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Abstract

This paper reassesses how the costs associated with child care influence Australian
families’ decisions about their work and child care arrangements. Using data from the
Negotiating the Life Course Survey, we suggest that the cost of care may not be an
important barrier to labour market participation.  Non-employed mothers do not cite
child care as the barrier preventing them from working and many two-earner families
appear to be able to adjust their schedules so as to avoid paying child care costs at all.
Instead, factors such as the cost structures associated with formal, informal and parental
care; attitudes regarding work and child rearing; and the work arrangements of working
couples to be more important in the labour-supply decision. In addition, the data
suggests there are important differences in the cost structure of different types of care.
While costs in formal care appear to be fixed, informal and parental care has a larger
variable cost component. Results indicate that the relative importance of fixed costs
influence the decision about which type of child care arrangement is utilised.

JEL Codes: J13, J20, J22
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1.  Introduction

Child care arrangements form the link between home life and market work for

an increasing number of Australian families. It is perhaps not surprising then that issues

relating to the cost, quality and availability of child care have been the subject of

intense scrutiny by parents, politicians, policy makers, and social scientists alike. While

the contribution of economic analysis to the ongoing debate on child care policy must

be viewed as only one among many perspectives, economic studies have been

important in underlining the crucial role of child care costs in the employment decisions

of parents with young children.

Our objective is to reconsider the evidence regarding the ways in which child

care costs influence families’ decisions about work and care arrangements.    This is an

important endeavor for several reasons.  First, the notion that child care costs are a

significant barrier to mothers’ employment (Schofield and Polette, 1998) is at odds with

other evidence that married women’s labour supply is relatively insensitive to changes

in costs (Teal, 1992a; Ribar, 1995) and that few mothers cite costs as a factor in their

decision not to use formal care (Teal, 1992b; VandenHeuvel, 1996). Thus, the extent to

which the need to arrange child care limits choices about employment remains

something of an open question.

Second, economic analyses of child care typically rest upon international

evidence on the effect of child care costs on the labour supply of married women (see

for example Connelly, 1992 and Ribar, 1995).   Yet the impact of child care costs on

labour supply depends heavily on those institutional arrangements, i.e., pricing policies

and subsidy schemes, that determine the structure of costs (Teal, 1992b).   International

evidence may have little to say about the cost structure facing Australian families and it

is important to examine Australian data.

Third, much of the previous literature focuses explicitly on the employment

decisions of mothers.  This is driven in part by the overwhelming international evidence

that it is mothers’—rather than fathers'— employment decisions that are constrained by

the presence of small children. In part, however, this is driven by the limitations of

existing data sets that preclude taking the working arrangements of both parents into
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account.  This is unfortunate since in many families child care arrangements are

influenced by both the mother’s and father’s work schedule (VandenHeuvel, 1996).

Our approach will be to focus on a limited set of issues around which 'economic'

claims are frequently made. In particular, we are interested in the relationship between

child care costs and parental employment decisions as well as the relationship between

costs and the type of care chosen. In addressing these issues we take advantage of new

information from the Negotiating the Life Course Survey (NLCS) which provides us

with a unique opportunity to take into account the working arrangements of fathers as

well as mothers.   Most of the analysis focuses on the work and care arrangements of

couple-headed Australian families with preschool children in which both partners are

employed in the labour market.  It is for these families that we expect child care costs to

be the most constraining.

The following section of the paper outlines the main themes of economic studies

of child care in Australia over the past decade and their findings. This is followed by a

brief description of the data used in this analysis and the basic characteristics of the

work and care patterns of the families in our sample. Section 4 considers the evidence

that child care costs are a barrier to employment.  Here we focus on the responses of

individuals to direct questions about child care costs as a barrier to participation as well

as their attitudes towards care responsibilities and working mothers. Section 5 analyses

the structure of child care costs associated with parental, formal and informal care. Our

conclusions are reported in Section 6.

2.   Studies of Child Care in Australia

Economic research on Australian child care began to appear just over a decade ago and

was initially concerned with two issues: the extent of demand relative to supply (for

example, Lyons, 1989; Maas, 1990); and the desirability of subsidising child care

whether in the form of places, or as direct cash transfers to the users of care (for

example, Anstie et al, 1988). The first type of study was concerned with establishing

levels of unmet need and provided estimates of the gap between available places and

apparent demand. The second type of study examined the expected impact of subsidies
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on women’s labour force participation and the extent to which the increased tax

revenues of women offset Federal child care expenditures.

The growth of ABS data collections on various aspects of child care provision1,

enabled researchers to begin the task of empirical assessment of child care policies on

several fronts. First, Teal’s research (1992b) further refined the supply issue by

expanding this concern to take into account differences in the type of supply - i.e.

public versus private. He demonstrated that while there was excess demand for public

sector places, this did not spillover into the private sector and that this sector had

considerable excess capacity. Second, the work of Teal (1992a) and others (Ross, 1986;

Ross and Saunders, 1990) examined the costs of entry to the labour market faced by

women and the extent to which government subsidies offset these costs. The findings of

these studies indicated that those using public child care received a subsidy of between

20 to 50 per cent of their child care costs, depending on family income. Teal

(1992a:252) argued however that the impact of this subsidy in terms of increasing

women’s working hours was marginal. He estimated that ‘a complete elimination of

child care costs would still leave women as part-time, rather than full-time, workers.’

The impact of government subsidies has also been the subject of micro-

simulation modelling carried out by various researchers at NATSEM (Beer, 1998;

Schofield and Polette, 1998). The primary concern of these studies is to assess the net

effect of means testing child care and taxation on the take home pay of women. Beer

(1998) estimates that over the lower to middle income ranges, women workers face

effective marginal tax rates in excess of 60 per cent.  As a result, she concludes that the

structure of government policy was unlikely to encourage women in lower wage

brackets to increase their hours of work. Taking a different perspective, the aim of the

Schofield and Polette (1998) study is to estimate the distributional impact of subsidies

on women’s net wage according to the income quartile of the family. Their study

looked at the effect of subsidies on the aggregate rather than marginal wage which

results in a more favourable view of the theoretical impact of government subsidies.

Much of the research described above was drawn on by a major EPAC study of

the provision of child care carried out in 1996. The conclusions drawn in the EPAC
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report (1996a: 22) reflect the conventional wisdom surrounding child care issues in

Australia:

Various research strongly suggests that women’s decisions on whether or

not to seek paid work are sensitive to the cost of child care.  Further, the

comparative costs of different types of child care services will affect

parents’ decisions about the form of care they use.

However, Teal’s earlier work and an increasing number of new empirical studies

from other countries, casts doubt on the barriers to participation argument. In one US

study for example Ribar (1995: 558) found that:

the cost of paid care has a small negative effect on labor supply but stronger

negative effects on formal paid care utilization…. Overall, mothers with

preschool-aged children are found to be less sensitive to wage and care cost

changes than other mothers.

Instead, Ribar finds that there are other influences on women’s participation decisions,

for example, their degree of attachment to the labour market which are more likely to

determine their participation than do child care costs.  Both the EPAC and Ribar studies

agree on one aspect of child care costs: that is, its influence on the type of care chosen

by parents. Where they disagree is on the fundamental question of whether child care

costs are a significant barrier to labour market participation.

Ribar's study also points to what is probably a more critical issue insofar as child

care costs are concerned: that is the alternative care strategies undertaken by two-earner

families to reduce their dependence on formal care. In particular, he comments on the

large proportion of two-earner families who have zero child care costs.   This points to a

strong need to consider the employment arrangements of both parents.

In summary, empirical research on child care costs and the impact of these costs

on work and care choices remains a relatively underdeveloped field of study in

Australia. Despite increasing empirical evidence that child care costs may not be a

major barrier to labour market participation, current Australian research continues to

assume that this is the case and continues to focus on the effect of government policy on
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the affordability of formal care arrangements. In contrast, issues such as the cost

differences between formal and informal care and consideration of the working patterns

of both partners, rarely receive rigorous analytical attention. It is these two areas which

are the focus of our study and below we re-examine the existing evidence—and present

new evidence—on the ways in which child care costs influence Australian families’

employment and child care decisions. In the final section of this study, we reflect on our

findings in relation to earlier research and suggest areas for further research.

3.    The Negotiating the Life Course Project

In this paper we explore these competing views using a sub-set of variables from

the first wave of a panel survey conducted as part of the Negotiating the Life Course

Project. The Negotiating the Life Course Survey (NLCS) will follow a random sample

of approximately 2400 people, currently aged between 18 and 54 years, over a ten-year

period.

The first wave of the NLCS (1997-1998) consisted of nearly 300 questions

about: demographic characteristics, educational attainment, labour market outcomes,

detailed income sources, superannuation arrangements, family relationships, household

time-use, child care arrangements, and tenure status.  Additionally, there was a series of

attitudinal questions about workplace relations, family relationships, household

organisation and household responsibilities. The survey also gathered basic

demographic, educational, employment and income characteristics for the respondent’s

partner. A central feature of the survey is the compilation of a complete employment,

educational and training history of the respondent from 15 years of age. On average,

around 450 separate items of data were collected from each respondent.

Our focus will be on couple-headed families, particularly families in which both

parents are working and there is at least one child of preschool age.2 We focus

primarily, though not exclusively, on this group as the care of preschoolers is usually

more expensive both in aggregate, and on an hourly basis. It is for this group that we

would expect to find child care costs having the largest role in parents’ decisions about

labour force participation and the type of care used.
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Table 1 presents details about the employment status of couple-headed families

with at least one child under 12.  In total there are 796 such families in our sample, with

450 (55 per cent) containing at least one preschool child. There are 183 families (23 per

cent) in which both parents are working and there is at least one preschool child.  This

much smaller number of observations for the group we are most interested in

necessarily limits the types of analysis that can be undertaken in this paper.  At the

same time, the NLCS data provide us with very detailed information that is not

available in other surveys.

Table 1: Families with Preschool and
 Primary School Aged Children

Age Group of Child(ren)

Current Employment

Status of Couples

At Least One

Preschooler

%

Primary Only

%

Total

%

Both work 40.7 63.0 50.4
One work, one at home 46.2 28.3 38.4
One work, one on leave 4.0 4.0 4.9
Both at Home 4.6 4.6 6.3

Total 450 346 796

4. Are Child Care Costs a Barrier to Employment?

The Theoretical Issues

The way in which child care costs affect the labour supply decisions of parents

depends critically on the structure of costs themselves.  To illustrate, consider the effect

of child care costs on the budget constraint of the secondary worker in the family.3

Figure 1 illustrates the case where all child care costs are variable (per hour) costs and

Figure 2 considers the case where all child care costs are fixed (per week) costs.  In

each figure, the dashed line shows the budget constraint before child care costs are

taken into account and the solid line shows income net of child care costs.

These two cost structures have very different implications for the labour supply

decisions of the secondary earner.  Variable (or per hour) child care costs have both
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income and substitution effects.  (See Figure 1.)  The decrease in the income associated

with a given number of hours of work leads secondary earners to work more hours.  At

the same time, the decrease in the net hourly wage resulting from a per hour child care

fee —the price of leisure—leads individuals to work less.  A priori it is not possible to

predict which effect is larger. While some individuals would work more hours, others

would work fewer.  Some secondary earners who would otherwise want to work a small

number of hours may not enter the labour market.   As a result, variable child care costs

may act as a barrier to labour market participation.

                     Income

Leisure

Figure 1:  Budget Constraint Given Variable Child Care Costs

Child care providers may charge a fixed fee per session, for example per week,

of care rather than charging per hour of care.4  In this case, child care is a fixed cost of

work which does not vary with the number of hours of child care used. This cost

structure has very different implications for parental labour supply decisions.   (See

Figure 2.)  First, fixed child care costs are a more significant barrier to labour market

participation than are variable care costs. The resulting notch in the budget constraint

leads to a discontinuous labour supply function. Consequently, some workers who in

the absence of child care costs would choose to work a limited number of hours may be

able to increase their income by completely withdrawing from the labour market.
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                     Income

Leisure

Figure 2:   Budget Constraint Given Fixed Child Care Costs

At the same time, fixed child care costs generate only an income effect.  The net

hourly cost of working is unchanged.  Given this, we would expect that secondary

workers who do choose to remain in the labour market will tend to work more hours.

Thus, relative to variable child care costs we would expect that fixed child care costs

would lead to a more bimodal distribution in the work hours of secondary workers.

There would be larger numbers choosing not to participate in the labour market at all,

while those who do choose to participate would tend to work more hours.

Based on this simple theoretical framework, the extent to which child care costs

act as a barrier to employment depends principally on two factors: first, the magnitude

of costs relative to market wages, and second, the structure of costs themselves. 5

The Empirical Evidence

Using information from the NLCS we first consider the empirical evidence

regarding the extent to which child care costs present a barrier to employment.  We will

begin by focusing on the child care arrangements of couples in which both partners are

employed.  We then turn to consider direct evidence on the extent to which parents

believe that child care costs are a barrier to employment.

Individuals interviewed in the NLCS were asked about child care arrangements

while children are not at school and they or their partner are at work.6  Table 2 shows

the care arrangements for two-earner families with at least one preschooler and for two-

earner families with primary school-aged children only.  The most striking result is that

in a high proportion of families parents provide most of the care themselves. Fully 63.3

per cent of families with only primary school-aged children and 27.3 per cent of

families with at least one preschooler provide their own care.
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Table 2: Care Arrangements of Two-Earner Families

Age Group of Child(ren)

Main Source of Care
a

At Least One

Preschooler

%

Primary Only

%

Parents 27.3 63.3
Formal 48.6 17.0
Informal 24.0 19.7

Total 183 218

a Source of care for preschooler in families with preschoolers and
   for primary school-aged children otherwise.

This is perhaps not so surprising for those working families with no preschool-

aged children as part-time or shift work would enable most families to manage their

own care. The more surprising finding is that more than a quarter of two-earner families

with a preschooler manage to provide their own care.   This is consistent with

VandenHeuval (1996) who suggests that between 13.2 and 23.7 per cent of working

Australian mothers with children under the age of five used neither formal nor informal

care. As she points out this is again largely managed by families where the mother

works part-time, shift or casual work.7  Still, 13.2 per cent of families in which the

mother is a full-time permanent employee use neither formal nor informal care

(VandenHeuval, 1996).  This points to the importance of considering the working

arrangements of fathers as well as mothers.8

Many working families—even those with preschool-aged children—appear to

be able to adjust their work schedules to avoid using non-parental child care at all

suggesting that the cost of care may not be a large barrier to employment.  On the other

hand, families for whom this is not possible may eliminate the need for child care by

keeping one parent home full-time or by working fewer hours.  For these families, child

care costs may act as a barrier to employment by preventing the secondary worker in

the family from entering the labour market or from working the number of hours they

desire.

One advantage of the NLCS is that we can begin to assess this issue by utilising

direct information about the preferences of non-working parents.  In particular, non-
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employed NLCS respondents were asked why they were not currently in paid work.

Respondents were also asked to report this information for non-employed partners.

Table 3 presents these responses for non-employed mothers.

Table 3: Reasons Non-employed Australian Mothers
Are Not in Paid Employment

Age Group of Child(ren):

Main Reason Not at Work

At Least One
Preschooler

%

Primary Only

%

Prefer to be at home with children 81.7 50.8
Have problems with child care 2.4 1.6
Do not need the additional income 0.8 3.1
Cannot find a suitable job 2.0 12.5
Partner does not want me to work 4.1 1.6
Other 12.6 30.5

Total 246 128

The vast majority of non-employed Australian mothers cite their preference for

being at home with their children as the reason that they are not in paid employment.9

Of the 246 non-employed mothers with preschoolers over 80 per cent said they prefer to

be at home looking after their children. An additional, 12.6 per cent cited a range of

reasons such as study, care of elderly relatives, etc.  Less than three per cent reported

problems with child care as their reason for not being in paid employment.  Even fewer

women whose youngest child is in primary school report child care problems as a

reason that they are not employed. Non-employed mothers do not appear to perceive

problems with finding or affording child care as a major barrier to employment. 10

Further evidence on the extent to which child care costs might pose a barrier to

employment is found in the attitudes and preferences of mothers and fathers towards

work and child rearing.  Tables 4 – 6 consider how the attitudes of parents differ in two-

earner and one-earner families.  In each case, the tables present the views of male and

female respondents in couple-headed households with preschool- and primary school-

aged children.
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Female respondents were much more likely than male respondents to agree with

the view that working mothers can establish just as warm and secure a relationship with

her children as mothers who do not work.  (See Table 4.)

Table 4: Parents’ Views About Whether a Working Mother Can Establish
Just as Warm and Secure a Relationship with her Children

as a Mother Who Does Not Work

Female Respondents: Male Respondents:

Both Work

%

One Work/

One Home
%

Both Work

%

One Work/

One Home

%

Strongly Agree 32.1 11.5 16.7 3.6
Agree 47.9 44.2 39.9 26.6
Mixed 2.9 6.1 3.6 7.2
Disagree 12.0 33.3 32.1 45.3
Strongly Disagree 5.1 4.8 7.7 17.3

Total 234 165 168 139

At the same time, there was more support for this view in families in which both

partners worked than in families in which only one partner worked.  Fully 80 per cent

of women in two-earner families agreed or strongly agreed with the notion that a

woman’s relationship with her children was not necessarily influenced by her

employment status.  Slightly more than half (55.7 per cent) of mothers in one-earner

families felt the same.  Interestingly, almost exactly the same proportion (56.6 per cent)

of male respondents in two-earner families agreed or strongly agreed with this

statement.   Support for this view was weakest among male respondents in one-earner

families with less than one in three agreeing or strongly agreeing.

There were similar disparities in the attitudes of parents in one- and two-earner

families toward the ideal division of labour between husbands and wives, although

there was much less disparity in the attitudes of male and female respondents.  (See

Table 5.)  Close to half of men and women in one-earner families agreed or strongly

agreed that it was better for the family if the husband was the primary breadwinner and

the wife had primary responsibility for the home and children.   Amongst two-earner
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families the rate was less than one in three.  The degree of consistency among male and

female respondents is striking.

Table 5:  Parents’ Views About Whether It is Better for the Family
 if the Husband is the Primary Breadwinner and the Wife Has Primary

Responsibility for the Home and Children

Female Respondents Male Respondents

Both
Work

%

One Work/

One Home
%

Both

Work
%

One Work/

One Home
%

Strongly Agree 4.2 13.9 6.6 7.9
Agree 26.5 36.1 24.4 40.0
Mixed 2.6 2.4 3.0 2.9
Disagree 47.4 34.9 47.6 40.0
Strongly Disagree 19.2 12.7 18.4 9.3

Total 234 166 168 140

Despite differences in work status, there is widespread support for child care

generally.   (See Table 6.)  More than ninety per cent of women and more than eighty

per cent of men agreed or strongly agreed that satisfactory child care facilities should be

available so that mothers can work outside the home.  Interestingly, the support for

child care facilities was as strong among men (80.5 per cent) and women (91.3 per cent)

in one-earner families as it was amongst men and women in two-earner families (83.8

and 91.9 per cent respectively).

There appear to be stark differences in the preferences of parents in one-earner

and two-earner households.  Not only is current labour market status correlated with

preferences, but current labour market status is also reflected in past behaviour.  Female

respondents who were not employed at the time of the NLCS had worked on average

only 1.3 years out of the previous five, while female respondents employed part-time

had worked on average 2.5 years.  At the same time, female respondents who were

employed full-time had worked on average 3.8 years out of the previous five. 11
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Table 6:  Parents’ Views About Whether There Should Be Satisfactory
Child Care Facilities So that Women Can

Take Jobs Outside the Home

Female Respondents Male Respondents

Both
Work

%

One Work/

One Home
%

Both
Work

%

One Work/

One Home
%

Strongly Agree 44.0 38.9 29.9 20.1
Agree 47.9 52.4 53.9 60.4
Mixed 0.4 1.2 2.9 2.2
Disagree 6.8 6.0 10.8 15.1
Strongly Disagree 0.8 1.8 2.4 2.2

Total 234 166 167 139

Overall, the results strongly suggest that it is differences in preferences and

attitudes towards child rearing and the ideal division of labour between husbands and

wives which keeps some women with children out of the labour market.  Very few non-

employed mothers cite child care problems as the barrier which prevents them from

entering paid employment.  Furthermore, many two-earner families (even those with

preschool aged children) are able to adjust their work schedules to avoid using non-

parental child care.  All of this suggests that the cost of care may not be a large barrier

to employment.

5. Do Child Care Costs Affect the Choice of Care?

Even if child care costs are not a large barrier to employment, it is almost

certainly the case that child care costs influence the type of child care arrangements that

parents make. In this section we will explore both the magnitude and structure of child

care costs in different types of care.   We then consider whether these factors appear to

be important in parents’ decisions about the type of care they use.  We continue to focus

primarily on two-earner families with at least one preschool child because it is for these

families that child care arrangements are likely to be most difficult.

The costs of care for preschool children in two-earner families are presented in

Table 7.   Not surprisingly, the average weekly cost of child care depends on the type of

care used.  Two-earner families with positive cost pay more for formal care than

informal care, while parental care is even less expensive.12  Even more important are



14

the differences in the proportion of families for whom costs are zero.  More than three

in four working families relying on parental care and more than one in two families

relying on informal care incur no child care cost.  In contrast, families utilising formal

care uniformly pay some of the cost.

Table 7:  Average Weekly and Proportion with Zero Child Care
Cost for Two-Earner Families with Preschool Children

Main Source of
Care

Average Weekly
Cost

a
Proportion with

No Cost (%)

Parents  $37.64 77.1
Formal $106.23   1.0
Informal  $60.39 58.1

           a
 For those families with positive costs.

Part of the higher cost associated with the use of formal care may be driven by

the fact that children spend more hours in formal care.  Therefore, it is important to also

consider hourly costs.  Child care costs per hour of care and per hour that the secondary

worker is employed are both presented in Table 8.13   Information is presented only for

those with positive child care costs.

Table 8: Hours of Care, Hours of Work, and Cost of Care
for Two-Earner Families with at Least One Preschoolera

By Hours of Care By Hours of Work
b

Main Source
of Care

Hours of
Care

Hourly Cost Hours of
Work

Hourly Cost

Parents 15.9 $3.63 22.1 $2.15
Formal 28.4 $3.86 26.5 $4.48
Informal 27.4 $3.09 28.5 $2.32

a For those with positive child care costs only.
b For the partner who is the secondary worker.

While the average cost per hour of care and the average hours of care do not

differ markedly between the formal and informal sectors, there do appear to be

important differences in the average cost of child care per hour of work. In the formal
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sector the cost per hour of work is higher than cost per hour of care.  This occurs

because mothers work fewer hours than their children are in care perhaps reflecting the

time associated with travelling between work and the child care centre.  For those

families relying on parental or informal care, these hourly cost measures are reversed,

i.e. the cost per hour of care is higher than the cost per hour of work.  These families are

more likely to have some part of the mother's working hours covered by "free" care of

the other parent, relatives or friends.

These differences are consistent with the view that the structure of costs—i.e.,

the extent to which costs are fixed rather than variable—may differ in the two sectors.

Fixed costs are predominant among many formal child care arrangements.  Parents are

required to pay a weekly (or perhaps half weekly) fee regardless of the number of hours

of care actually used.14   In this case, given that parents have chosen to use formal care

there is no cost savings associated with reducing the hours of care.  Thus, parents may

be more inclined to use child care beyond the mother’s work hours.

Informal and parental care may have a larger variable cost component.  In other

words, parents may be more likely to pay an hourly rather than a weekly fee.  In this

case, parents can reduce their total child care bill by using less care.  VandenHeuval

(1996) for example notes that women shift-workers and casual part-timers are more

likely to use informal care.  This may partially reflect the fact that formal care mostly

operates during restricted hours, but it may also reflect the fact that informal care is

more flexible and can be called upon only when needed.

Cost per hour of care and average care hours do not differ markedly between the

informal and formal sector among those paying for care. To a large extent, however,

differences in the cost structure of parental, formal and informal care can be

characterised by the extent to which parents are able to avoid paying any child care cost

at all.    Thus, it is useful to focus on those the nature of parents’ work arrangements in

two-earner families who do and do not have positive child care costs. (See Table 9.)
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Table 9: Work Arrangements for Two-Earner Families
with Preschoolers by Child Care Cost

Zero Cost
%

Positive Cost
%

Employment Status

     Both Part-Time 5.0 2.5
     Both Full-Time 15.0 31.7

     One Full-Time, One Part-Time 80.0 65.8

Respondent’s Job Often Requires

      Broken Shifts/Irregular Hours 42.4 31.3
     Overtime 27.2 27.0
     Weekend Work 47.5 31.3
     Night Work 40.7 27.8
     Take Work Home 22.0 29.6
     Overnight Travel 1.7 7.8

As expected, full-time employment of both partners is much less common

among families who do not incur child care costs.  Similarly, VandenHeuval (1996)

indicates a correlation between a mother's full-time work and formal care and

conversely between part-time work and casual or shift-work.

Broken or irregular shifts, weekend work, and night work are all more prevalent

among families paying no child care costs.  Working nonstandard hours appears to be

related to parents’ ability to eliminate child care costs.  In contrast, parents who incur

positive costs for the care of their preschoolers are more likely to be employed in jobs

that require them to take work home or travel overnight. The nature of the relationship

between parental work and care arrangements is consistent with the view that the

structure of costs, i.e., the relative importance of fixed costs, plays an important role in

parents’ decisions about care.

These differences suggest that some of the previous analyses and modelling of

child care costs (for example, Schofield and Polette,1998; Beer, 1998) which assume

that child care enters the labour supply decision as a flat hourly expense for each hour

that the mother works, may not adequately capture the fixed costs imposed in the

formal care sector (i.e. the purchase of care on a per session basis which may be further

heightened by the requirement to purchase a minimum number of sessions).  In fact, it
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is more likely that these flat rate modelling approaches may be a more apt description

of cost structures in the informal sector.

6.   Conclusions

The major aim of this study has been to re-examine the evidence on the ways in

which child care costs influence families’ decisions about work and care arrangements.

In particular, we were interested in the extent to which child care costs act as a barrier

to parents’ labour forces participation decisions.  To this end we exploit a new data set

from the Negotiating the Life Course Project which provides detailed information about

fathers as well as mothers in couple-headed families with small children.

Previous Australian studies of the relationship between child care costs and

parental employment take up opposing views.  Teal (1992a,b) argues that women’s

labour supply is relatively insensitive to child care costs—a position which is supported

by international evidence (Ribar, 1995)—while Schofield and Polette (1998) argue that

child care costs are a barrier to women’s employment.   Their underlying assumption is

that if child care subsidies can be used to significantly improve the hourly wage or net

take home pay of women, then women will respond to this by either joining the labour

force or increasing their hours of work.

We call this assumption into question on both theoretical and empirical grounds.

Theoretically, labour-supply decisions will be affected by several factors: the cost

structures associated with different forms of care, i.e. whether child care is a fixed cost

or variable cost; social preferences and attitudes regarding work and child rearing; and

the ability of two-earner families to adapt their work schedules to either avoid child care

costs or to use only minimal amounts of paid care.   As a result, whether parents

respond to child care subsidies by increasing or decreasing their labour supply is

theoretically ambiguous and remains an empirical question.

 We present evidence that child care costs may not be as large a barrier to

employment as they are often perceived to be.  When asked directly, non-employed

Australian mothers with young children do not cite child care problems as the primary

thing that prevents them from entering paid employment. Rather it is differences in

preferences and attitudes towards child rearing and the ideal division of labour between

husbands and wives that seem to keep some women with young children out of the
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labour market. Furthermore, many two-earner families are able to adjust their work

schedules to avoid using any non-parental care at all.

While child care costs may not present a large barrier to parental employment,

they are likely to influence the type of child care arrangements that working parents

make. Historically, most child care research in Australia has analysed the formal sector,

in particular, the public component of formal care provision. As government subsidies

were extended to private forms of care, some researchers have taken the role of this

sector into account. Informal care remains fairly much outside of the scope of serious

empirical research even though, as the EPAC report and Ribar (1995) both

acknowledge, the costs of care are likely to have an important effect on the type of care

families use.

 We find that there are important differences in the structure of costs in the

formal and informal sectors. Average cost per hour of care and average hours used do

not differ markedly between the formal and informal sectors.  There are important

differences, however, in the average cost of child care per hour of work, with the formal

sector costing nearly two dollars more per hour of work than the informal sector.

 More importantly, more than three in four working families relying on parental

care and more than one in two families relying on informal care incur no child care

cost.  In contrast, families utilising formal care uniformly pay some of the cost.

The nature of the relationship between parental work and care arrangements is

consistent with the view that the structure of costs, i.e., the relative importance of fixed

costs, plays an important role in parents’ decisions about the form of the child care

arrangement. Working nonstandard hours appears to help parents to eliminate child care

costs.  In contrast, parents who are employed in jobs that require them to take work

home or travel overnight are more likely to incur positive costs for the care of their

preschoolers.

There are some caveats to the findings presented here. Unfortunately, the small

number of two-earner families with preschool-aged children interviewed in the NLCS

precludes us from presenting conclusive evidence that child care costs are not a barrier

to employment.   Still, the detailed information presented raises doubts that the cost of

care is an important barrier to employment for many Australian families.
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Furthermore, as noted at the outset of this study economic analysis, is only one

perspective on child care issues. Child care policies also involve a range of issues

outside of economic impacts: the importance of appropriate early childhood education,

defining quality of care, debates about who should care for very young children are

among the concerns of many educational, psychology and social work professionals

who also contribute to this debate (EPAC, 1996a,b).

It is also important to acknowledge that child care has been a major expression

of government response to the changed role of women in Australian society (Sawer,

1990; Brennan, 1994;  Hancock, 1999). From this perspective, continued efforts to

improve the availability and affordability of child care remain  an important aspect of

encouraging greater economic independence of women and strengthens their claims on

equal citizenship (Cass, 1995; Shaver, 1995).

While our findings raise questions about some conventional assumptions such as

the extent to which child care subsidies increase women’s labour force participation, it

is our view that a better understanding of how costs are structured within formal and

informal care settings, who uses these different forms and why, will lead to policies

which better reflect the variation of care choices faced by families.
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Endnotes

1 See, for example, the  ABS Child Care Arrangements, Australia series (Cat. No. 4402.0);
Commercial Long Day Care, Australia (Cat. No. 4414.0);

2 Sole parents are not included in this analysis because of their small numbers in our data set and
because there are many other factors to be taken into consideration beyond the impact of child
care costs on these families.

3 A more realistic exercise would involve incorporating child care costs into a household budget
constraint.  Little is gained by this added complexity, however, as the above more simplified
discussion serves to illustrate the basic issues.

4 This is a known characteristic of centre-based long day care in Australia (see Teal, 1992b and
VandenHeuval, 1996).

5  It is also possible that child care costs have both fixed and variable cost elements.
6 NLCS respondents were prompted to provide two forms of child care. The results discussed here

are based on the primary source of care only.  Very few respondents indicated a second source of
care.

7 Two-earner families with preschool children are less likely to rely on parental care (10.9 per cent)
than are one-earner families with preschool children (33.5 per cent).

8 The relationship between both partners work arrangements and the choice of care will be
considered further in Section 5.

9 Women reported this information for themselves when they were the respondent.  This
information was reported by the woman’s partner in those cases when the woman was not the
respondent. This has also been reported by Teal (1992a:245).

10 These findings are consistent with (VandenHeuval, 1996) who also notes that working mothers
who do not use formal care report “no need formal care” rather than “child care problems” as their
motivation for not using formal child care.

11 The NLCS is somewhat unique in providing us with retrospective information about a
respondent’s labour market status—full-time, part-time, or out of the labour market—for every
year since he or she turned 15.   Part-time workers were coded as having worked half a year.

12 Some families who reply primarily on parental care use a small amount of care by others for which
they pay.
13 Secondary workers are defined to be the partner working the fewest hours.

14 Often parents also pay for weeks in which the child is not in care due to illness or holidays.


