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Summary

Infants and toddlers (children under 3 years of age) need constant care. They can’t be left alone for five minutes. Providing that care, whether at home or in day care services, is expensive.

Typical child care costs include:

· the loss of a wage (or at the least, the cost of sustaining a parent while she cares for the child) if the child is cared for at home;

· day care costs, if the main carer of the child returns to employment full or part time.
In this paper, estimates are given for the minimum costs of caring for a child under 3 years. These are conservative estimates because it is assumed the cost of care at home is the minimum cost of sustaining the parent while she cares for a child at home. The loss of wages coming into the family is ignored. Since we are dealing specifically with the costs of care, we also ignore the general costs of children such as food and clothing, and payments designed to help with those costs such as Family Tax Benefit (Part A).
We compare those costs with the family assistance payments specifically designed to assist with costs:

· Family Tax Benefit (Part B) and the Baby Bonus, to help with the costs of staying at home to care for a child;
· Child Care Benefit, to help with the costs of day care services.

Despite substantial improvements in payments that assist with the costs of caring for young children since 2000, there are large gaps between the minimum costs of care for babies and toddlers and the level of financial help available from the Government. In the examples given below, middle income families face cost gaps between $130 and $260 per week, which they must bridge themselves. These high costs are one of the reasons that the birth rate has fallen over the last few decades.

These payments are out of touch with the real costs of care for young children:

· The payments for parents to care for children at home are token amounts, up to $56 per week for Family Tax Benefit Part B and $50 per week for the Baby Bonus;

· Child Care Benefit has not kept up with dramatic increases in the costs of day care. Child care fees have risen, on average, by 25% over the past 18 months, and the average gap fee for full time care in a day care centre is well over $50 per week.
Another cause of large gaps between family payments and the actual costs of care is the income testing of payments such as Child Care Benefit. We support the principle of income testing, to ensure that support is directed to low and middle income families. However, ACOSS considers that middle income families need more help with child care costs than they presently receive. This is a stage of family life when the budgets of middle income families are often squeezed between high costs (such as day care and home mortgage payments) and lower incomes (due to withdrawal from employment to care for a child).
On the other hand, Family Tax Benefit (Part B) and the Baby Bonus are not income tested on the main bread winner’s income at all. This is wasteful meaning that the partners of millionaires are entitled to help to care for their children at home.
The growing number of mothers of young children who combine care at home and part time employment are especially disadvantaged by a family assistance system that is based on outdated distinctions between ‘stay at home’ and ‘career’ mothers. They receive limited help.

Apart from their inadequacy and poor targeting, other problems with these payments are that:

· Unlike most wealthy countries, Australia has no widely available system of paid maternity leave or equivalent Government-funded maternity benefits. 

· There are three separate payments to help with the cost of caring for a child at home (Parenting Payment, Family Tax Benefit Part B, and the Baby Bonus), leading to confusion. The Baby Bonus is particularly complicated.

The Government reportedly delayed a package of assistance with the costs of caring for children in order to introduce last year’s tax cuts. In our view, this was a mistake. There are 650,000 families caring for a child under 3 years, of whom around half a million need more financial help. An across the board tax cut offers them little.

ACOSS proposes the following changes to assistance with the costs of care for babies and toddlers:

· Introduce a universal Maternity Benefit. 
This should be a universal payment for all new mothers to support them and replace lost earnings (up to a reasonable level) over the 14 weeks or so while they prepare for and recover from childbirth. Our indicative proposal is for a Maternity Benefit paid at a minimum of Parenting Payment rates for mothers previously outside the workforce, up to the minimum wage for those who have foregone income. The Baby Bonus should be abolished but the existing lump sum Maternity Allowance should remain to help with the up-front costs of a new child. [Approximate cost: $100 million per year].

· Extend the existing Parenting Payment (currently paid to low income families only at up to $174 per week) to support middle income parents caring at home for a child under 3 years old, either on a full or part time basis. 
This would replace the smaller Family Tax Benefit (Part B) paid to these families. Our illustrative proposal would provide the full rate of Parenting Payment ($174 – the same as unemployment payments) to parents caring at home full time whose partners earn up to $41,000 per year, and a part rate for those combining part time employment and care. The rate would be reduced by additional earnings. [Approximate cost: $1,000 million per year].

· Ease child care gap fees by increasing Child Care Benefit.
The main priorities should be more help for low and middle income earners facing the 

highest costs, linking the maximum rates explicitly to a ‘standard fee’ which services 
are discouraged from exceeding, easing the worst shortages in the supply, and extending 

subsidies to meet special needs. [Approximate cost of increase in Child Care Benefit: $200 
million per year].

As the table below illustrates, these changes would boost the disposable incomes of many low and middle income families with a child under three by around $100 per week.

Others have proposed absorbing all payments for young children into a single flat rate payment, to simplify the system, or to ensure that parents who care for children at home and those who use day care services are treated ‘equally’.

While superficially attractive, these proposals are not fair. Offering exactly the same payments to parents regardless of their child care arrangements is false equity. For example, the costs of care are very different between a family that cares for one child at home ($215 per week), and a family with two children in full time day care ($465 per week). If we aim to give parents a real choice in their caring arrangements and careers, Government financial assistance should reflect these differences in actual costs.

The table below illustrates the costs of caring for children under 3 years old, the level of assistance currently available from the Government, and the improvements that would flow from adoption of our proposals for reform.
In this analysis, we use the hypothetical example of a couple with a main bread winner earning $30,000 (a fairly low full time wage). We compare the cost of raising one or two children under 3 years in three different situations: 

· where the main carer is at home full time (and the family earns $30,000);
· where the main carer engages in part time employment for half the working week and cares at home for the remainder, (and the family earns $45,000);
· where the child is placed full time in a day care centre (and the family earns $60,000). 

The data below are estimates of:

· The costs of caring for one or two children under 3 years, (comprising the minimum cost of sustaining a parent to care for a child at home, the average cost of care at a day care centre, or a combination of the two).
· Existing family assistance payments to help with these costs, (comprising Child Care Benefit, Family Tax Benefit (Part B), and the Baby Bonus).
· The level of family assistance payments available to this family if the ACOSS proposals were implemented, (including extension of Parenting Payment to middle income families and increases in Child Care Benefit). 
Estimated costs of care, and family assistance payments, for children under 3 years in married couple family.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week
	Main breadwinner on $30,000

Main carer employed full time

	Couple with one child under 3 years

	Costs of care
	$215
	$224
	$233

	Existing family assistance
	$77
	$59
	$83

	Proposed family assistance
	$174
	$99
	$118

	Couple with two children under 3 years

	Costs of care
	$215
	$340
	$465

	Existing family assistance
	$77
	$142
	$205

	Proposed family assistance
	$174
	$186
	$302


Sources: 
For day care costs: Australian Institute of Health and Welfare (2003), Australia’s Welfare, updated from May 2002 to December 2003 by the CPI index for child care services. 
For the costs of care at home: Henman P (2004), Updated Budget Standards for low income households, (Macquarie University, unpublished), and calculations by ACOSS of the minimum cost of supporting a woman in a low income married couple household.
Costs of care for babies and toddlers
The birth of a child in a low or middle income Australian family comes as a financial shock. This is the time of life when the finances of many middle income families are squeezed between low incomes (due to withdrawal from paid work to care for the child) and high costs (due to high home mortgage payments and child care costs). Typical child care costs include:

· The loss of a wage (usually the mother’s) when the child is cared for at home;
· Day care costs, if the mother returns to her job full or part time;
· The general costs of raising a young child, including food and clothing.
This paper concentrates on the cost of care for infants and toddlers both at home and in day care services, as distinct from general costs such as food and clothing. Although these general costs are relatively low for young children, the cost of child care is very high. This is the biggest single cost of raising young children. 
We estimate the minimum costs of caring for a child under 3 years in different capital cities across Australia. These are very conservative estimates because we assume the cost of a parent staying at home is the minimum cost of sustaining the parent while she cares for a child at home. That is, we ignore the loss of wages coming into the family. Since we are dealing specifically with the costs of care, we also ignore the general costs of children such as food and clothing, and payments designed to help with those costs such as Family Tax Benefit (Part A).
These estimates are drawn from data on average fees for child care in a day care centre, and research into the basic minimum costs of living for low income families (to work out the minimum cost of supporting a parent while she cares for children at home).
 One striking finding is that the average cost of child care services rose by 25% from May 2002 to December 2003.

We compare the cost of raising one or two children under 3 years in three different situations: 
· where a parent cares at home full time, 
· where that parent engages in part time employment for half the working week and cares at home for the remainder, and 
· where the child is placed full time in a day care centre. 

We find that, where the family is caring for one child under three:
· The minimum cost of caring at home for the child is $215 per week. 
(This is the minimum cost of sustaining the main carer of the child when she is not drawing a wage).

· Where the main carer is employed for 20 hours a week and the child is placed in day care for 25 hours, the minimum cost of caring for the child is $224 per week.
(This includes half the minimum cost of sustaining the carer [$107], and part-time child care costs [$116]).
· Where the main carer is employed fulltime and the child is placed in day care for 50 hours, the average cost of caring for the child is $233 per week. 
(This is the average cost of full time day care for a preschool age child).

Where the family cares for two children under three, the cost of at-home care is the same but the cost of day care is much higher:

· The minimum cost of caring at home for the two children is $215 per week. 
(This is the same as the cost of care for one child).

· Where the main carer is employed for 20 hours a week and the child is placed in day care for 25 hours, the minimum cost of caring for the children is $340 per week. 
(This includes half the minimum cost of sustaining the carer [$107], and part-time child care costs for two children under 3 [$233]).

· Where the main carer is employed fulltime and the child is placed in day care for 50 hours, the minimum cost of caring for the children is $465 per week. 
(This is the average cost of full time day care for two preschool age children).

Government payments to assist with costs of care
For many decades, Federal Governments have provided family allowance, child care and other payments to families to help with the costs of children.

The Federal Government provides the following family assistance payments for families with preschool age children:

· Family Tax Benefit (Part A) is the former Family Allowance. It helps with the general costs of raising child, and is worth up to $65 per week per child. We ignore this payment for the purposes of this paper, and concentrate on the other payments below, which are designed specifically to assist with the cost of care.
· Family Tax Benefit (Part B) is designed to help with the costs of staying at home to care for a child, and is worth up to $56 per week.
· Baby Bonus is a partial refund of tax to help cover the loss of income while a parent cares for a child at home. The maximum amount is $50 per week, but this is only available to parents who were on a high income (approx. $60,000) before the birth of their first child. The minimum amount is $10 per week. A parent who previously earned $30,000 and is now at home full time caring a young child would receive $21 per week.

· Parenting Payment is a social security payment for parents from low income families, paid at the equivalent of unemployment payments – up to $174 per week for a married parent. It is an alternative to unemployment payments (Newstart Allowance) for the main carer of a dependent child. However, in the case of married couples, it is not paid to families on incomes above about $31,000.
· Child Care Benefit offsets part of the fees for day care services. It is usually paid directly to the child care service. The maximum rates for one child in care are $2.74 per hour ($137 for 50 hours) for centre based care or $3.64 ($182 for 50 hours) for family day care.
Most of these payments are income-tested, so that a middle income family usually receives less than the maximum rates indicated above. In our examples below, the family’s income rises as children are placed in day care and this enables the second income earner to increase her earnings. Therefore, the assistance received by the family is correspondingly reduced. This is a sensible feature of our family assistance system. However, there is case for improving the level of assistance for middle income families with babies and toddlers, as this is the time in the lives of these families when they are likely to come under the greatest financial pressure.

In the case of a married couple with one child under three years whose main bread winner is on $30,000:

· Where the main carer of the child stays at home full time (and gross family earnings are $30,000), the family receives $77 per week to assist with the costs of care.
This comprises Family Tax Benefit (Part B) ($56) and Baby Bonus ($21).

· Where the main carer of the child is employed for 20 hours a week (earning $15,000) and places the child in a day care centre for 25 hours, (so that gross family earnings are $45,000), the family receives $59 per week.
This comprises Baby Bonus ($10), and Child Care Benefit ($49).
· Where the main carer of the child is employed full time (earning $30,000 so that gross family earnings are $60,000), the family receives $83 per week.
This comprises Child Care Benefit only.
In the case of a married couple with two children under three years whose main bread winner is on $30,000:

· Where the main carer of the child stays at home full time (and gross family earnings are $30,000), the family receives $77 per week to assist with the costs of care.
This comprises Family Tax Benefit (Part B) ($56) and Baby Bonus ($21).

· Where the main carer of the child is employed for 20 hours a week (earning $15,000 so that gross family earnings are $45,000) and places the child in a day care centre for 25 hours, the family receives $142 per week.

This comprises Baby Bonus ($10), and Child Care Benefit ($132).

· Where the main carer of the child is employed full time (earning $30,000 so that gross family earnings are $60,000), the family receives $205 per week.

This comprises Child Care Benefit only.

Minimum costs & government assistance compared
The table below compares the estimated minimum costs of caring for a child at home or in a day care centre, with the relevant family assistance payments received by married couple with one child under three years whose main bread winner earns $30,000 per year before tax.

The cost of care (as distinct from general costs such as food and clothing) is by far the biggest single expense for parents with babies and toddlers. However, despite marked improvements in the 2000 tax package, the level of financial help available from Governments for the care of young children is still out of touch with the actual minimum costs of care.

Table 1: Estimated costs of care and family assistance payments in a married couple working family with children under 3 years (Australia).
	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week
	Main breadwinner on $30,000

Main carer employed full time

	Couple with one child under 3 years

	Costs of care
	$215
	$224
	$233

	Family assistance
	$77
	$59
	$83

	Gap
	$138
	$165
	$150

	Couple with two children under 3 years

	Costs of care
	$215
	$340
	$465

	Family assistance
	$77
	$142

	$205

	Gap
	$138
	$198

	$260


Sources:
For day care costs: Australian Institute of Health and Welfare (2003), Australia’s Welfare, updated from May 2002 to December 2003 by the CPI index for child care services. 
For the costs of care at home: Henman P (2004), Updated Budget Standards for low income households, (Macquarie University, unpublished), and calculations by ACOSS.
The table shows that there are large gaps between minimum costs and the level of family assistance provided, especially for:

· families combining part time employment and care for young children at home.
· families with two or more young children in day care.
If the general costs of children (such as food and clothing) are included in the analysis, 

along with the payment designed to help with them – Family Tax Benefit (Part A), the 

gaps widen further. The reason for this is that Family Tax Benefit (Part A) falls short of 
meeting these minimum costs.

It should be noted that affordability is not the only problem for parents seeking child care 
for a child under 3 years old. It is virtually impossible in many parts of Australia to find 
centre-based day care services for parents with a child under 3 years, if this is the family’s 
preference. One reason for this is that Child Care Benefits do not acknowledge the extra 
cost of caring for children of this age (compared with 3 and 4 year olds).

Problems with assistance for care of young children

Government income support for families caring for young children was significantly improved in 2000. The key changes were an increase in family assistance payments for parents caring for a child at home, and improvements in Child Care Benefit. 

However, the system still falls well short of meeting the minimum costs of care for a young child at home or in a day care service. The relevant government payments are inadequate, inflexible, and complicated. The growing number of mothers of young children who combine care at home and part time employment are especially disadvantaged by a family assistance system that is based on outdated distinctions between ‘stay at home’ and ‘career’ mothers.

The main problems with family assistance payments for young children are as follows:

· Unlike most wealthy countries, Australia has no widely available system of paid maternity leave or equivalent government funded maternity benefits. 
· There are three separate payments to help with the cost of caring for a child at home (Parenting Payment, Family Tax Benefit Part B, and the Baby Bonus), instead of one. This leads to confusion. 
· The Baby Bonus is particularly complicated. The rate of payment depends on the income tax paid by the mother in the year prior to the birth, and her level of earnings in each of the five subsequent years.

· Payments offer little help with the minimum cost of caring for a young child at home. 
· Family Tax Benefit (Part B) and the Baby Bonus are token payments. They do not come near meeting the basic income support needs of the parent providing care. The highest rate of FTB (Part B) is just $56 per week, and the maximum Baby Bonus is $50 per week, though most receive much less. 
· Parenting Payment at least recognises the basic income support needs of the parent (since it is paid at the same rate as other social security payments for jobless people –$174 per week for a married parent), but it does not extend to families with incomes above about $31,000.

· The Baby Bonus and Family Tax Benefit (Part B) are inflexible. They are targeted towards parents who care for a child full time at home. They offer little or no support to parents who combine part time employment and care for a young child at home, as many mothers choose to do. For example, Family Tax Benefit (Part B) cuts out entirely once the main carer is employed for about 2 days or more than the minimum wage.

· The Baby Bonus and Family Tax Benefit Part B are paid regardless of the income of the main breadwinner. The partners of millionaires are entitled to these payments. This is wasteful because these families can choose to care for a child at home without any Government help.

· Child Care Benefit is too low to make child care affordable. The average ‘gap fee’ for full time care in a day care centre is well over $50 per week. This and more must even be paid by many families on low incomes, discouraging many women from returning to employment. Child care costs have risen by 25% over the past 18 months. 
 
· This problem is exacerbated by other weaknesses in our system of child care funding, including severe shortages of child care places in many areas (especially in day care centres for a child under 3), low pay and high turnover of staff, and inadequate support for families with high needs (such as poor families, and children with disabilities).

Proposals to better help care for young children

More help should be provided for low and middle income families with the costs of caring for the youngest children, in ways that reflect families’ changing needs as children grow. We propose the following improvements in family assistance for those with a child under 3 years old:

· Introduce a universal Maternity Benefit. The basic principle is that this should be a universal payment for all new mothers to support them and replace any lost earnings (up to a reasonable level) over the 14 weeks or so while they prepare for and recover from childbirth. Our indicative proposal is for a Maternity Benefit paid at a minimum of Parenting Payment rates for mothers previously outside the workforce, up to the minimum wage for those who have foregone wages. 
· The Baby Bonus should be abolished but the existing $800 lump sum Maternity Allowance should remain to help with the up-front costs of a new child. [Approximate cost of indicative proposal: $100 million per year].

· Extend the existing Parenting Payment (currently paid to low income families only at up to $174 per week) to support middle income parents caring at home for a child under 3 years old, either on a full or part time basis. This would replace the smaller Family Tax Benefit (Part B) paid to these families. Our illustrative proposal would provide the full rate of Parenting Payment ($174) to parents caring at home full time whose partners earn up to $41,000 per year, and a part rate for those combining part time employment and care. The rate would reduce with additional earnings by the main carers and their partners. [Approximate cost of indicative proposal: $1,000 million per year].

· Ease child care gap fees by increasing Child Care Benefit. The main priorities should be more help for low and middle income earners facing the highest costs, linking the maximum rates explicitly to a ‘standard fee’ which services are discouraged from exceeding, easing the worst shortages in the supply, and extending subsidies to meet special needs. [Approximate cost of indicative proposal to increase Child Care Benefit: $200 million per year].

Others have proposed absorbing all payments for young children into a single flat rate payment, to simplify the system, or to ensure that parents who care for children at home and those who use day care services are treated ‘equally’.

These proposals are sometimes advanced as the ‘solution’ to the old argument over whether family assistance should give preference towards "stay at home" mothers or "career" mothers. This argument implies that mothers fall into one or other of two "camps" that have competing interests and that the level of help offered to each “camp” is an issue for ideological debate. Those who want mothers to ‘stay at home’ advocate more help for women to do so, while those who want mothers to pursue careers argue for higher child care subsidies instead. 

This argument is unhelpful. Mothers can no longer be categorised in this way. Their parenting and career choices are much more diverse these days. Indeed, the most popular option for caring for preschool age children is to combine part employment with care at home.
In any event, offering exactly the same payments to parents regardless of their child care arrangements is false equity. The costs of care are very different between different families. For example, the minimum cost of caring for one child at home ($215 per week) is very different to the cost of caring for two children in a day care centre ($465 per week). A flat payment that comes close to the highest of these costs – for example $465 per week ($24,200 per year) – would be very expensive.
If our aim to allow parents to exercise a real choice in their caring arrangements and careers, government financial assistance should reflect these differences in actual costs. If existing family payments are rolled into a single payment at a flat rate (or a flat rate per child), then some families will receive more help than they need while others will receive much less than they need. The main losers would be:

· those who combine part time employment and part time care at home, since they are presently entitled to help with both of these expenses;
· those with two or more children in day care (since their high child care costs could not easily be addressed by a single payment). 
The ACOSS proposals would boost the incomes of around 500,000 families with young children, many by more than $100 a week. They would significantly reduce financial stress within families and improve choices regarding caring arrangements. 

Our priority is to improve the incomes of low and middle income families. Their incomes would improve substantially. Some high income families would lose due to the income testing of payments that currently extend to them. The cost of maintaining their present incomes is also detailed.

The main effects of the package on family incomes would be:

· Around 150,000 mothers of newborn children who have little or no access to paid maternity leave would gain up to $250 per week for 4 months from the new Maternity Benefit. 

· Around 300,000 families on $25,000 to $70,000 per year who are caring a 0-2 year old child at home full or part time would gain an average of approximately $70 per week from the extension of Parenting Payment to middle income families with young children. Also, approximately 70,000 families with 0-2 year olds, on incomes above $70,000, would lose an average of $50 per week due to the income testing of the income of the main earner.

· Around 400,000 families on up to $80,000 per year who use formal child care services would gain an average of about $10 per week from the increases in Child Care Benefit.

The proposals would substantially improve the disposable incomes of low and middle income couples with children under 3 years. For example, in the case of our married couple family whose main breadwinner earns $30,000 the results are as follows:
Where the family has one child under 3 years:

· When one parent cares at home full time for the child the family would gain $97 per week.

· When the main carer is employed part time and the child is placed in day care for 25 hours, the family would gain $40 per week.

· Where the main carer is employed full time and the child is placed in full time day care, the family would gain $35 per week.

Where the family has two children under 3 years:

· When one parent cares at home full time for the children, the family would gain $97 per week.

· When the main carer is employed part time and the children are placed in day care for 25 hours, the family would gain $44 per week.

· Where the main carer is employed full time and the children are placed in full time day care, the family would gain $97 per week.

The benefits of the proposed changes for a couple with one or two children under 3 years whose main breadwinner earns $30,000 are illustrated in the table below.

Table 2: Estimated gains in disposable income from the ACOSS proposals for a married couple family with children under 3 years (Australia).

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week
	Main breadwinner on $30,000

Main carer employed full time

	Couple with one child under 3 years



	Current family assistance payments
	$77
	$59
	$83

	Proposed family assistance payments
	$174
	$99
	$118

	Gain


	$97
	$40
	$35

	Couple with two children under 3 years



	Current family assistance payments
	$77
	$142
	$205

	Proposed family assistance payments
	$174
	$186
	$302

	Gain


	$97
	$44
	$97


Appendix: Costs of care for babies and toddlers, and government assistance, by capital city

Costs

Infants and toddlers (children under 3 years of age) need constant care. Typical child care costs include:

· The loss of a wage (or at the least, the cost of sustaining a parent while she cares for the child) if the child is cared for at home;

· Day care costs, if the main carer of the child returns to employment full or part time;

· The general costs of raising a young child, including food and clothing.

This analysis concentrates on the costs of care for infants and toddlers both at home and in day care services, as distinct from general costs such as food and clothing. Although these general costs are relatively low for young children, the cost of care is very high. This is the biggest single cost of raising young children. 

In the data presented below, we estimate the minimum costs of caring for a child under 3 years in different capital cities across Australia. These are conservative estimates because it is assumed the cost of a parent staying at home is the minimum cost of sustaining the parent while she cares for a child at home. That is, the loss of wages coming into the family is ignored. 

These estimates are drawn from data on:

· average full and ‘half’ time fees for child care for a preschool age child in a day care centre,
· estimates of the basic minimum costs of living for a married woman caring at home for a child.
 
Family payments

Our analysis of Government family assistance payments includes the following payments that are specifically designed to help with the costs of caring for a child at home or in day care.

· Family Tax Benefit (Part B) is designed to help with the costs of staying at home to care for a child, and is worth up to $56 per week.

· Baby Bonus is a partial refund of tax to help cover the loss of income while a parent cares for a child at home. The maximum amount is $50 per week, but this is only available to parents who were on a high income before the birth of their first child. The minimum is $10 per week. A parent who previously earned $30,000 and is now at home full time caring a young child would receive $21 per week, as in the examples below.

· Parenting Payment is a social security payment for parents from low income families, paid at the equivalent of unemployment payments – up to $174 per week for a married parent. It is an alternative to unemployment payments (Newstart Allowance) for the main carer of a dependent child. However, in the case of married couples, it is not paid to families on incomes above about $31,000.

· Child Care Benefit offsets fees for day care services. It is usually paid directly to the child care service. The maximum rates for one child in care are $2.74 per hour ($137 for 50 hours) for centre based care or $3.64 ($182 for 50 hours) for family day care.

We have not taken account of other payments, such as Family Tax Benefit (Part A), because these are designed to cover other costs (such as food and clothing). This is consistent with the fact that these general costs were not taken into account in calculating the costs of care (see above).

Comparison of costs and payments

In this analysis, we compare the cost of raising one or two children under 3 years in a married couple family where the main bread winner earns $30,000, in three different situations: 

· where the main carer is at home full time, 

· where that parent engages in part time employment for half the working week and cares at home for the remainder, and 

· where the child is placed full time in a day care centre. 

In all cases, the family is a married couple whose main breadwinner earns $30,000, so all families modelled are low or middle income working families. The data below are estimates, on a national and capital city basis, of:
· The costs of caring for children under 3 years (comprising the minimum cost of sustaining a parent to care for a child at home, the average cost of care at a day care centre, or a combination of the two).
· Existing family assistance payments to help with these costs (comprising Child Care Benefit, Family Tax Benefit (Part B), and the Baby Bonus).
· The gaps between costs and the level of family payments.
· The number of families with a child under 3 years.

Table 1: Australia (653,000 families with a child under 3 years). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$215
	$224
	$233

	Family payments

	$77
	$59
	$83

	Gap

	$138
	$165
	$150

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$215
	$340
	$465

	Family
payments
	$77
	$142

	$205

	Gap

	$138
	$198

	$260


Sources:
For day care costs: Australian Institute of Health and Welfare (2003), Australia’s Welfare, updated from May 2002 to December 2003 by the CPI index for child care services. 
For the costs of care at home: Henman P (2004), Updated Budget Standards for low income households, (Macquarie University, unpublished), and calculations by ACOSS of the minimum cost of supporting a woman in a low income married couple household.
For number of families with a child under 3: NATSEM (Based on their Stinmod model).

Table 2: Sydney (236,000 families with a child under 3 years in NSW). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$234
	$240
	$245

	Family payments

	$77
	$59
	$83

	Gap

	$157
	$181
	$162

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$234
	$362
	$490

	Family
payments
	$77
	$142
	$205

	Gap

	$157
	$220
	$285


Table 3: Melbourne (153,000 families with a child under 3 years in VIC). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$214
	$222
	$230

	Family payments

	$77
	$59
	$83

	Gap

	$137
	$163
	$147

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$214
	$337
	$460

	Family
payments
	$77
	$142
	$205

	Gap

	$137
	$195
	$255


Table 4: Brisbane (118,000 families with a child under 3 years in QLD). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$199
	$207
	$215

	Family payments

	$77
	$59
	$83

	Gap

	$122
	$148
	$132

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$199
	$315
	$430

	Family
payments
	$77
	$142
	$205

	Gap

	$122
	$173
	$225


Table 5: Perth (65,000 families with a child under 3 years in WA). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$198
	$209
	$220

	Family payments

	$77
	$59
	$83

	Gap

	$121
	$150
	$137

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$198
	$319
	$440

	Family
payments
	$77
	$142
	$205

	Gap

	$121
	$177
	$235


Table 6: Adelaide (49,000 families with a child under 3 years in SA). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$194
	$210
	$226

	Family payments

	$77
	$59
	$83

	Gap

	$117
	$151
	$143

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$194
	$323
	$453

	Family
payments
	$77
	$142
	$205

	Gap

	$117
	$181
	$248


Table 7: Hobart (15,000 families with a child under 3 years in TAS). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$191
	$212
	$233

	Family payments

	$77
	$59
	$83

	Gap

	$114
	$153
	$150

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$191
	$328
	$465

	Family
payments
	$77
	$142
	$205

	Gap

	$114
	$186
	$260


Table 8: Canberra (17,000 families with a child under 3 years in ACT/NT). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$222
	$238
	$254

	Family payments

	$77
	$59
	$83

	Gap

	$145
	$179
	$171

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$222
	$365
	$508

	Family
payments
	$77
	$142
	$205

	Gap

	$145
	$223
	$303


Table 9: Darwin (17,000 families with a child under 3 years in ACT/NT). Estimated costs of care, and existing and proposed family assistance payments, for a married couple working family with children under 3 years.

	
	Main breadwinner on $30,000

Main carer at home full time

	Main breadwinner on $30,000

Main carer employed 20 hours per week, on $15,000
	Main breadwinner on $30,000

Main carer employed full time on $30,000

	Couple with one child under 3 years
(dollars per week)

	Costs of care


	$209
	$211
	$214

	Family payments

	$77
	$59
	$83

	Gap

	$132
	$152
	$131

	Couple with two children under 3 years
(dollars per week)

	Costs of care

	$209
	$318
	$428

	Family
payments
	$77
	$142
	$205

	Gap

	$132
	$176
	$223
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� We focus on children under 3 because they need constant care, and there is a general preference among mothers to care for babies and toddlers of this age at home. Cost considerations are another reason to target more help in this way.


� This takes account of $400 million of savings from abolition of the Baby Bonus.


� Average child care centre fees are from Australian Institute of Health and Welfare (2003), Australia’s Welfare, updated from May 2002 to December 2003 by the CPI index for child care. We use day care centre, rather than family day care fees because the vast majority of families with young children use centre based care. Costs of care at home are derived from Henman P (2004), Updated Budget Standards for low income households, (Macquarie University, unpublished).


� ABS, Consumer Price Index.


� This estimate is conservative because children under 3 usually cost a little more.


� Note that this is the cost of care only, and does not include general costs such as food and clothing.


� For the purpose of modelling Baby Bonus payments below, we assume this was the mother’s previous income in the year prior to the birth of the first child.


� We have argued elsewhere that low income families are more likely to come under pressure when their children are teenagers, due to the higher general costs of teenagers. See ACOSS (2003).


� Assuming the mother previously earned $30,000 in the year before the child was born.


� Assuming the mother previously earned $30,000 in the year before the child was born.


� This amount has been amended from an earlier version of this paper.


� This amount has been amended from an earlier version of this paper


� By an estimated $18 per week in the case of a family (renting privately) with one child under 3 and a family income below $31,000; and $34 per week in the case of a similar family with two children under 3. The gaps are larger for families on higher incomes, due to the income testing of the FTBA.


� Based on movements in the child care component of the CPI.


� See ACOSS (2004) for full details of the indicative proposals.


� This takes account of $400 million of savings from abolition of the Baby Bonus.


� See Maley (2001), McDonald (2002).


� The overall number of winners is less than the total of the winners from all proposals, since these groups overlap.


� Subject to any loss of Baby Bonus, which the figure cited here does not take into account due to lack of data. There is unlikely to be a large number of families that lose out from abolition of the Baby Bonus, because the alternative payments (Parenting Payment and higher Child Care Benefit) are generally larger. Any losses are more likely to be sustained by mothers from high income families. It should also be noted the Baby Bonus appears to have been undersubscribed.


� These estimates take account of any loss of Family Tax Benefit (Part B). Low and middle income families generally gain more from the (higher) Parenting Payment than they would lose from FTB(B). However, this is not so for some families whose primary earners are on high incomes, since the FTB(B) is not income tested on their income. The cost of maintaining incomes for those who would otherwise lose is approximately $150 million.


� Average child care centre fees are derived from Australian Institute of Health and Welfare (2003), Australia’s Welfare, updated from May 2002 to December 2003 by the CPI index for child care services. Henman P (2004), Updated Budget Standard for low income households, (Macquarie University, unpublished). We use the costs of a day care centre rather than family day care, because the majority of families with young children use centre based care, even though such care is difficult to obtain for children under 3 years. We use the austere “low cost’ budget standards to estimate the cost of sustaining the parent while she cares for a child full time at home. We halve these latter estimates where the parent is employed part time. These estimates are based on calculations made by ACOSS, rather than the authors of the studies cited above.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� This number has been amended since an earlier version of this paper was released.


� This number has been amended since an earlier version of this paper was released


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.


� Either, at home (i.e. the cost of sustaining the parent), in fulltime care at a day care centre, or a combination of the two.


� Child Care Benefit, Family Tax Benefit (Part B), Baby Bonus. Other payments such as Family Tax Benefit (Part A) are not included, as they are not specifically designed to help with the costs of care at home, or in day care. For the same reason, costs other than the costs of care (such as food and rent) are not included in our estimate of costs.
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