.eppard M, "Child care in Auihalli & quick gurde Parliament of Austrafio {2015)
<https/fwww aph gov.au/ab ! t/P: y_Departments/Parllamentary_Library/pubs/rp/rp1415/Quick_Guldes/Child cares
“community Child Care Fund’, Dennnmenl‘a,f Education IZOZ?] < https//www.dese gov.au/child-care-package/community-child-care-fund=>
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Funding provider: Australian NSW Victeria QLD WA SA Tasmania®*ACT® NT*
Government

Funded ECEC services, for service types

Centre based day care v v v v v v v v
OSHC v v v v v

Family day care v v v
In home care v

Funded preschool services/programs

Local government/ 4 v v v v
community preschools

For-profit centred v v v v
based day care

Not-for-profit centre- v v v v v v

based day care

Government school v v v v v v v v
Non-government v v v v v v v
school

Notes: (a) In Tasmania, some child care services may receive funding under an annual, small capital grants (minor
infrastructure) program. These services are not included in this table unless they also receive recurrent funding.

(b) In the ACT, child care services and preschool services outside the government sector may receive support through
capital grants, rental subsidies, and funding through budget initiatives. These services are not included in this table unless
they also receive recurrent funding.

(c) The NT Government also provide funding to 3-year-old kindergarten services.

Source: Productivity Commission (2021)

Regulation

This section and Figure 0.5 outline the regulation of the ECEC sector. It does not include the
regulation of NDIS, higher education, VET providers, or the workforce. There are two types of
regulation in the ECEC market: ECEC specific regulation and whole of economy regulation.

The ACECQA administers the NQF and accompanying NQS which guide providers’ and the
workforce’s activity. State and territory regulatory authorities work with the provider sector to enact
NQF and ensure compliance with the NQS, by: ¢

1. Assessing applications for provider approvals, - noting that the Department of Education also
assesses applications for provider approvals.

2. Assessing provider performance against the NQS

Investigating incidents and complaints

4. Monitoring and enforcing compliance with the NQF

w

5 'about Us', The Australian Children's Education and Care Quality Authority (2022}, <https:/fwww.acecqa gov.au/about-us>
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State and territory regulatory authorities have regular contact with providers and are a key point of
contact for providers’ quality or compliance issues. Regulatory authorities are responsible for:

5. Granting approvals, include provider approval and service approvals.

6. Assessing and rating services against the NQS

7. Working with ACECQA to promote continuous, quality improvement and educating the sector
and community about the NQF.

Regulatory autharities also have a range of powers and tools to facilitate continuous improvement
and ensure compliance with the NQF, including the ability to issue compliance notices. Further,
regulatory authorities provide NQF and NQS data to ACECQA. ¢

The Department of Education supports regulation and compliance by monitoring for and taking
action to remove fraudulent providers from the funding system. Further, Services Australia is
responsible for regulating the Child Care Subsidy and taking action to remove fraudulent families
from accessing the subsidy.

Additionally, market regulators including ACCC, ASIC, and ATO regulate ECEC providers and provide
consumer protection.

Guidance and resources

Figure 0.6 outlines the system interactions, relating to the provision of guidance and resources.
ACECQA, Department of Education, state and territory agencies, Services Australia and DSS provide
ECEC policy advice and sector resources to the relevant Ministers and the National Cabinet.
Department of Education disseminates national ECEC policy resources to state and territory
education policy agencies. ¥

ACECQA provides relevant guidance relating to the NQF and NQS to the Department of Education
and state and territory regulatory agencies. ACECQA also developed the NQA ITS the online
administrative system for implementing the NQF. Once registered, providers use the NQA ITS to
view records, submit applications and notifications, and pay invoices.

Industry bodies provide research for families, researchers, and policymakers. The industry may
regularly engage with service providers or the workforce to understand emerging trends or issues.*
Additionally, industry bodies actively engage with the government to advocate for the best
outcomes.

Department of Education, DSS and Services Australia disseminate resources relating to the provision
of the CCS to children and families. ECEC services provide market regulation resources to market
regulators and relevant information (e.g., incidents of abuse) to appropriate system agencies.

Children and families, and ECEC providers have a two-way relationship. Children and families provide
feedback to ECEC providers regarding their services, and ECEC providers provide information about
their services to families and children.

 ‘Cantact your regulatory agency’, The Australian Childrén's Fducation and Care Quality Authority (2022), <htips://www.acecqa gov.au/help/contact-your-regulatory-autharitys
ST *About Us', The Australian Children's Education and Core Quality Authority (2022), <https.//www acecga gov.aufabout-us>

“ 'About LS, The Australion Children's Education and Care Quality Authority (2022}, shitps://www acecqa.gov.aufabout-us>

“Useful links', The Australlan Children's Education and Care Quality Autharity (2022), <https://www.acecga gov.aufhelp/links>
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Workforce

educators employed by service providers. Unions support workforce relations and ECEC training
providers (e.g., higher education institutions and VET providers) provide the workfarce’s
qualifications. ™

ACECQA, the Department of Education, and state and territory educational policy agencies and
regulatory authorities provide support and regulate the ECEC workforce. The NQF states that
educators must be working toward a Certificate 1ll, with at least 50 per cent of educators requiring a
diploma or higher. Further, the NQF outlines the teacher requirements for the number of children in
attendance.” Additionally, ACECQA developed the National Children’s Education and Care
Workforce strategy.”? State and territory government departments also provide support to the ECEC
warkforce.

Quality improvement

Figure 0.8 outlines the ECEC system interactions relating to quality improvement. ACECQA and state
and territory policy agencies and regulatory authorities provide services or support to enhance the
quality of ECEC services, including the provision and compliance with the NQF and NQS. Additionally,
the quality and compliance of the workforce will enhance the quality of ECEC services. Children and
families provide a feedback loop to service regarding the quality of care.

System maps
The interactions between actors in each ECEC submarket described above are visualised in the
figures which follow.

™ The Australian Children's Education and Core Quality Authority n17.
™ '‘Qualifications for centre-based services with ch[ldren presdmcl age or under The Australion Children's Education and Care Guality Authority (2022), =

https://www acecqa.gov.au/qualifications/ hildren-p ders.
" The Australian Children's Educnlon and Care G.lniltv hority, Nati Chlldﬂm s Ed and Care Workforce Strategy (2022-2031), (2022), <

https:/fwww.acecqa.gov au/nati kforc gy

r~
=
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(b) The market share of different care types varies across jurisdictions (see Table 5.2)
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Appendix C: Detailed functions of the department
Updated on the 30/10/2022.

This Appendix provides readers with a detailed overview of the functions that each branch within the Early Childhood and Youth Group of the department
completes. Importantly, these functions have likely changed since this original exercise was completed in October 2022.

1.1 Detailed functional mapping of the Department of Education Early Childhood and Youth Group

Table 4: Overview of the core functions of the Department of Education’s Early Childhood and Youth Group

Department team |Policy and eoordination |Funding [Reguation [information

1. Workforce Quality and Preschool Branch

1a. Early Childhood
Quality and Strategy

1b. National Workforce
Strategy and ECEC
Vision
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Palicy and coordination {Regulation

1c. Preschool
Implementation and
Performance

1d. Preschool Policy
Outcomes and Strategy

2. Early Learning and Indigenous Priorities Branch

s
ra
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Department team Policy and coordination Funding

2a, Connected
Beginnings

2b. Early Learning and
Development Policy

2c. Indigenous Early
Learning

Regulation

33
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Department team

2d. Early Childhood Care
and Development Policy K
Partnership

3. Access and Inclusion Branch

3a. Community Child
Care Fund Open Special
and Reporting

Funding

Regulation

Information provision

Service provision
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Policy and coordination

Service provision

3b. Child Care
Community Fund
Restricted Expansion

3c. Child Care
Community Fund
Restricted

3d. ECEC Program

Management

3e. Youth Policy and
Programs

4. Data and Delivery Support Branch
4a. Collections and
Analytics
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Department team Policy and coordination Funding

|Regulation

Service provision

4b. Infrastructure and
Modelling

4c. Programs and
Engagement

5. Financial Integrity Branch

5a. Compliance
Operations

Sb. EFT Gap Fee
Implementation
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Department team

Sc. Fraud Investigations
and Tactical Operations

Policy and coordination Funding

Regulation

Service provision

5d. Integrity Capability
and Engagement

Se. Integrity Policy and
Governance

5f. Intelligence
Analytics

5g. Provider Approvals

6. Child Care Markets
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Department team Policy and coordination Funding Regulation Information provision Integration Service provision

6a. Market Policy

6b. Child Care Reforms

Be. PC and ACCC
Inquiries

7. Child Care Subsidy Policy and Program Branch
7a. CCS Debt 1 ating a
Management

38
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Department team

Policy and coordination Funding

7b. €CS Helpdesk and
Departmental Contact
Centre

Te. Internal Review

7d. Subsidies Business
Engagement

Te. Strategic
Communication

7E. Subsidies

Regulation
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Appendix D: Detailed literature review on market stewardship

This Appendix provides a detailed overview of the concepts of system and market stewardship,
including how they are defined, the key components and functions of stewards, the advantages, and
limitations of stewardship approaches, how a stewardship approach can be implemented and an
overview of the alternative approaches that can be adopted. This Appendix has been used to help
inform the commentary on stewardship in Chapter 1 of the Strategy.

1.1 Stewardship concepts

Simply, stewardship can be defined as the assigned responsibility for caring for something valuable,
both in the present day and with a view to maintaining value over a longer period.”

System stewardship in a policy context describes an approach to managing complex systems
comprising many different actors.” While this Appendix considers system stewardship as it relates
to public service delivery and public service markets (see Box 1), the concepts can be applied to non-
market, or non-commercial systems which have multiple actors. The literature defines a system
steward (often, but not necessarily, a government actor) as holding responsibility for co-ordinating
other actors’ activities in the system. This is not primarily a policy implementation role, but rather
one of oversight, assuming responsibility for actors within the system and intervening where
necessary to ensure the intended outcomes of policy are recognised and that the whole system
functions as intended.

Market stewardship, also referred to as ‘market shaping’ or ‘market steering’, is a subset or form of
system stewardship that focuses on the market interactions. A system steward’s approach to
managing systems could involve establishing a market as a vehicle for public service delivery
(‘market-making’), while a market steward’s remit (‘market shaping’) involves using market
mechanisms to steer a market towards addressing a defined set of goals. Further, a market steward
considers how a market can be shaped and revised using market mechanisms to ensure that
relevant policy levers are considered in line with real-time market activities, and that the objectives
of the system remain forefront and apparent across the market landscape.

Specific definitions of stewardship functions in public service markets vary:

s The Productivity Commission (2017) identified the role of stewardship as ensuring that providers
are supported to enter or exit a market and that any conditions within the market for service
operation exist only to ensure that families are provided with effective positive outcomes.”

» The Harper inquiry into competition policy (2014-15) described a steward as holding
responsibility for policy and regulation, across portfolios and jurisdictions where necessary:
“governments’ direct role in human services but also to policies and regulations that bear
indirectly on human services sector”. In the context of this work, this definition might be best
understood as relating to a system, rather than a market steward (See Section 1.1).7®

 Hamiitan, 'Stewardship’: buzzword, Inkblot, or a new way to delivery human services?, Parlioment of Australia (2016)

" Gardner et al, Issun paper No 4. How can systems thinking enhance stewardship of public services?, Public Seryice Research Group (2019)
™ Australian Government, Productivity Commission Inquiry Report Volume 2, Productivity Commission (2014)

"% Australian Government, Competition Policy Review = Final Report, The Treasury (2015)
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e The UK Institute for Government describes system stewardship as overseeing how a policy is
being adapted within the system and intervening with response strategies as necessary when
unforeseen circumstances arise to steer the system back towards the overarching goals of the
policy.””

* Inthe World Health Report (2000), stewardship in the context of a health system is referenced
as the ‘very essence of good government’ with the tasks of providing vision and direction,
collecting and reviewing data and imparting mechanisms such as regulation, considered to be
the core components of stewardship.”

e Other work identifies the opportunity for stewards to play a key role in the allocation of
resources to support the market to leverage private value for public goods.”

A common feature of these definitions is that, in contrast to purely market driven or direct delivery
policy mechanisms, system stewardship presents a larger role for central governments to create
value by establishing and shaping systems or markets to support collaboration between consumers,
governments, and providers, to deliver social impact.°

Box 1: Quasi-markets

The term ‘quasi-market’ was originally used to describe a set of public service reforms in the
1980s whereby separation between the purchaser and provider of public services occurred
alongside the introduction of methods to induce competition between service providers.®! Since
the 1990s governments have transitioned away from providing service providers with a set
amount of block funding and have progressed towards market-based arrangements, shifting the

responsibilities for service provision from government agencies to providers themselves.®

Operating in public service markets, providers may not have a traditional ‘profit-maximising
focus’, consumers may have decisions made on their behalf and consumers’ spending power may
be dictated by a ‘voucher’ or budget (such as a subsidy or entitlement model).** Quasi-markets
exist across a variety of services, including education, healthcare, disability, ECEC and aged care
and approaches to managing these markets vary.

1.1 The system and market in Australian ECEC

The Australian ECEC market can be understood as a quasi-market, given that the purchasers’ (i.e.,
families with children) interactions with the service providers (i.e., care types) are influenced and
shaped by government intervention in the market (such as through subsidies provided by the
Government to providers). In the ECEC context, the ‘market’ can be understood as the economic
interactions between families, ECEC and education providers and Government (Figure C:1). A variety
of markets exist including informal social playgroups, support provided by nannies, occasional care
supports more formalised care in the form of CBDC, OSHC, FDC and IHC. However, for the purpose of
the Strategy, the Australian ECEC market refers only to those supported by the NQF and FAL,
including CBDC, OSHC, FDC, IHC.

" Hallsworth, M, System Stewardship: The future of policy making? Working paper, Institute for Government (2011)

" Travis et al, Towards better stewardship: concepts and critical issues, World Health Organisation (2002)

* Gardner et al, Issue paper No 4. How can systems thinking enhance stewardship of public services?, Public Service Aesearch Group (2019)

¥ Mariana Mazzucatto & losh Ryan-Collins, “Putting value creation back into “public value®: From market-fixing to market-shaping”, Institute for Innovation and Public Purpose, UCL (2019)
M |nstitute for g yment, The development of quasi-markets in secondary education (2012)

® Hamilton, “Stewardship’: buzzword, inkblot, or a new way to delivery human services?, Parlioment of Austrolia (2018)

¥ nstitute for g The develop of quasi-markets in secondary education, 2012
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The primary role of the Australian Government is to support families with the costs of ECEC through
the Child Care Subsidy scheme. However, because a mixed market model is the chosen service
delivery mechanism, a derivative role for Government as a market steward to ensure sufficient
oversight and monitoring of activity in line with Government'’s objectives, exists. Other components
of the ECEC ecosystem — such as the capability of the workforce, or the relationships between ECEC
and other public services (e.g., linkages to the healthcare system) are understood to sit outside of
the ‘market’ construct and outside the scope of a market steward’s activities.

Public services accessed by
families
(e.g., education, health and disability services)
This service provision may be influenced by the Early
Years Strategy .

Formal markets
Requlated by FAL

CBDC OSHC

1.2 A market steward’s functions

Market stewardship, also referred to in the literature as ‘market shaping’ or ‘market steering’, is a
form of system stewardship that focuses on a subset of public service markets (see box 1). A market
stewardship approach yields an amount of policy lever control however is also influenced by the
system stewards design and management of other relevant policy levers such as regulatory
frameworks, quality assurance frameworks, workforce management approaches or service delivery.

Similar to a steward in a system stewardship approach, market stewards are responsible for
possessing an understanding of the policy environment and the dynamics of the market for which
they oversee (and any neighbouring or closely related markets), as well as a reasonable level of
financial literacy and commercial understanding.! The system steward retains responsibility for
detecting changes at a whole-of system level, and directing the market steward to undertake certain
activities where necessary to achieve specified policy goals.
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Where a primary focus for the market steward is to create the conditions for actors to work towards
shared objectives, rather than imposing conditions or leaving market forces to move freely,®* By
recognising the intersecting roles of the actors at various levels in the system, a market steward will
‘steer’ the market toward the system objectives by coordinating and aligning the roles and functions
of different actors.®8587

The UK Institute for Government discusses the role for a market steward in a public service context
as seeking to maintain: %

e Qutcomes for users and citizens: in terms of both price and quality.

e Effective choice (demand): ensuring sufficient funding mechanisms and detailed education and
information is available to enable consumers to make well informed decisions and purchase
services.

s Effective competition (supply): ensuring that new providers have incentives to enter the market,
that competition is vigorous (and accessibility is considered alongside the application of quality
assurance mechanisms), that incentives for providers align with the intended market outcomes,
and that the impact of providers exiting the market is minimised.

The roles of a market steward listed above could be considered as a set of guiding generic principles
that serve as a reference point for the development of market goals to be tailored in line with the
context in which they will be applied.

1.3 Components of a market stewardship approach

The Institute for Government discusses the components of stewardship in considerable detail.
Within the presented literature they are often used as a guiding point of information from which
other sources draw upon and extend the application of information to varying degrees across
differing contexts.® The components of stewardship as defined by the Institute for Government,
when considered collectively, provide a guiding framework through which a stewardship approach
can be developed, noting that the system and policy context will influence the specific approach.®
Further detail on each of the four key components is provided below:*!

*» The design of clear and well-defined goals for the system which consider both the complexity of
the system and its intended outcomes.

e The definition of roles, responsibilities, and boundaries for each actor within the system,
considering the levels of risk present.

* Monitoring, or detecting, the outcomes from policy as it is implemented by each system actor,
ensuring that progress towards defined goals is clearly assessed.

¢ Directing the system as required, through market and non-market interventions, to shape and
steer the activities occurring within system to align with the overarching goals (the design).

While a stewardship model includes the four components outlined above, it is not essential for one
central actor to be responsible for overseeing all aspects of a system. Rather, the system and policy
conditions will dictate the level of responsibility which a system steward possesses, as well as the
level of responsibility retained by other actors.

" NSW Treasury, A Cuadruple Aim for system stewardship: How can we tell If we are effective system stewards? (2021]

* Gash et al, Making public service markels work: professionalising government’s approach to commissioning and markel st iship, Institule for Goy (2013}
5 palbon et al, Stewardship Actions for Market issues in the National Disability Insurance Scheme: A review of the evidence, Evidence base (2019)

*" heedham et al, Market shaping and persanalisation in social care: A reallst synthesis of the literature, University of Birmingharm (2018)

8 Gash et al, Making public service markets work: professionalising gavernment’s approach to commissioning and market stewardship, institute for Government (20121
* Hallsworth, M, System Stewardship: The future of policy making? Working paper, Institute for Government {2011)

* aid

" ibid
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Importantly, the functions of a system steward might be shared across different system actors and
the roles and responsibilities of an actor may at times be ‘fluid’ in nature. Market stewardship
therefore requires a set of commercial/economic skills and capabilities which may be different from
the strategic policy capabilities deployed by a system steward. The role of directing actors outside of
markets is considered to lie beyond the horizon of the market steward’s remit and therefore this
responsibility remains with the system steward.

The framework provided in Figure D:2 might also reflect the scope and responsibilities of a market
steward: to design market goals, define responsibilities for different market actors, detect changes
in the market and direct market activity toward the market goals. As detailed above, a system
steward’s remit in overseeing the system as a whole as well as the inherent design of the system will
influence a market steward’s scope. A market steward plays a key role in ensuring that the market
goals and activity are aligned with the system goals. Therefore, a market steward’s scope may be
more focused in the latter two domains - detecting changes in the market (through market
monitoring) and directing market activity toward the market goals (using market interventions).

1| Design cigarand definad Ny 2| Define o 3 | Dot e of ine
T

Goals {Step 1) inform the boundares set for actors (Step 2) ;}

| Soals {Step 1) provide 3 framework for monitoning and detection (Step 3) and rationalise inftervention (Step <) >

Directing the systern actors (Steg 4) may invalva refining their scope and roles (Step 2) I

Detect how the policy is being applied Direct or steer the system towards its
adapted within the system by overarching goals, in response to the
manitoring and assessing the current findings of market monitoring activity.
activities of actors. Detection should be| Approaches may range from direct

Design clear goals with Define boundaries
consideration of the (accountabilities) for all
system and market(s) In actors within the system,
which the policy is being which reflect the system

implemented. goals and respond to risks. undertaken with reference to the intervention to developing guiding
‘ overarching system goals and principles and may result in the

in the system,

boundaries set, which determine the | redevelopment of boundaries for actors
need for intervention, ‘

Design clear goals for | Define boundaries | Detect how the policy is being applied Direct or steer the market towards its
N the market with (accountabilities) for all adapted within the market by m‘erarm‘lng goals, in response m_the
2 consideration of the actors within the market, maonitoring and assessing the current findings of market monitoring activity.

8 system goals established which reflect the market activities of actors. Detection should be | Appmachgs may range from direct
"8 by the system steward. goals and respond to risks, | undertaken with reference to the | intervention to developing guiding
; | | overarching market goals and principles and may resuit in the
;' boundaries set, which determine the | redevelopment of boundaries for actors

need for intervention. in the system.

+ Strategy design +  Minimum standards = Parformance indicators Advocacy and signalling

» Incentive schemes + Stakeholder feedback Rule making
+ Guiding principles + System effects analysis + Transparency
+ Capacity building

+ System component connections

Source: Adapted from Hallsworth et al (2011)

1.4 Activities undertaken by a market steward

The functions of a market steward in undertaking the roles described in Figure C:2 sit on a spectrum
ranging from market facilitation (least interventionalist) to market shaping/steering (moderate level
of intervention) up to direct market intervention (most interventionalist). Non-market-based
intervention approaches may supplement market intervention activities or be deployed solely,
possessing a vital role in cases of no prior success with the market-based intervention.
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Table C:1 outlines the aims of stewards in public service markets and the market interventions they
may undertake to support these.

Goals of a public service market®® Market steward(s) actions

Informed choice and decision making Increase transparency of providers within market and their

for families service offerings, e.g. publish ratings of providers.
Support the development and implementation of communication
platforms to deliver information to families.
Establish stakeholder feedback loops to drive market shaping
activities.

Sustained availability of sufficient Monitor service prices and user activity through data collection
funding and analysis.

Intervene with pricing mechanisms.

Support delivery of funding that is equitable in access.

Maintenance of effective competition Undertake market scanning and monitoring activities to
between providers understand the current players in the market as well as the
share of the market occupied by providers.
Deploy incentive schemes for providers.
Dedicated funding schemes to encourage innovation and novel
service delivery.

Removal of barriers to market entry Engage with providers and families in the market to understand

and exit contextual implications.®3
Advocate for changes across legal, ethical and administrative
realms.

Source: Adapted from Gash et al (2012) and other literature (see citations)

The rationales for implementing a stewardship model, which can be identified in publicly available
information, tend to relate to the potential for a steward to improve coordination and
connectedness of public services provision. This objective is enabled through sub-goals including
those relating to choice, access, and competition, which appear in Table D:1. While later sections of
this Appendix speak to the potential advantages of a stewardship model in practice, the
recommendations of the Aged Care Royal Commission provide a case study example of the potential
role for system stewardship in another Australian public service market (see below).

1.5 Advantages and limitations of a market stewardship approach

In certain circumstances, a market-based approach to delivering public services can be more
efficient, effective, and innovative than if the same services were delivered via a centralised
government-based approach.®® This is because markets provide families with enhanced choice for
services by encouraging competition between providers.*® This competition between providers may
result in lower costs for families as well as a greater diversity of services offered (through product
differentiation).

*L jhid,
* Gash, T, Panchamia, N, Sims, 5 & Hotson, L, Making public service markets work: professionalising government's approach to co g and market dship, Institute for
Government (2012),
" Glrlh &t al, "Dutsourcing Public Service Delivery: Management Responses in Non- compemwe Markets”, Public Adrministretion Review, (2012)
* |nstitute for Government, Public Service Markets — A practical guide <h fww B org.uk/publication/what-market-stewardship
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Where a market steward has sufficient market intelligence and capacity to influence the market, the
approach may provide a more coherent and coordinated model of managing the complexities
present in public service markets, compared to a market where there is no intervention.®® Central
governments should attempt to intervene minimally in public service markets as to limit the
influence over market activity and subsequent lost efficiency gains, however the opportunity for
government to intervene as necessary to ensure that market is directed to deliver the social policy
goals intended should exist alongside an assigned market steward role.

There remain practical limitations of a market stewardship approach. For a market stewardship
approach to be successful, timely (and likely costly) investment into resources and capabilities,
spanning across economic, commercial, and strategic policy domains is required. Additionally, a
stewardship approach requires robust, accurate and timely information to inform iterative policy
development and processes, ensuring system gaming does not arise. Further, there exists the risk
that government interventions are not sufficiently responsive to changing market conditions and

constrain the market.

Table D:2 sets out the potential advantages and limitations of a market stewardship model, with
respect to the six functions of a system steward which are adapted from the Institute of Government
(2011).°7*® The NDIS Case study provides an example of the advantages and limitations of a
stewardship model in practice, with reference to the specific features of the market and
preconditions for effective stewardship.

Stewardship functions

Advantages

Disadvantages

Assigned roles and responsibilities
for the steward

Coherent and enhanced coordination of ECEC =
system components,

Improved role satisfaction and enhanced skill
development for assigned stewards, .
Defined accountability for market

performance, improving system functioning

and responsiveness.

Administrative burden for nominated
personnel responsible for oversight of
stewards.

Requirement for assignment to the
party most suited, with potential for
inefficient or ineffective stewardship in
instances of misassignment.

Most effective assignment may be
contrary to political, legal and
administrative constraints.

Design of clear goalsto shapeand
direct market activity to align with

Enhanced capacity to satisfy overarching .
objectives of the system.

Pre-defined goals may hinder market
evolution in line with economic

the broader system and its = Market activity considered in line with broader efficiency.

objectives!® system goals such as accessibility, qualityand e If a co-steward approach is deployed,
equity. Collaborative partnership building there exists potential for discordance in
between actors within the ECEC system. achievemnent of system goals as differing

* Coordinated functioning through aligned goals are set for the various markets

performance in markets with the broader present.
system.

Regular consultation and » |dentification of market influencing factors, for »  Time and resource intensive for

engagement with actors (e.g.,
consumers, providers and other .
parties) within the market

example, supply and demand drivers.

Real time monitoring of consumer needsand =
preferences to drive chosen market
mechanisms.

Identification of opportunities for

improvement and reform in the market and
system.

assigned steward.

Market actors may feel influenced to
deliver a ‘preferred’ response during
consultations, removing the opportunity
to ascertain true preferences and needs.

* peedham et al, Market shaping and personafisation in social care; A realist synthesis of the literature, University of Birmingharm (2018)

E LT

b, M, System

Governrnent (2012)

tship: The future of policy making? W
* Gash, T, Pancharnia, N, 5ims, 5 & Hatson, L, Making public service

king paper, Institute for (2011)

wiork: professi go

's approach to commissioning and market stewardship, institute for
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Stewardship functions Advantages Disadvantages
Define ‘rules’ to shape and direct  »  Assigned responsibility to market/system = Constrains market activity by restricting
activity to align with both market actors, driving increased quality and provider and consumer behaviour,
and system goals comprehensiveness of provided services. « Potential for thin market development if
* Dedicated framework to monitor market ‘rules’ are too prescriptive.
activities against. = Potential for providers exiting and
= Support provider competition and encourage limited new provider entry if rules are
innovation. not conducive to business.
Monitoring and/or detecting * Accountability for alignment of market activity * Time and resource intensive for
activity occurring alongside a with whole of systemn objectives and assigned steward.
horizon scan to identify any functioning. e |f steward not appropriately
emerging issues within the market e  Reliable and informed data collection. skilled/supported, then exists potential
* Improvement and investment opportunity for incomplete identification of issues
identification. present and/or emerging.
Development of marketand non- e  |Improved market performance. s Dependent on deployed mechanism,
market mechanisms to * Rapid address of identified issues exists potential for market activity
direct activity, as required, to align present/arising. uncertainty to arise.
with specified goals and ‘rules’ * Achievement of defined market and system  «  Potential for thin market development if
goals. ‘rules’ are too prescriptive.
* Reduced likelihood of long periods of « Potential for provider exiting and limited
inactivity, which can result in market new provider entry.

inefficiency and potential failures.*®

Notes: (a) While the literature does not stipulate that a market steward'’s role involves the formation of clear and defined
goals, a market steward may develop market-level goals which map to the system objectives as part of a market
monitoring framework.

1.7 Implementing a market stewardship approach

Market stewardship offers a solution to balance market intervention and system responsiveness by
positioning a key agency to support policy implementation and address complex problems as they
arise. However, for a market stewardship approach to be effective (i.e., for a market steward to be
able to perform the aspects of their role competently), a set of supporting conditions is required.

Table D:3 summarises the available literature surrounding the practical implementation of a market
stewardship approach and provides a framework to articulate the circumstances in which a
stewardship model may or may not be feasible. While the stewardship functions might be shared by
several system actors in a co-stewardship model the complete set of supporting conditions as listed
in Table D:3 must exist to ensure a stewardship model is feasible.

Necessary conditions Implications

A defined market ¥ The public service market should be appropriately distinguished from
A current or emerging public the broader system which is supports.

service market requiring v" The rationale for a market steward should stem from a clear set of
activity oversight exists. market goals, which can be derived through review of the broader

aims of the system that houses the market, market data analysis, and
consultation with actors within the broader system.

= Gash et al, Making public service markets work: professionalising government's approach to commissioning and market stewardship, Institute for Government (2012)
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Necessary conditions Implications

Coordination, not control ¥ The market steward’s scope and responsibilities must be clearly
Understanding that a defined, and appropriately distinguished from the system steward's
stewardship approach does not scope and responsibilities.

involve exerting direct control v The market steward must recognise that it does not directly
over service provision. control service provision, but rather uses mechanisms to direct

activity within the market to support providers to deliver services.

Well-defined ¥ The agencies most suited to undertaking each stewardship function

responsibilities must be identified. Clear responsibilities must be assigned with

Capacity to meticulously reference to each market actor’s capabilities (across domains

identify and assign roles and including economic, financial, and subject matter expertise and

responsibilities to market practical experience). Consideration of the accountability

steward(s). requirements associated with assigned roles and responsibilities must
also be given as to reduce potential for uncertainty.

Market monitoring v Sufficient data collection infrastructure and analysis capability

Adequate market monitoring (such as data collection and reporting systems, stakeholder

tools are required to inform the consultation capacity and education and training in data analysis) is

steward(s) activities. required to support the collection and analysis of information about the
market and to inform market steering activity.

Capacity to steward v Once a steward is identified, it is critical to ensure the agency has

Embedded interconnected sufficient capability, knowledge and networks to allow it to

support networks to build comprehensively act as a steward.

capacity and capability in
assigned market steward(s).

Source: Adapted from Hallsworth (2011), Gash et al (2012), %0 10!

1.8 Alternative and supporting approaches to market stewardship

Market stewardship can be considered as distinct from other theories and approaches that direct
the leadership and operations of public service markets. However, there also exists opportunity to
integrate components of present operating approaches with the principles of market stewardship.

For instance, a commissioning model allows the market steward to directly intervene to address
market failures. In some markets, governments may take a co-stewardship approach, recognising
that not all market functions can be centrally coordinated. The principles of systems leadership and
human learning systems can provide a framework to navigate shared responsibilities. These
opportunities are discussed in further detail below.

Commissioning

Commissioning is the process of assessing user need, designing the required services, and acquiring
or developing the mechanism to deliver the services.'® This is considered a more interventionalist
option than a market stewardship approach. Where a commissioning model involves specifically
designing services to meet user needs, a stewardship model shapes or incentivises actors to deliver a
market solution to user needs.

™ Hallsworth, M, System Stewardship: The future of palicy making? Warking paper, for {2011)
1°% Gash et al, Making public service markets work: professionalising government's approach to commissioning and marke! s dship, Institule for nt (20132}
92 Gash et al, Making public service markets work: professionallsing government's approach to commissioning and market stewardship, Institute for Government (2012)
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Commissioning can be understood as a tool available for use by a system and/or market steward to
supplement activities and address identified market failures. Alternatively, a commissioning
approach may be deployed instead of a market approach where it is more efficient or effective to do
so with regard to the social policy objectives Government is seeking to achieve. For example, a
market or system steward may commission service provision in thin markets. A commissioning
model may involve interaction between the public sector, consumers and in some contexts, private
and non-government organisations, to enable solutions to market failure.’®

Co-stewardship

A co-stewardship model involves the allocation of specific responsibilities across different system
actors.'® This may be appropriate in circumstances where a single steward is unable to undertake
the entirety of functions required or where there are specific market structures which limit the
opportunity for a single steward to take on all responsibilities within a market. A co-stewardship
approach can enable comprehensive coverage of the markets through a clear delineation of roles
and responsibilities.'® However, potential limitations of this approach include a higher
administrative burden associated with the coordination of multiple stewards, as well as the risk of
discordance within the system due to stewards possessing a level of autonomy over the
management of activities in their assigned markets.

Systems leadership

Systems leadership, built on concepts of systems thinking, is considered a collective approach to
leadership, whereby the responsibility for enacting change is placed not on a single individual but on
multiple leaders across all levels within related systems. Systems leadership involves a set of values
and a specified way of thinking about the role of leadership within a system. Rather than possessing
a specific set of technical skills, systems leaders play a larger role in identifying others within systems
more suitable to action necessary changes. This approach reflects the principle that public services
can be enhanced in quality and efficiency when component parts of related systems interact and
intersect.'® The literature notes that systems leadership is a particularly effective in managing
volatility, uncertainty, and complexity, especially when considered against traditional linear
problem-solving approaches.®’

Unlike market stewardship, systems leadership is not a targeted effort to establish goals and
simultaneously develop a playbook of methods and tools that guide activity towards goal
achievement within a single market. But rather, the approach is a way of directing individual leaders
to holistically think about their approach to leadership in the system and to cross organisational
boundaries and influence change across parts of multiple systems. There exist opportunities for the
fundamental guiding principles of systems leadership to be incorporated within market stewardship,
grounding the approach in proven effective theory, and strengthening outcome potential.

Human learning systems

The Human Learning Systems (HLS) approach, through responsive and adaptive mechanisms
grounded in acknowledgement of the complexities in a system, seeks to develop methods that are
responsive to the needs of people accessing public services.'® HLS offers under an overarching
framework informed by complexity informed management theory, a comman language and

10y Treasury, Palicy & Guidelines Poper, NSW Government G ; g and contestability pohicy, (2016)

B Hallsworth, M, System Stewardship: Tha future of policy making? Warking paper, instifute for Government (2011)

i |hoid,

1% Ghate, D, Lewls, J, bourn, (3, Systems | hip: ex | hip for exceptional times, The Cole Centre (2013)
B Ghate, O, Lewls, |, Welbaurn, D, Systems leadership: exc | leadarship for excep | times, The Colebrooke Centre (2013)

™ | owe et al, New development: responding to complexity in public services — the human learning systems approach, Public Maney & Monogement (2020)
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approach that can be shared among both public and non-public sectors.'® There are three core
components of an HLS approach:

¢ The human element which emphasises the importance of embedding within the system
approaches that capture the needs of the people to which it was designed to benefit.

* The learning element that recognises the essential need for learning to be a central focus of
management with frequent experimentation to respond to identified problems and solve future
issues.

¢ The system element which pertains to the notion of incorporating ‘system stewardship’ to
ensure the efficient and effective organisation of the system to generate outcomes that satisfy
specific goals.

A market stewardship approach uses market monitoring to inform the allocation of roles and
responsibilities among market actors. Similarly, the HLS model recognises the importance of
adopting an interactive assessment and solution implementation response to market issues, to
support market operations and achieve system goals. A key difference is that a market stewardship
approach does not emphasise the importance of embedding learning opportunities for the leaders
of the public service market to equip them with the capabilities to learn and respond to issues as
they arise in meaningful and pragmatic ways. As such, there may be opportunity integrate principles
of HLS to strengthen a market stewardship approach.

7 | owe ot al, New development: responding to complexity in public services - the human learning systems approach, Fublic Money & Management (2020}
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Appendix E: International approaches to market management

This Appendix presents international examples of different approaches to market management,
which provide a point of comparison for Australia’s market management approach and system
outcomes. In turn, these points of comparison provide one input into the development of the
opportunities presented in Chapter 3 of the Strategy. There are four dimensions explored in detail:
funding model design, market regulation, expenditure, and administration.'?

1.1 Funding model design

Countries differ substantially based on the scope of universal access to ECEC and the extent to
which government support is means-tested. Typically, universal access is provided for preschool
equivalent services, while government support for child care tends to be means-tested. Countries
like France and Iceland rely heavily on universal support for children aged 3-4. In France, all children
can access 24 hours of preschool per week for free, while in Iceland substantial subsidies cover the
majority of preschool costs for all children.

In contrast, the United Kingdom (UK) uses a mix of some universal demand side subsidies and
targeted support for children from low-income families.!'* All British families can receive fifteen
hours of free ECEC a week for children aged 3 to 4.1*2 However, only low-income families can access
additional entitlements including an additional 15 hours of fifteen hours of free ECEC for children
aged 3 and 4, 15 free hours ECEC for children aged 2 and a means tested ECEC subsidy.***

As shown in Table E.1, Australia also uses a combination of universal and means-tested support,
with 15 hours of funded preschool available for 4-year-olds and an income-dependent childcare
subsidy.

Table E.1; Funding model design for children aged 3-5

Country Age 0-2 Age 3 Age 4 Age 5
Australia e Care types funded e Care types funded 15 hours (universal 15 hours (universal
under the CCS under the CCS access) funded access) funded
(means-tested) {means-tested) under the PRA under the PRA
e Care types funded ® Care types funded
under the CCS under the CCS
(means-tested) (means-tested)
United ® 15 hours (mean-  ® 15 hours (universal ® 15 hours (universal e Children start
Kingdom  tasted) for children  access) access) school.
aged 2 ® 15 hours (means- @15 hours (means-
y d :
e Subsidies from the » tses;e‘c:{‘subfsldy)th = tses{:e.d‘subrsmy)th
SHUAIRERE ubsidies from the ubsidies from the
(means-tested) Government Government
(means-tested) (means-tested)
10 productivity G ! iix G ional approaches: Child care and early learning,” (2015) <https://www.pc gov.au/inquiries/completed/child carefreport>.

ERT
u2 rb”
U3 htios fipest.parliament. Uk/resaanch-briefings/post-on-0649/
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New ® Subsidies from the ® 20 hours ages 3-5 ® 20 hours ages 3-5 ® 20 hours ages 3-5
Zealand Government (universal access) (universal access) (universal access)
(means-tested) e Subsidies from the e Subsidies from the e Subsidies from the
Government Government Government
(means-tested) (means-tested) (means-tested)
Ontario e Subsidies from the e Subsidies from ® 30 hours (universal  ® 30 hours (universal
(Canada)  provincial provincial access) access)
government government ® Subsidies from the e Subsidies from the
(means-tested) (means-tested) provincial provindal
® $10-a-day child ® $10-a-day child government (means-  government
care (by 2026) care (by 2026) tested) (means-tested)
France » Subsidies from ® 24 hours (universal 24 hours (universal  ® 24 hours (universal
local authorities access) access) access)
(means-tested)
Iceland ® Subsidies from ® Subsidies from @ Subsidies from ® Subsidies from

municipalities
(some means-
testing)

municipalities
(some means-
testing)

municipalities (some
means-testing)

municipalities (some
means-testing)

1.2 Market regulation

While some governments depend on child care markets to deliver ECEC, others provide services
directly. Market driven systems are typified by private provision and less taxpayer funding.** On this
side of the spectrum are countries such as the UK. In the UK, over 61% of group-based providers are
private, with public provision largely targeted to low-income families.!'® Private provision is
particularly dominant amongst services offered to children aged 0-3, with only one third of 3-year-
olds receiving care from public providers.**¢

On the other side of the spectrum, countries such as France and Sweden do not rely on private
markets to deliver ECEC services and instead provide them directly. Children in France are entitled to
attend preschool from at ages 3 to 5 and their ECEC system is characterised by universal access,
government provision and free-of-charge schooling.*'” Preschools are owned and managed by
French municipalities with staff paid by the French Government.

As shown in Table E.2, Australia relies substantially on the market to deliver ECEC places, particularly
to younger children. As such, its ECEC system is more similar to the UK’s than to ECEC delivery in

France or Iceland.

Country Degree of privatisation
Age3 Age 4 Age 5
Australia Medium Medium Low
United Kingdom High Medium In school
New Zealand Medium Medium Low
M praductivity C dix G Child care and early learning,' (2015) <https://www.pc.gov.aufingulries/completed /child carefreport>

s Depam'nrn't of Education, 'SI.II'Ve\! of Child care and Eiﬂ\' \"uf Prwld-en Malrl Summarv, England, 2019, {2019)

<https://assets. publishing.sarvice gov.uk/| fsystem)/ / nent_data/file/1039533/Survey_of Child

care_and_Early_Years_Providers_2019 revh'.ed Dec_ 2021 pdf>.

11 https://post.parliament, uh!mmmh-bﬁeﬁnss!poﬂ pn-0649/

37 productivity Commissi p G | approaches: Child care and early learning,’ (2015) <https://www.pc gov.au/inquiries/completed/child carefireport>.
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Canada High Medium Low
France Extremely low Extremely Low Extremely Low
Iceland Low Low Extremely Low

Australia — Private-for-profit providers now account for 50 per cent of ECEC service ownership, with
just 11% provided directly by government and the remaining 39 per cent by not-for-profit
services.!®

UK - Large private-for-profit chains provide 53 per cent of places in the UK childcare market. Only 7
per cent of places are delivered by not-for-profit providers. In England, only 14 per cent of eligible 2-
year-olds and 35 per cent of 3-year-olds and attended public ECEC services, compared to 78 per cent
of 4-year-olds.**?

NZ - In 2018, 69 per cent of all ECEC centres were privately owned. '

Canada - The portion of provision that is private varies enormously across the country —
Newfoundland and Labrador 70 per cent of regulated childcare spaces are for-profit, but in Quebec
that figure is only 20 per cent.!?

France — In France, all 3-5-year-olds must attend public preschools.
Iceland —Most ECEC services (83 per cent of centres and enrolments) are provided publicly by
municipalities.'?* There are also a few private preschools (owned and operated by not-profit
organisations or limited companies).

122

Case study

Market regulation in Canada

Prior to the introduction of a national plan in 2021, Ontario had a market system, characterised by
high levels of private provision, a lack of price controls and few taxpayer subsidies. Despite efforts
to promote competition among providers, Ontario consistently had some of the highest child care
fees in the country. In contrast, the provincial government of Quebec engaged in high levels of

direct provision, price regulation and subsidisation. In 2021, the Federal Government of Canada
announced the introduction of a national ECEC system based on the Quebec maodel, reflecting
Quebec’s success in achieving its market goals of affordability and access. The differing levels of
market intervention adopted by these provincial governments may inform the approaches
considered by the department in ECEC. In particular, the department may consider how these
models balance the objectives of affordability, access and fiscal sustainability.

1.3 Expenditure

The degree to which governments across the globe financially support their ECEC sector varies
significantly. In 2018, total public spending expenditure on ECEC exceeded one percent of GDP in
Estonia (1.07), Chile (1.0) and the Nordic countries, including Iceland (1.57).12* By comparison,
governments in countries like UK (0.25) spent less than 0.5 per cent of their GDP.1%*

U patt Grudnoff, ‘Economic Benefits of ECEC in Australia’ (2022) Centre for Future of Work at the Australia Institute (Canberra, &ustrallal

1% pepartment of Education, ‘Education provision: children under 5 years of age, January 2019° (2019) <https://www.gov.uk/g: istics/educati hildren-under-
S-years-of-age-january-2019>,
13 Turning The Tide on Private Profit-Focused Provision In Early Childhood Edi

21 Early Childhood Education and Care in Canads, 2019 by Childcare Resource and Research Unit, 2021
122 https:/fwww.oecd org/education/school/[ECECMN-France.pdf

123 https://education- prul“les org/europe-and- non‘hern ame(lcaﬂceland!"non state-actors-in-education
1 https://data oecd org/edur & /educati g indlcator-chart

I https://data oecd. d e/feduc pending htm#tindicator-chart
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As shown in Chart E.1, Australia’s ECEC spend was estimated at 0.37 per cent of GDP, substantially
below OECD average of 0.71 per cent.?

United Kingdom | 0.25%
Australia [N 0.37%
New Zealand I 0.65%
France I 0.69%
OECD average I 0.71%
leeland B T e P e S e TSR | ], 57%

Source: OECD, 2018

In countries where public expenditure on ECEC is low, private spending generally makes up a larger
share of total ECEC expenditure (Chart E.2). For example, the UK has both the lowest public
expenditure on ECEC as a percentage of GDP (only 0.25 per cent) and the highest share of private
expenditure (40 per cent of total expenditure). However, this principle does not hold true in all cases
— for instance, public expenditure on ECEC in Iceland is nearly double that of France, but France has
a lower share of private spending (only 7 per cent of total expenditure, compared to Iceland’s 12 per
cent). This reflects that private and total spending in Iceland on ECEC is significantly larger than such
spending in France.

Australia has a relatively high share of private spending on ECEC; 35 per cent of total expenditure is
private.’?” This is well above the OECD average of 17 per cent.

United Kingdom
Australia

New Zealand
QECD average

Iceland

B Public ® Private

Source: OECD, 2018

126 peens:f/data.cecd org/ed /educati i b i hart
17 OECD, *Spending on education’ (2018) <https://data.cecd org/eduresource/private-spending | htmétindi chart>.
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1.4 Administration

Countries differ in how their ECEC systems are organised and administered, including whether the
system is centralised at a federal national level. Only about half of the OECD countries have
federally nationally centralised ECEC services, whereby there is an administrative authority in charge
of the whole ECEC system. One example of an ECEC sector with minimal central national
government oversight is Canada. In Canada, child care is primarily the responsibility of provincial and
territorial governments. For more information, see the case study on Canada.

In contrast, New Zealand has a centralised ECEC system, whereby the Ministry of Education—a
federal national body — acts as a market steward for the entire sector.

Case study

New Zealand’s stewardship approach

The Ministry of Education in New Zealand (the Ministry) transitioned to a system stewardship
approach in 2013/2014, following recognition of the enhanced educational achievements
possible with the deployment of a whole-of-system approach. A specific vision and set of
overarching objectives for the education system guide the Ministry’s stewardship approach,
with the Ministry responsible for a wide range of functions spanning from management of
infrastructure that delivers the education services to holding the responsibility for
implementation of legislative and regulatory control mechanisms to re-direct activity if
risk/adverse activity is identified.

The Ministry’s experience with stewardship in an education system context provides a
reference point to support the development of a stewardship model that is cognisant of the
realm of stewardship function possibilities and may assist the consideration of the scope of a
steward’s remit in the Australian ECEC sector.

1.5 Outcomes in the ECEC sector

The degree and type of government involvement in ECEC—for example funding model design,
market regulation, expenditure, and administration—shape the sector, influencing outcomes such as
child care costs and enrolment levels.

Child care costs

Child care costs relative to the average national wage vary considerably across the globe (Chart E.3).
In Australia, child care costs make up 32 per cent of the average wage, more than double OECD
average of 15 per cent. Australia has a similar level of costs to the UK (28 per cent) and NZ (36 per
cent), but far higher costs than France (13 per cent) or Iceland (5 per cent).*?® Child care costs appear
to be higher in ECEC markets where there is a lot of private provision and little public expenditure.
Public provision allows for governments to limit price-gouging by for-profit businesses, while public
expenditure can heavily subsidise necessary ECEC costs.

128 DECD Data, ‘Net childcare costs’ (2020) <https://data.oecd org/benwage/net-childcare-costs htms>.
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36%
32%
28%
22%
1
2% 13%
I I -

New Zealand Australia  United Kingdom Canada QECD average France Iceland

Source: OECD, 2018

Case Study
United Kingdom and ECEC affordability
The Australian ECEC sector has many structural similarities to the UK sector, including:
e the use of markets to deliver ECEC services
® 3 universal entitlement to 15 hours of ECEC
s targeted support for disadvantaged families
» below-OECD-average public spending on ECEC
= similar levels of private expenditure — 60 per cent of total expenditure in the UK, 65 per
cent in Australia.

Over the past decade, ECEC costs for families in the UK have risen significantly, undermining the
affordability of the sector.'® Today, child care costs make up 28 per cent of the average income
in the UK—well-above the OECD average of 17 per cent. This cost likely underestimates the
additional payments made by families for extended hours and add-ons.

The UK Government’s ECEC policy has created distortionary incentives that undermine
objectives of affordability and equity including incentives for private-for-profit providers to:**°
* Deny access to families only seeking funded early education for their children. Some
providers have begun charging top-up fees for universal and extended hours.
Require upfront fee payments from families seeking care above the funded entitlement
for 2-, 3- and 4-year-olds and families with younger children receiving Tax-Free Child care
and Universal Credit.
Continually increase child care fees for extra hours, significantly above the rate of
inflation.

Providers have also argued that they receive insufficient funds from Government to make their
services financially sustainable®*’. In June 2021, an investigation by the Early Years Alliance
highlighted that the UK Department of Education is aware that its child care subsidies do not
cover providers’ costs.'*” This has encouraged ECEC providers to increase the price of extra

% Megan Jarvie, Sam Shorto and Hannah Parlett, ‘Childcare survey’ (2021) Coram Family and Childcare hitos://www.familyandchildcaretrust org/childcare-survey-2021-0
130 Eva Lloyd, "Ensuring fairer access to early years an childcare provision after the COVID-19 lockdown’ (2020) Nuffield Foundation
ittps:/fwww. nuffieldfoundation.org/news/opinion/ensuring-fairer-access-early-years-provision-after-covid-19-lockdown
131 Eya Lloyd, "Why the UK childcare system is at breaking point’ (2021) The C ion hitps://theconversation.com/why-the-uk-childcore-system-is-at-breaking-point-168151
32 pachel Lawler, ‘New data shows ministers knew early years was underfunded’ (2021) early years alliance https.//www.evalliance.org. uk/news/2021/06/new-data-shows-ministers-
knew-garly-vears-was-underfunded
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hour services and charge additional fees for other services (e.g., lunches and outings for

children).

Not only is the structure of Australia’s ECEC sector similar to that of the UK, Australia’s child
care costs (relative to the average wage) are also far above OECD average. As such, the UK's
pursuit of affordability in its ECEC sector provides a useful case study for the department.

1.6 Enrolment levels

While most of the countries considered have at least 95 per cent participation in ECEC at age 5,
there is far more variation in enrolment in ages 3-4. Australia notably underperforms in terms of
participation for 3-year-old children—only 66 per cent of 3-year-olds in Australia are enrolled in
ECEC compared to an average of 77 per cent across the OECD (Chart E.4).

Countries with high ECEC enrolment rates, such as France and Iceland, are typified by a high degree
of universal service provision and low child care costs. This reflects both that cost can act as a major
barrier to accessing ECEC and that universal programs shift societal norms towards attending early

childhood education.

100% 100% 96% 96% 97% 999 100% 100%
I I“! I I ‘
P g I
I il !l-"
Age 3 Age 5

mOECD average mUnited Kingdom mIceland wNewZealand wAustralia = France

Source: OECD, 2019

Note: At age 5, children from the UK start school. In Australia, NZ and Canada, 5-year-olds have the option of enrolling in
school. In Iceland and France, 5-year-olds can only attend preschool.
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Appendix F: Stewardship case studies

This Appendix provides a series of case studies on domestic and international examples of
stewardship. The domestic examples examine public service markets that are similar to ECEC,
including the NDIS, aged care and Vocational Education and Training (VET) systems. The
international examples examine the ECEC markets in New Zealand, Canada and the UK. These case
studies aim to identify key enablers and barriers to successful stewardship and draw out implications
that may be relevant to the department. In doing so, the Appendix provides an input into Chapter 4
of the Strategy.

1.1 Key findings from Australian case studies

In Australian public service markets, concepts of stewardship have guided policy reforms in the care
sectors — with a stewardship model applied by the NDIA in their oversight of the NDIS market and
proposed as a potential approach in the Aged Care system as part of the Royal Commission
Recommendations. These examples of stewardship models in other Australian public service
markets can inform a set of practical considerations for developing and communicating the
rationale, scope and responsibilities of the department as an ECEC Market Steward.

The Australian market for VET can be understood as a model of co-stewardship, with different actors
having different responsibilities for relatively discrete components of the market. For example, the
Australian Skills Quality Authority plays a role in quality management in the VET market, similar to
the role ACECQA plays in the ECEC market. The Skills Organisations groupings oversee industry
inputs into VET curricula, and the Department of Employment and Workplace Relations, through the
NSC, plays a role in market monitoring and data stewardship. The NSC's function also informs the
design and implementation of policy by both Australian Government and state and territory
governments and informs how these governments work together to ‘shape’ the market.

The NDIS

The NDIS was developed in response to the 2011 Productivity Commission’s Disability Care and
Support report, which found that people with a disability were not being provided with adequate
choice over the supports they received and were regularly missing out on essential disability
services, '

Under the choice-of-provider model of the NDIS, people with a disability are allocated funding,
which is tailored to their individual needs and self-directed aims.* Individuals use the funding to
purchase the services that best suit their needs.!*® Such services include support for daily activities,
mobility and communication supports and help with finding employment. Disability supports are
delivered by a wide array of service providers including large companies, charities, not-for-profits
and sole traders.'*

All Australian governments, including state and territory governments and the Australian
Government, contribute to the funding and governance of the NDIS.

W praductivity Commission, Inauiry repart on Disability Care and Support {2011) < httpsi//www.pe.gov.au/inquiries/completeddisability-suppart/repart>
% Malbon, E., Reeders, 0., Carey, G., and Manolin, & Stewardship Actions for Market ssuesin the National Disability Insurance Scheme: A Review of the Bvidence {2019}
<https:/www.researchgate.net/publication/344021923_Stewardship_actions_for_Market_issues_in_the_National_Disabllity_Insurance_Scheme A_Review_of_the_Evidence>

15 1S, What 1s 4 service provider? (2018) <htipsy//www.ndis.gov.au/paricipants/working-providers/what-service-providers.
196
Ibid.
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The Australian Government provides just over half of all NDIS funding with state and territory
governments responsible for the rest.’* The Australian Government Minister for the NDIS, with
agreement from state and territory ministers, is tasked with exercising the statutory powers of the
NDIS Act (2019), which include the duty to make NDIS rules and direct the NDIA. NDIS policy
decisions are made by National Cabinet and the NDIS is regulated by the NDIS Quality and
Safeguards Commission.

The NDIA, an independent statutory agency, acts as a steward for the NDIS market. The core
responsibilities of the NDIA are to provide individualised plans and funding for people with a
disability and to coordinate services bookings, payments, and access to plans for providers.!8 The
NDIA's stated role is to support “an efficient and sustainable marketplace through maintaining a
diverse and competitive range of suppliers who are able to meet the structural changes created by a
consumer driver market.”®

The NDIS was designed with a market stewardship approach in mind, because it is a complex system
of quasi-markets that, if left to operate without supervision, would be prone to market failure.**
This market failure would restrict the availability of multiple, competing providers, particularly for
people in remote areas or with complex needs.’**2 Hence, as the market steward, the NDIA seeks
to improve access to services by giving families control and choice between an array of providers,*®
It also supports equity by intervening in instances of under provision. ***

The NDIA was tasked with intervening in the NDIS market in three main ways:

¢ Monitoring the day-to-day operation of the NDIS to evaluate whether the marketplace is
achieving its outcomes and informing intervention.
Facilitating the market through interventions to support market competition and diversity.
Commissioning the provision of services to ameliorate significant market gaps and to manage
risk.

Some of the specific market activities undertaken by the NDIA could provide a point of reference for
a steward in the Australian ECEC market. These activities include undertaking pricing reviews,
publishing market intelligence to facilitate competition between suppliers, enabling dialogue
between industry and families to shape the market, establishing a provider benchmarking model,
and establishing market monitoring. The NDIA has also published a NDIS Market Approach
(Statement of Opportunity and Intent), which articulates its approach to market stewardship.

The Market Approach also commits the NDIA to selecting market interventions on the following
basis:

¢ Interventions should be selected with a view to minimising unnecessary disruption to the
market

* Anintervention should be limited to the shortest effective period of time possible

¢ Options available for market intervention range from light touch to highly interventionist

' parllament of Australia, Natlonal Disability Insurance Scheme: a quick guide (2022)
<https:ffwww.aph.gov.au/About_Parliament/Pariamentary_Departments/Parlamentary_Library/pubs/rp/rp2123/Quick_Guides/NationalDisabilitylnsuranceSchemes.

P8 NDis Quality and Safeguards Commilssion, What we da (2022) < httpsy//www.niiscommission gov.aufabout/whal -we-do>

1 NDIS Market Approach, Statement of Opportunity and Intent 2016

8 Reeders, D, Carey, G., Malbon, E., Dickinson, H, Gilchrist, D, Duff G., Chand., 5., Kavanagh, A. & Alexander, D. Market Capacity Framework, Centre for Social Impact (2019)
<https: fwww.coeduau/media/Markel_Capacity_Final pdf>.

4 Carey, 3, Market stewardship: goals, roles aren't anough —what interventions can officials make?, the Mandarin (2018) <htips://www themandarin.com.au/SB391-market.
stewardship-goals-roles-arent-gnough-what-interventions-can-officials-make/s,

i "Jd

2 NDIS Market Approach, Statement of Opportunity and Intent (2016)

4 tbid.
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« Specific decisions on which particular intervention to implement will be determined based on
the specific circumstances (considering factors such as risk to participants and time available for
response)

The NDIA's interventions in the market were designed to evolve over time as the market matures.
During the initial transition to the NDIS, the NDIA was expected to have an active role in developing
the market, engaging in high levels of monitoring, facilitating and commissioning.'*® Over the longer
term, the NDIA is expected to have a lighter touch over the market, strongly reducing the extent to
which it directly sources supports.**® While the NDIA was responsible for setting the price of
supports during the rapid ramp up of the NDIS, it is envisaged that prices will eventually be
deregulated as the market matures in size, quality and innovation.'"’

By facilitating competition among providers and commissioning services directly, the NDIA supports
market goals of accessibility, quality, and equity. Effectively, it ensures the market is in the best
position to provide all participants with access to adequate disability support and, in instances
where this support is still sub-par, commissions quality services directly. The NDIA facilitates the
market goals of system connectedness through extensive information sharing and enabling a
dialogue between families and providers. As most NDIS participants face fixed prices set externally
by NDIS actuaries, the NDIA has limited control over the goals of affordability and system
sustainability.

Some practical challenges have limited the capability of the NDIA as a market steward and can be
used to identify potential risks for an ECEC market steward. =015 These challenges include an
unclear scope of the market steward (including its role in thin markets as a provider of last resort),
information gaps in the NDIS market which have restricted market monitoring capability and market
features such as fixed pricing which limit the interventions available to the steward. 12515815

The NDIA’s stewardship role commenced at the same time as the NDIS market was conceived. While
an ECEC market steward would not operate in this context, the NDIA’s experience navigating a
context of low participant readiness, low workforce readiness and low service provider readiness
reiterates the need to develop a stewardship model that is cognisant of the market’'s context and
the capabilities of its actors.

Key implications which can be drawn from the NDIS model in the ECEC market are that:

* The scope and responsibilities of the market steward must be clearly defined and distinguished
from other players in the sector (e.g., state governments, Department of Social Services)

¢ The market steward must have the ability to coordinate information sharing in the sector,
ensuring that providers and participants have access to key information on supply gaps,
demand, guality and pricing

145 jaint Standing Commttee on the National Disability Insurance Scheme (2017) <htips://agedcare. rayalcommissinn.goy,au/system/files/2020-06/RC0.95999.0195 0004, pdfs
5 |,

17

8 Carey, G. Market stewardship: goals, roles aren't enough - what interventions can officials make?, the Mandarin (2018) <https://www,themandarin.com,au/9899 1-market-
stewardship-goals-roles-arent-enough-what-interventions-can-officials-make />,

% jgint Standing Cr ittes on the National D y Insurance Scheme, Market readiness for provision of services under the NDIS (2018)
<https:/fwww.nds.orgaufimages/files/ISC_on_the_NDIS-Market_Readiness.pdf>,
B0 mint Standing G on the b | Disabllity Insurance Scheme, Market readiness for provision of services under the NDIS (2018)

<httpsy/ fwww.nds.argau/images/files/ISC_on_the_NDIS-Market_Readinesspdfs.

4 Malbon et al, (2015)

181 Carey, . Market stewardship: goals, roles aren’t enaugh —what interventions can afficials make?, the Mandarnin (2018) <https:/fwww.themandann.com au/98991-market-
stewardship-goals-rales-arent-enough-what-interventions-can-officials-make/>.

1 oint Standing Ci I on the National Disabifity Insurance Scheme, Market readiness for provision of services under the NDIS (2018)
<hbtpsf/www.nds.arg.aufimages/files/)SC_on_the_NDIS-Market_Readiness pdfs.
4 jaint ding Comm) on the National Disability Insurance Scheme, Market readiness for pravision of services under the NDIS (2018)

<httpsy/fwww.nds.org.aufimages/files/ISC_on_the_NDIS-Market_Readiness.pdf>,
155 Malbon et al. (2019)
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* The steward must have the tools needed to regulate the market and achieve its market
objectives (e.g., if a key objective is affordability, the steward must have authority over prices).

The role of a system steward in Australian Aged Care

The Royal Commission into Aged Care Quality and Safety was established in 2018. Following
extensive evaluation, the Commissioners provided 148 recommendations to guide reform of the
aged care system. *%%57 The Commission’s final report, ‘Care, Dignity and Respect’, identified a series
of major issues in the system, which included:

* |Insufficient and poorly coordinated information provision to support people in navigating the
Australian aged care system

* Inequitable access to services across system, such as a lack of access for older Australians who
also have a disability and require supports via the NDIS

» Poor access and low provision of services for consumers located within rural and regional areas.

* Adherence to a ‘one-size-fits-all’ approach despite an acknowledgement of the need to support
flexibility and differentiation in service delivery to meet the differing needs of a diverse set of
Australians at various points in time

s Limited active consumer engagement with poor integration of consumer preferences and needs
within service delivery models

s Rapid expansion of providers with poor oversight and regulatory scrutiny

e Sub-standard quality of care provision, reflecting systemic issues including poor governance
frameworks, absence of system leadership and variable provider behaviour

In addition to the directions for reform, the Commissioners recommended that the Department of
Health and Aged Care adopt a stewardship approach to strengthen the communication and
coordination between governments, consumers, and providers and subsequently the functioning of
markets within the Australian aged care system.®

The objectives of a proposed aged care system steward reflect some of the ECEC system objectives
which might be a focus of an ECEC system steward. The challenges listed above reflect the desire to
achieve outcomes relating to quality, access (including by enabling market competition and diversity
of provision), and integration with other public services.

The Royal Commission’s recommendation that a stewardship model be adopted suggests that there
exists opportunity to address the issues identified in the aged care system with meaningful
sustainable solutions grounded in responsiveness to consumer preferences and needs. This
recommendation supports the notion that a steward, or collection of stewards (via a
‘co--stewardship’ approach), with assigned roles and responsibilities, and structured monitoring
framewaorks, can play a role in implementing mechanisms and directing market activity to ensure
alignment with the objectives of the system reform.

The exact configuration of a stewardship approach in the aged care system is still being developed.
However, the Australian Government has already deployed several mechanisms that demonstrate
aspects of a market stewardship approach. For example, under one of the five pillars of reform
‘Residential aged care services and sustainability’, the Australian Government pledged commitment
to improving choice for senior Australians through a more innovative and resilient model’.

" Royal Commission [nlo Aged Care Cuality and Safety, Final Re

port Volume 1, Australion Gevernment (2021)

157 wWalkhardt, N, Better govt stewardship key to succassiul relorm: opinkan, Australion Ageing Agenda (2021)
' fgyal Commission Inlo Aged Care Quality and Safety, Final Repart Valume 1, Australion Government (2021}
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Considering the reform activity completed in line with the components of stewardship, it is apparent
that component one of the stewardship functions — the design of clear and well-defined goals -
occurred as part of the report finalisation following the Royal Commission. The second component —
definition of roles, responsibilities, and boundaries for actors within the system —is still in progress.
Moving forward, the steward(s) will transition into the monitoring/detection and directing phases,
guiding market activity to ensure satisfaction of set goals and guaranteeing sustainable reform.

Given the inherent similarities that exist between the aged care system and the Australian ECEC
system, there is opportunity to leverage the Royal Commission’s recommendations to both support
the deployment of and shape the stewardship approach in the ECEC sector, noting that the aged
care stewardship approach has yet to be finalised and its effectiveness is still untested.

Co-stewardship in Australian Vocational Education and Training (VET) markets

The VET market comprises of a diverse set of providers and is managed and regulated across a
complex network of regulatory bodies, at both state and Australian Government levels, each with
different functions shared across the system. For instance:

& Provider quality assurance is primarily the focus of the ASQA and the state authorities in Victoria
and Western Australia

¢ Training curricula are developed by a network of Industry Reference Committee (IRCs), Skills
Service Organisations (SSOs) and the Australian Industry and Skills Committee (AISC)

» Student data is collected by multiple agencies, with the National Centre for Vocational Education
and Research (NCVER), the primary body accountable for holding data on measures of student
activity and outcomes**®

In 2019, the Joyce Review of the VET system set out a vision for a more modern, applied and fast-
paced VET market, enabled through a more nationally coherent VET system, supported by national
agencies. %

While seeking to ensure enough flexibility for the sector to respond to the diverse needs across
Australia’s states and territories, the Review sought to establish a VET model with greater levels of
national stewardship.

The NSC plays a major role in market monitoring and information sharing, functions which inform
the design and implementation of policy, including informing how state and territory governments
‘shape’ their respective markets. The NSC and the National Careers Institute (NCI) could be
understood as co-stewards over different components of the system, Where the NSC primarily
focuses on the provider side, and the NCI focuses on the student demand side of the market for
skills. The role of the NSC will now be carried out by Jobs and Skills Australia.

The loyce Review argued that a market coordinated at a national level would support greater
responsiveness through information sharing, and a consistent approach to pricing and funding.
Other components proposed in the Review would also support the implementation of a stewardship
model — for instance, a consistent model of quality assurance (where all states and territories
delegate quality assurance responsibility to AQSA) and a more streamlined approach to industry
engagement (via Skills Organisations) would reduce the number of actors that could be understood
as systems leaders or co-stewards. ¢!

B jayvce, 5(2019) Strangthening Skills: Expert review of Australia's Vocational Education and Training System
<httpsifwww. pmc govaufresolree-centra/domastic-palicy fvet review/strangthening-skills-expert trali

a

d-training-system:=

16
Ibid,
1 Joyce, 5, Strengthening Skills: Expert review of Australia’s Vacational Education and Training System {2018)
<httpsi//www.pme gov,au/resource-centre,/d -palicy/vet /! gt 2-skills-pxpert tralias-vocational-educati d-training-gy
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The Joyce Review’s model of the future VET system reflects a hybrid model of co-stewardship and
systems leadership approaches to market management. Co-stewardship approaches assign various
stewards to the multiple markets within a single system (reflected in the sharing of responsibilities
between the NSC and NCI) while systems leadership models establish multiple actors from different
levels across multiple systems to coordinate activity (reflected in the interface between the NSC and
the state and territory governments).

While VET markets could be understood with a lens of stewardship, there is arguably no clearly
established system steward. While system reforms to implement the Joyce Review
recommendations are ongoing, there remains uncertainty about which agencies are ultimately
accountable for some aspects of the system — such as the AQF and its role in the VET system, the
extent of consistency and interoperability in national training products, and in how the network of
system actors, especially the skills organisations network, is managed.

1.2 International case studies

Stewardship of the education system in New Zealand

The Ministry of Education (the Ministry) is the leading advisor to the New Zealand Government on
education from the early childhood to tertiary education.’®* Additionally, the Ministry is the steward
of the education system — language which is explicitly used by the Ministry in its communications
with stakeholders and other market actors, including in its annual market reporting. Under the
stewardship approach to education in New Zealand, the Ministry holds responsibility for:

» Developing and maintaining collaborative partnerships with sector personnel to deliver
equitable and excellent outcomes for learners of all ages
* Delivering advice to guide performance of the education system over time

¢ Providing support to sector leaders to enable the sector to progress and achieve

The transition to a system stewardship approach occurred in 2013-14, following recognition of the
enhanced opportunities of educational achievement possible through a whole-of-system approach
grounded in collaborative partnership establishment, data informed decision-making, effective
targeted investment to support growth and achievement within the sector and the delivery of
services and supports to personnel operating within the sector. 1*+1%® Further, the integration of
stewardship within public services appears well supported across New Zealand government agencies
with a definition of stewardship incorporated within the renewed 2020 Public Service Act.*®%1¢7

Operating under a system stewardship approach, the Ministry has designed a clear vision and set of
five objectives through which activity of the education system is defined and directed in line with,
including:

s Learners at the centre

e Barrier-free access

¢ Quality teaching and leadership

¢ Future of learning and work

* World class inclusive public education

¥iThe Ministry of Education, Annual Report 2021, Ministry of Education (2021)

*83The Ministry of Education, Annual Report 2021, Ministry of Education (2021)

™ The Ministry of Education, Annual Report 2014, Ministry of Education (2014)

"™ The Ministry of Education, Annual Report 2015, Ministry of Education (2015)

15 ANZSOG, Reimaging ¢ 5 a5 System stew to deliver better outcomes (2021)
7 New Zealand Legalisation, Public Service Act 2020 (2020)
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As a system steward the Ministry has a far-reaching role in the provision of functions to support
activity across the education system, including but not limited to:1®

*= Assessment of the performance of the system through research, data collection and analysis.

* Monitoring the activity of providers and intervening with legislative and regulatory controls
when risky or adverse activity is identified

¢ Supporting the adaptation and the delivery of learning support programmes for learners with
additional needs, improving equity of access to services

¢ Equipping providers and consumers with supports and resources to support empowered
engagement and delivery of equitable outcomes

¢ Providing strategy and policy advice to support the Ministry in international engagements.

¢ Monitoring the use of property, transport items and information/computer technology owned
by the Crown

e Overseeing the operational performance of the system responsible for provision of financial
payments to employed staff

The Ministry’s approach to system stewardship is a supportive reference point for the establishment
of a similar approach in the Australian ECEC sector. While the Australian Government is yet to define
their ECEC stewardship approach, the Ministry’s experience to date serves as a useful starting point
to support development of a stewardship model which may consider inclusion of these functions.

Approaches to ECEC market stewardship in Canada

Prior to 2021, Canada’s ECEC sector had little central government oversight and was nearly
exclusively the responsibility of provincial and territorial governments.

As a result, the way child care was provided in Canada varied significantly between provinces. Many
Canadian provinces had a market system, characterised by high levels of private provision, a lack of
price controls and few taxpayers funded subsidies. In provinces such as Newfoundland and Labrador,
the private sector provided up to 70 per cent of child care places.’®® However, governments in other
provinces, such as Quebec, engaged in high levels of direct provision, price regulation and
subsidisation.

In 2021, the Federal Government of Canada announced the creation of a national ECEC system,
allocating CAS30 billion over the next five years to creating public child care centres and reducing
child care fees to an average of $10 a day across the country. While the creation of a national child
care scheme had been long-promised, it was finally implemented in a direct response to the COVID-
19 pandemic, aiming to boost the Canada’s economic recovery and the return of parents to the
workforce.' It also was enacted to rectify findings that, in many provinces (particularly those with
market-based systems), ECEC services were “unaffordable...inequitable and inadequate.” ™. Since
the announcement, all provinces and territories have signed onto the national plan, suggesting that
ECEC provision in Canada will become increasingly consistent along jurisdictions.*”

7he Ministry of Education, Annual Report 2021, Ministry of Education (2021)

% Child Care Canada, Early childhood education and care in Canada (2019} < Child Care Canada, Budget 2021: A recavery plan for jobs, growth and resiliznce (2021) <https://child

carecanada.org/documents/research-policy-practice/21/04 /budget-2021-recovery-plan-jobs-grawth-and-resllience

17 Child Care Canada, Budget 2021: A recovery plan for jobs, growth and resillence (2021) <https://child c d fd f h-pallcy-practice/21/04/budget-2021-
i rth. . i

recover —I bs-g

L ¥ L
™ child Care Advocacy Association Canada, An analysis of the multilatersl early learning and child care framework and the early learning 2nd child care bilateral agreements (2019) <
hteps:f/ B W fuploads/2019/05/Child-Care-Now-The-Multil I-Early-1 ing-and-Child-Cara-F k-and-the-Early-Leamning-and-Child-Cara-Bilateral-

Agresments-Feb.-2019.pdf>
*T1CTV News, Ontario signs &10.2 billion child-care deal with federal govermnment:sources (2022) < https://toronto.ctvnews.ca/ontario-signs-10-2-billion-child-care-deal-with-federal-

government-sources-1.5837054>
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For the past two decades, Quebec’s ECEC system has been an outlier in Canada due to its high levels
of public provision and subsidisation. In 1997, Quebec passed the Educational Child Care Act, which
legislated the universal provision of publicly subsidised child care for children aged from 0 to 12. It
established not-for-profit, low fee, directly funded child care centres at the centre of its system and
it limited child care costs to under CAS5 a day per child (raised to CAS7 a day in 2004 and to a sliding
scale up to CA$21.20 in 2014-15).

In practice, care was provided by a mix of not-for-profit, family-based, reduced-fee for-profit and
full-fee for-profit providers, all of which received subsidies from the provincial government.*” Full-
fee for-profit providers charged up to 540 per child per day, In 2016, the total cost of direct and
indirect subsidies to all four types of child care child care was CAS2.5 billion, approximately 0.6 per
cent of Quebec’s GDP.'7 This was just above the average OECD spending on ECEC, suggesting that
rolling out the Quebec model nationwide would cost a similar amount, in relative terms, to
international examples of ECEC (though it would require a significant investment from the Federal
Government).'”®

The universal provision of subsidised child care had a significant and lasting impact on the provision
of accessible, affordable and quality care to children and increasing the maternal labour force
participation in Quebec.In 2016, Quebec had the highest female labour force participation rate
among all Canadian provinces.’®'7717¢ | fact, Quebec’s model was deemed so successful that it
inspired the 2021 creation of a national ECEC system, with the Federal Government promising to
“learn from the model that already exists in Quebec” and the Deputy Prime Minister Chrystia
Freeland claiming, “Quebec can show us the way on child care.” "

By contrast, Ontario had relied primarily on market forces to deliver ECEC. In fact, it was the last
province to sign onto the national plan for greater intervention in sector.'®! Prior to 2021, Ontario’s
Ministry for Education exclusively licensed two types of child care providers across the province:
child care centres and home child care centres.*® These were a mix of for-profit and not-for-profit
providers. As of March 2020, 25 per cent of all licensed child care centres were for-profit, '®
Unlicenced providers were also allowed to operate in Ontario, provided they disclosed that they
were unlicenced and complied with provincial regulations.

Unlike in Quebec, there was no universal entitlement to a child care space and providers had the
freedom to set their own pricing.™ To assist with affordability and access, the Ontario Government
developed the Ontario Child Care Subsidy Program, which provided families with a full or partial
subsidy based on a province-wide income test.'® In 2019, the Ontario Government spent over CAS6
billion on ECEC, approximately 3.8 per cent of their budget. Despite this, the cost of child care in
Ontario was renowned for being particularly high. A 2019 national survey found that Ontario cities
had the highest child care fees in Canada.®

3 praductivity C i A dix G | ional hes: Child care and early learning,” (2015) <https://www.pc gov.au/i ies/completed/child ¢ >,

% Fortin P, ‘Quebec’s Child care Program at 20° (2022) !ssue 42 The Canadian Journal of Opinion

Ll o fon of E Cooperation and Devel Ed ot o Glance 2016; OFCD indicatars (Paris: OECD, 2016), Table C2.3,

1" Haack, C., Lefebyre, P., & Merrigan, P, [2015) Valume 36 Canadian evidence on ten years of unlversal preschool policles: the good and the bad 137-157

1 Cleveland, G., Mathleu, 5., and lapel, € What is “the Quebec model” of early learning and child care? <https://poll inns.irpp.org/mag sffebruary-2021 fwhat-ls-the-quebec-
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The differing levels of market intervention adopted by these provincial governments may inform the
approaches considered by the department in ECEC. In particular, the department may benefit from
examining how these models balance the objectives of affordability, access, equity and fiscal
sustainability.

ECEC markets in the United Kingdom

The UK Government provides ECEC support to families through reducing costs. It does this by
funding places in regulated ECEC settings (described as ‘entitlements’), subsidising tax and benefit
systems and providing integrated services (see Table F.1). While benefits are given directly to
families, the bulk of government funding — funding for entitlements — is directed to service
providers. These supports aim to improve outcomes for disadvantaged children, promote school
readiness and improve employment rates.

Entitlements Tax and Benefits Integrated services

Universal Entitlement: 15 hours Tax Free Childcare: Government pays Children’s Centres: deliver
per week of free ECECto all 3- 20 per cent of child care costs up to a services (e.g., child care,

and 4-year-olds. In 2020, take- maximum of 2,000 pounds to families family support, and health
up was 93 per cent. not receiving Universal Credit. care) in disadvantaged areas.

Disadvantaged Entitlement: 15 Universal Credit: working parents can Family Hubs: central access

hours per week of free ECEC to claim back up to 85 per cent of their point for services and

disadvantaged 2-year-olds. In  child care costs. The exact payment  support, including healthcare,

2020, take up was 69 per cent. received depends on savings, income, relationship support and
benefits etc. ECEC.

Extended Entitlement:
additional 15 hours per week
to 3- and 4-year-olds of parents
working at minimum wage.

Despite these supports, public expenditure on ECEC in the UK remains relatively low, making up only
0.25 per cent of GDP. This is substantially below the OECD average of 0.71 per cent. As such, the UK
ECEC sector relies heavily on private delivery — with 40 per cent of total expenditure on ECEC
conducted by private actors (compared to 17 per cent, on average, in the OECD).

The resulting system is a mixed market of private and public providers in which for-profit companies
deliver most places. In 2019, only 7 per cent of places in the UK child care market were offered by
private-not-for-profit providers (e.g., charities or social enterprises), while large for-profit chains
delivered 53 per cent of care services. More than four-fifths of 2-year-olds and two-thirds of 3-year-
olds accessed their funded entitlement (e.g., Universal Entitlement) in the private sector. 4-year-olds
are far more likely to benefit from public services, as reception class (kindergarten) is primarily
offered in public settings.
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Over the past decade, the UK has struggled to achieve affordability and equity in its ECEC market.
Child care costs make up on average 28 per cent of the average income in the UK, well-above the
OECD average of 17 per cent. Furthermore, this cost likely underestimates the additional payments
made by families for extended hours and add-ons. The ECEC system appears to have created
distortionary incentives that undermine the objectives of affordability and equity by creating
incentives for private-for-profit providers to:

* Deny access to families only seeking funded early education for their children. Some providers
have begun charging top-up fees for universal and extended hours

¢ Require upfront fee payments from families seeking care above the funded entitlement for 2-, 3-
and 4-year-olds and families with younger children receiving Tax-Free Childcare and Universal
Credit

e Continually increase childcare fees for extra hours, significantly above the rate of inflation

Providers have also argued that they receive insufficient funds from the UK Government to make
their services financially sustainable. In June 2021, an investigation by the Early Years Alliance
highlighted that the UK Department of Education is aware that its child care subsidies do not cover
providers’ costs. This has encouraged ECEC providers to increase the price of extra hour services and
charge additional fees for other services (e.g., lunches and outings).

The Australian ECEC sector has many structural similarities to the UK sector, including a reliance on
markets to deliver ECEC services, a universal entitlement to 15 hours of ECEC per week, targeted
support for disadvantaged families, high levels of private expenditure and relatively high child care
costs. As such, UK’s challenges in achieving the outcomes of affordability and equity can provide
important insights into the responsibilities of a market steward for the Department.
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Appendix G: Defining schematic terminology

This Appendix provides additional detailed information on how the objectives and pre-conditions
included in the market schematic are defined. In addition, it provides a preliminary overview of how
each of the pre-conditions could be measured. The Appendix supplements the information included
in Chapter 2 of the Strategy.

1.1 Defining the objectives

A cornerstone of good governance and policy implementation is the creation of clear and
measurable targets. Increasingly strategic oversight bodies are looking to adopt such targets — for
example, in 2019, the New Zealand Government introduced their first Wellbeing Budget and the
NSW Treasury adopted Outcome Budgeting.

In its 2021-22 Corporate Plan, the department revealed that it aims to ensure ‘Improved early
learning...through access to quality child care, support, parental engagement, quality teaching and
learning environments.” Utilising information from the Corporate Plan and the sources listed below,
four key objectives for the Australian ECEC sector were identified.

These objectives include accessibility, affordability, quality, connectedness, and sustainability. While
equity is a critical consideration for the ECEC sector, it is viewed as being an outcome of the
successful pursuit of these objectives and is therefore not examined as a stand-alone objective.

The following sources were used to determine and define the objectives:

e Academic literature on system and market stewardship approaches, including works on public
service market management (Mazzucatto and Ryan-Collins 2019, Cary et al 2020, Gash et al
2012, Hallsworth et al 2011) and on examples of stewardship in Australian settings
(NSW Treasury 2021, Malbon et al 2019).

* System reviews and government reports, including the Lifting our Game Report of the Review to
Achieve Educational Excellence in Australian Schools through Early Childhood Interventions
(2017), the Productivity Commission Inquiry Report into Childcare and Early Childhood Learning
(2015), ACECQA publications relating to the National Quality Framework (2022) and the Report
on Government Services (2022)

* Internal policy documents and other analysis provided by the Market Policy team in the Early
Childhood and Youth group, such as the ‘ECEC Market Stewardship Update’ presentation (May
2022), the ‘ECEC Deep Dive’ presentation (September 2021) and the internal ‘stewardship
roadmap’ draft discussion paper (December 201).

+ Internal discussions and consultations with stakeholders in other branches of the Department.

Accessibility

The objective of system accessibility is achieved when service provision is sufficient in volume and
flexibility to ensure that families and children can participate in ECEC. The different facets of
accessibility can be understood through the three lenses of families, providers, and government
system leaders:
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e For families, access is enabled by the availability of services that are suitable across different
financial, social, and cultural contexts. This includes considering the equity of access across
different cohorts, such as culturally and linguistically diverse groups, or remote communities. It
may also intersect with access to aligned or integrated public services, such as health or sacial
supports.

+ Considering providers, accessibility might include the volume and types of provision and the
incentives to supply services. The Productivity Commission, in their 2017 Inquiry, articulated
stewardship as activity which ensures that providers are supported to enter and exit a market
and that any conditions within the market for service operation exist only to ensure that families
are provided with effective positive outcomes.**’

* For government, the objective of access would include supporting demand and supply, as well
as other social objectives such as the quality and equity of access. This implies that accessibility
includes the supply and demand dimensions listed above, as well as the quality of access, in
terms of child outcomes, and in equitable access, such as the case of thin markets.

The level of accessibility in the CCS market and ECEC sector influences and is influenced by the
sector’s performance on other objectives. For instance, the affordability of ECEC is a key
determinant of access (including provider viability), and the connectedness of the system to other
public services could also enable (or hinder) access for families. Further, issues of quality and the
suitability of services to family needs could limit access.

Affordability

The objective of affordability is achieved when care type options are priced in a way that
incentivises participation. It is an objective for government intervention in the ECEC market that has
evolved from the Child Care Subsidy legislative definition, which was designed to support families
with the cost of care.

In its contemporary context, affordability serves the purpose to offer a range of options that meet
the needs of families and children, priced in a way that incentivises economic participation.
Affordability can be understood through the three lenses of families, providers, and government:

+ For families, affordability is a primary concern and is the main factor in a family’s ability to
access childcare. The main financial support families receive to support child care affordability is
the Child Care Subsidy. In the June quarter of 2021, over 1.3 million children attended a CCS-
approved child care centre.*® Families also consider the out-of-pocket incentive to enrol in
childcare and the interaction of possible disincentives, including the CCS interaction with
taxation and superannuation.

» Considering providers, affordability for families is important to the extent it ensures adequate
demand to support provider viability.

s For the Government, the focus is on family affordability and calibrating the system to ensure
relatively low out-of-pocket expenses. Governments influence affordability through providing
funding, either directly (government payments to families or providers) or indirectly (by
influencing the flow of financial support to the sector).

The level of affordability in the ECEC markets influences accessibility. For example, the affordability
of ECEC is a key determinant of access (including provider viability).

s i . Prod ity C Inquiry Report Volume 2, Productivity Commission [2014]

"“Departmenlof Education, Child Care in Australla report June quarter 2021, <hitps://www.dese gov.au/child -can-packages/sarly-childhood-dat: d-reparts/quartarly-reports/child-
care lla-report:] quarter-2021>
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Quality

In the context of ECEC systems, the objective of quality describes the effective management of the
sector to enable high-quality care where children are safe, the workforce is highly capable, children
are prepared educationally, and families are engaged.

¢ For families, quality encompasses child safety as well as social and development outcomes for
children. This must also consider the role which inclusion and equity play in supporting quality
for all families, for example through providing culturally appropriate services, or wraparound
supports for children with additional needs.

* For providers, quality considerations might encompass compliance with the NQS and NQF and
include activity to manage appropriate inputs — such as workforce - in line with the NQS
requirements. Compliance with quality guidelines might include consulting with families to
understand different users’ perspectives of quality.

* For Government, the objective of quality is to support families by ensuring the supply of ECEC is
genuine and safe. A safe service will enable participation in ECEC services as families trust the
system’s quality in supporting the child's development. Measuring quality might also involve
considering the quality of return on investment, to ensure the safeguarding of public funds
against fraudulent provision. Notably, the ‘quality’ considerations which the department focus
on may vary from the key facets of quality which are an area of focus for ACECQA.

There is a complex relationship between access, affordability, and quality. The objective of quality,
as defined in this strategy, encompasses the objectives of socially inclusive models of care, which are
culturally appropriate and designed to meet the needs of families. In this way, quality enables
access. Where quality of provision requires a higher level of investment from service providers which
is passed on in the form of higher out-of-pocket fees, quality might be argued to hinder affordability.
However, the relationship between quality of education and costs of delivery remains ambiguous
and are understood to be influenced by many other factors.

Connectedness

The objective of connectedness describes an ECEC model which is connected and integrated (where
appropriate) to other public services for children and families. This might include connectedness of
outcomes to school readiness, as well as connectedness in service delivery, and the availability or
wraparound services for children and their families (such as immunisation, disability support,
physical and mental health supports).

¢ For families, connectedness refers to the connection of families to public services, but also the
broader incentives for parents to return to work, including the calibration of the tax system.

+ Considering providers, connectedness is not a major focus. As such, the lack of connectedness to
other services may be a market failure. The provider’s focus on system connectedness will differ
across care types or locations, with some providers delivering broader services via place-based
or all-in-one solutions.

s For Government, connectedness could be described in terms of connectedness to other public
services (including services utilised by families and by ECEC providers), connectedness of the
ECEC system across care types, connectedness between government departments and agencies,
and/or connectedness of government interventions across public service markets. This may
involve supporting connections between the CCS market interventions and the objectives of an
overarching Early Years Strategy.
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The level of connectedness in the ECEC sector is influenced by the sector’s performance on other
objectives. For example, the quality of services, and their compliance in referring students to
additional services will enable access to public services.

Sustalnability

A sustainable ECEC sector refers to a sector that is both financially and operationally sustainable,
valued by users and adequately supported by government. This includes considering connected
markets — such as the market for ECEC educators and teachers —and ensuring there is a sustainable
supply of inputs to the system:

* For families, sustainability may be a concern where workforce or funding issues affect the
consistency or quality of service across a period of care, or limit access to care altogether.

* For providers, sustainability considerations might include the consistency of government
investment to ensure provider viability and competition, the sustainability of skills supply to
manage workforce needs, and the need to ensure the services are valued by families and the
public.

¢ For Government, sustainability may be achieved through stewardship activities that intervene in
instances where market mechanisms are insufficient. Workforce sustainability and public
perceptions of the sector’s capability are critical to ensuring that the ECEC system is operating in
a manner which supports the intended outcomes of workforce participation for parents and
carers, and educational development for children.

The level of sustainability in the market is influenced by the fiscal sustainability from the Australian
Government'’s Budget, workforce consistency, and capability, public perceptions of the sector, and
the systems integrity. For example, if the public perceives child care to be low quality, parents are
less likely to access services, therefore services are more likely to not be financially sustainable, with
the system becoming unsustainable.

1.2 Defining market preconditions and measuring performance

Empowered Families
Families are empowered when they have strong buying power and are incentivised to participate in
the ECEC market.

The key objectives that can be realised through the precondition of empowered families are

affordability and access:

* When families have strong buying power in the market, they can afford ECEC services. This is
particularly important in thin markets, where families may not be able to choose between
different pricing options and may face relatively high costs due to short supply.

* Similarly, empowered families are economically incentivised and able to access the service type
and volume of care that suits their individual needs.

* However, the precondition of empowered families also contributes to the realisation of other
sector objectives — for example, the sustainability of the ECEC sector is dependent on families
being incentivised to participate in the ECEC market.

The responsibility of a steward is to use a combination of levers to direct the market to meet the
preconditions. The levers that the steward can use to ensure families are empowered include;
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* Funding: financing families either through direct payments to families or indirect payments to
providers.

* Information provision: providing families with information on care types, prices and quality that
they need to exert their buying power and make educated choices around provision.

¢ Policy and coordination: legislating policy that improves the buying power of families and
coordinating with Services Australia and state and territory agencies to deliver funding.

The department has a legislative responsibility in providing funding to families:

¢ The department’s role in providing funding is based on the Family Assistance Law. The
department administers the CCS to families, therefore indirectly funding OSHC, FDC, CBDC, and
IHC. Additionally, the department provides other types of funding, including operational, capital,
and preschool funding.

* The functional mechanism for distributing funds to eligible services is a function undertaken by
Services Australia, and state and territory policy agencies.

¢ Receiving and reporting funding from the Government as a co-payment for families under the
CCS is a supporting function undertaken by service providers.

Consultations highlighted a potential gap in the market, with no agency having visibility of the ‘out-
of-pocket’ gap fee providers are requesting from families which may result in rising service costs that
bring providers greater profits.

The CCS acts as the primary fee support for Australian families. However, evidence suggests that
affordability remains a central issue and barrier to child care participation.

Informed Families

Families are informed when they are able to use information about care types, providers, pricing
and quality in their decision-making. This precondition requires that the steward directs the ECEC
sector to deliver market information to families. Reflecting the dual objectives to support
participation and development for children, the ‘informed families’ includes both access to
information about the ECEC sector to ensure it is navigable for users, as well as sufficient
information for families to enable awareness, trust and participation in culturally suitable care
options.

The precondition of informed families must be achieved before the objectives of the ECEC sector can
be realised. For example:

* A lack of information on pricing may limit the affordability of care — families may be unable to
locate low-cost services

¢ Limited information may also inhibit access for families, where information asymmetry creates
challenges for family choice-making.

= Similarly, if families are unable to access information on service quality, this may reduce
incentives for providers to compete based on quality.

¢ Alack of information about care options and associated services may also hinder sector
connectedness, as families are unable to access wrap-around services if relevant information is
not provided.

¢ Where families are informed, there are also benefits for providers, where the supply-side of the
market can make clearer competitive signals about their offerings.

The steward can use a range of levers to ensure families are adequately informed. Such levers
include:
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* Information provision: directly collecting information from providers and families, and
disseminating that information to families;

* Regulation: requiring that key system leaders (e.g., providers, agencies) collect and release
infarmation on ECEC service delivery;

» Integration: coordinating the sharing of ECEC data between government, families, and providers.

Information provision is the key lever to shape the market on the demand side, as a tool for enabling
informed and supported choice making, ‘nudging’ consumer behaviour to align to system goals. The
Institute for Government, in profiling the opportunities attached to a stewardship approach,
acknowledges how the pertinent role of facilitating consumer engagement and informed decision-
making drives success of public service market operations. Importantly, to maximise efficiency and
effectiveness of information provision, there needs to exist a clear delineation of responsibilities and
the steward must be sufficiently supported to undertake the activity.

A system mapping exercise revealed that currently the Department of Education plays a supporting
role in disseminating information to families:

e Historically, the department’s role in sharing and compiling information about the ECEC market
has primarily been for internal, market management and assurance purposes, rather than a role
in providing external-facing information to families.

s The main mechanism for providing information to families about service provision options, via
the NQS rating mechanism is undertaken in collaboration with ACECQA and state and territory
authorities and acts as a major signal to families around quality of provision.

# Distributing information to families about their CCS eligibility is a function primarily undertaken
by providers, informed by reporting from Services Australia to through resources developed by
state and territory authorities.

Consultation with stakeholders highlighted a gap in accountability for informing consumers about
how to navigate the ECEC market — beyond the information they receive about their eligibility for
CCS, as their financial circumstances change.

Supported Families

Families are supported when they face minimal non-economic costs to care. Such costs include
those relating to cultural or equity barriers, a lack of wraparound services or other elements of poor
service design. In other words, families are supported when their preferences are understood, and
services are suited to their needs.

The precondition of supported families is necessary to achieve several of the key objectives of the
ECEC sector, including access, quality and connectedness.

A lack of suitable services may limit access for marginalised families. For example, if there aren’t
culturally appropriate services or services in thin markets, then culturally and linguistically diverse
communities, children with disabilities and regional communities may be disincentivised from
accessing care.

Further, if services aren’t suitable for families and they face large non-economic costs to care, this
may create quality issues relating to poor service design. For instance, an ECEC service could

expanded without the necessary investments in local infrastructure, leading to overcrowded play
areas and reducing service quality.
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Finally, if families are unable to access well-designed, wraparound ECEC services this will undermine
the sector’s objective of connectedness. The key mechanism that the steward can use to meet the
precondition of supported families is information provision. Through facilitating the sharing of
information between government, providers and families, the steward can increase the
transparency of families’ needs and incentivise providers to fulfill their needs.

Though schemes such as Connected Beginnings and the Community Child Care Fund, the
Department of Education plays a partial role in ensuring services are suitable to family needs vary by
level. However, the system mapping exercise undertaken to inform this Strategy found that there is
no clear steward responsible for equity or cultural inclusion within the ECEC system.

Similarly, the responsibility for the ‘system connectedness’ objective is shared across multiple
system leaders including the Department of Prime Minister and Cabinet, local government,
Department of Social Services, Services Australia, and service providers.

Consultation with internal and external government stakeholders acknowledge the need to break
down barriers to entry and increase incentives for providers to operate quality and flexible services,
thus increasing the suitability of services to families, particularly for culturally appropriate services.
Additionally, there is a need to incentivise services to develop in ‘thin markets’ where it is currently
not viable to operate an ECEC service.

Levers which can use to meet the precondition of supported families will depend on the nature of

the barriers which are identified, though they may include:

* Funding to support services to adapt culturally safe practices, or in the case of extremely thin
markets, commissioning, or direct provision to communities

+ |Information provision, especially information sharing between government agencies and the
sector to the transparency of families’ needs, coordinate responses and incentivise providers to
fulfill their needs, including through place-based solutions

s Where necessary, changes to regulation or policy settings to support the market to purse equity
in the system.

Viable providers

There are two key dimensions of viability which must be present to ensure that services provision is
accessible, affordable and of high quality. Providers must be:

* Operationally viable: that there is sufficient capacity to supply services to meet demand. This is
primarily dependent on them having a capable and sustainable workforce.

« Financially viable; that there are sufficient funding flows, via family demand and/or government
support, to incentivise providers to enter the market. When providers are sufficiently financially
supported, they can deliver quality, consistent education and care, and support the continual
improvement of children.

Importantly, providers can simultaneously be financially viable and operationally unsustainable (or
vice versa). For example, a service may be adequately funded from families and the government but
lack the workforce needed to deliver the services in demand.

Both preconditions must be established before the broader objectives of the ECEC sector can be
achieved. If providers are not operationally viable in some markets, then providers may not be able
to operate, especially in thin markets (e.g., regional and remote areas, children with complex
disabilities, or in need of care in non-standard hours.). This would reduce the ECEC access (i.e., the

volume and flexibility of care) available to many children.
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If providers are unable to attract or retain experienced staff, then the quality of ECEC services will
decline significantly. Quality ECEC provision relies on staff forming relationships with the children,
developing an understanding of the needs of the local community and investing in their workplace —
all of which are impacted by high staff turnover. Issues with financial viability can also undermine the
quality of ECEC services provided.

Further, without a capable and sustainable workforce providers cannot continue to offer services
into the future, which would impede the sustainability of the ECEC sector. Similarly, in markets or
sub-markets where ECEC provision is not financially viable, the sustainability of the ECEC sector is
threatened — large numbers of providers may stop providing ECEC services and exit the market.

The levers that can be used to direct the market towards greater operational viability include:

* Policy and coordination: introducing policies to attract talent and improve retention.

* Funding: investing in the sector (i.e., increasing funding for ECEC qualifications at TAFE or directly
‘topping-up’ the wages of ECEC workers).

» Service provision: creating a positive work environment for staff in publicly run ECEC centres.

Funding is the key lever used to support providers’ financial viability. While a market mechanism is
used to deliver services, there are circumstances where government intervention is preferable to the
closure of a provider, including in the case of emergencies or where there are thin markets. Assigned
responsibility for oversight and management of funding mechanisms affords the steward
opportunity to support providers to remain financially sustainable within the market during periods
of market instability and uncertainty. Additionally, funding mechanisms support the steward to drive
market activity in thin markets e.g., rural locations, encouraging providers to enter the market and
supporting them to remain viable in the competitive operating environment,

Alongside funding, other interventions might include:

* Regulation: designing the architecture of the market to enable providers to set prices, collect
funds and deliver services in a financially viable manner

* Information provision: offering providers the information necessary to enter the market in
financially viable areas and make informed choices about provision

To support operational viability, there is far more uncertainty surrounding which system leaders
bear primary responsibility for workforce issues relating to the sector. ACECQA, on behalf of the
Australian Government and state governments developed the National Children’s Education and
Care Workforce Strategy (2022-2031), which was developed to support the recruitment, retention,
sustainability and qualify of the sector workforce. While this provides a roadmap for some
interventions to support the workforce, consultations revealed a lack of role clarity between levels
of Government around the responsibility for the pipeline on workers in the sector.

To inform market monitoring approaches, a series of potential measures of financial and operation
viability are proposed below.

Competitive Providers

Providers are competitive when they face contestability in the ECEC market across all major
dimensions including care type, price, quality, flexibility, and volume. In practice, this requires the
market to have few barriers to entry, incentives for information sharing and strong guardrails against
anti-competitive conduct.
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The precondition of competitive providers must be met before many of the sector’s objectives can

be achieved. When there is sufficient contestability in a market, providers are forced to compete for

customers by making their product more desirable. In the case of ECEC, this could involve a range of

improvements to the care provided. For example:

* Providers could increase the volume and flexibility of care offered (e.g., offering extended after-
hours care), improving the access of families to ECEC.

* Providers could reduce the prices of their services to attract and retain families, improving the
affordability of child care.

s Providers may increase their service quality.

To increase the level of competition faced by providers, the steward can utilise several levers.

# Information provision: providing families with current information on all key metrics relating to
ECEC (price, quality, volume etc.) so they can shop around for the best service;

« Regulation: restricting businesses practices that limit or prevent competition and enforcing such
restrictions;

# [Integration: coordinating with ECEC system leaders, State and Territory authorities and
regulatory bodies (e.g., ACCC) to implement and enforce the ‘rules of the game.”

A system mapping exercise revealed that currently local government and state and territory

governments have a functional role in providing non-financial supports:

e« The main mechanism for providing non-financial support, specifically planning and
infrastructure, is via state and territory policy agencies and local governments

e Consultations with stakeholders highlighted a lack of coordination between the Department of
Education’s financial support and other agencies’ non-financial support.

There exists opportunity for the department to extend their responsibilities beyond funding to also
include responsibility for oversight of settings which foster competition via non-financial
mechanisms. Both financial and non-financial levers when used in combination produce a positive
additive effect, driving competition within the market and encouraging providers to deliver services
that are flexible, responsive, and encompassing of the wide spanning needs of families. Given the
pertinent role of system leaders from State and Local governments, there also exists opportunity for
greater collaboration to ensure that the aim of achieving and fostering ongoing competition remains
the centre of focus for all system leaders within the market.

Accountable Providers

Praviders are accountable when they are held responsible for acting with integrity and complying
with the rules of the market. Holding providers to account requires effective market incentives and
quality assurance mechanisms, which make it costly to undertake fraudulent behaviour.

The precondition of provider accountability must be met before the ECEC sector objectives can be
achieved. For example,
¢ Fraudulent providers may fail to offer legitimate ECEC services to the community, reducing
the accessibility of such services. Moreover, if families perceive those providers are
fraudulent, then they may be disincentivised from enrolling their children in child care,
reducing the accessibility of such services.
¢ A lack of accountable providers will reduce the quality of services (e.g., providers may hire
educators without the proper qualifications), resulting in comprised children safety or
children not reaching their potential development outcomes. If providers are held to
account, then they will meet the national quality standards.
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» Fraudulent providers may receive excessive funding from government (e.g., funding for
children they don’t care for), increasing expenses for government and reducing the
sustainability of the sector.

The primary levers with which the steward can ensure providers are held to account are regulation
and information provision. Although ACECQA currently retains direct responsibility for regulation of
quality and compliance, the steward can contribute to the activities undertaken by ACECQA through
setting the ‘rules of the game’ (i.e., deploying minimum standards and guiding principles which
providers must adhere to). Further, in monitoring the ways in which providers within the market
respond to the set of ‘rules and sharing this information with ACECQA, the steward is able to
establish a feedback loop of information delivery with ACECQA and respond with real-time
adjustments, avoiding instances of fraud or poor compliance.

However, if the steward observes that the preconditions aren’t being met, then they can also

intervene using the following levers:

¢ Integration: coordinating with ACEQA, Services Australia, market regulators (e.g., ACCC) and
state and territory regulatory authorities to address instances of fraud or poor compliance.

* Funding: allocating funding to providers who can demonstrate integrity and strong compliance
and restricting funding access to those who violate the ‘rules of the game.’

A system mapping exercise revealed that currently the Department of Education plays a minor role

in ensuring that providers are accountable:

e The Department of Education play a major role in the regulation and compliance of the ECEC
providers, by taking action to remove fraudulent providers from the funding system.

e Broader mechanisms for regulating the ECEC system include the role of ACECQA and state and
territory regulatory agencies in holding providers accountable for quality.

* ACECQA sets the NQF and accompanying NQS which guide providers’ and the workforce’s
activity.

s State and territory regulatory authorities work with the provider sector to enact NQF and ensure
compliance with the NQS.

s State and territory regulatory authorities have regular contact with providers and have a range
of powers and tools to facilitate continuous improvement and ensure compliance with the NQF.
189

e The Child Care Subsidy is regulated by Services Australia who take action to remove fraudulent
families from accessing the subsidy.

* The ECEC market system is also regulated by the whole of economy regulation, e.g., ACCC, ASIC,
and ATO.

¢ Consultation with stakeholders highlighted the Department of Education’s role in monitoring and
coordinating quality standards across care types is unclear. Rather, consultations emphasised
ACECQA and state and territory regulatory authorities having the majority of responsibility for
managing the quality of services.

¥ ‘Contact your regulatory agency’, The A lian Children'’s Education and Care Quality Authority (2022), <https//www.acecga gov au/help/contact-your-regul;
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