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home or only work
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EXECUTIVE SUMMARY

the $10 a day program can and should dramatically
change child care affordability and make employment
a worthwhile option for many caregiving parents

OO0

he April 2021 federal budget

I promised $30 Billion over 5 years to

dramatically lower child care fees.

As of December 2021, nine provinces and

territories have signed on to the $10 a day

early learning and child care program. In

this paper, we look in detail at Ontario,

Alberta and Manitoba and answer the

question of whether this new funding will
make child care affordable.

Lowering  barriers to  mothers’
employment is a central objective of the
new federal funding. As the 2021 budget
said: “A Canada-wide early learning and
child care plan is a plan to drive economic
growth, a plan to secure women’s place
in the workforce, and a plan to give every

Canadian child the same head start.”

Our main conclusion is that the $10 a
day program can and should dramatically
change child care affordability and make
employment a worthwhile option for
many caregiving parents. However, the
affordability impact on families depends
on the specific policies that provinces
and territories adopt to reduce parental

payments. And, even if provinces and

territories adopt a flat fee of $10 a day, they
will need to have complementary policies
to ensure that low-income families are
not disadvantaged.

There are several different ways of
measuring early learning and child care
affordability for
The one that is most closely related to

individual families.
the employment decisions of caregiving
parents is called the Caregiving Parent
Affordability Measure. with
young children generally base their work

Parents

decisions on how much extra income that
employment can generate for the family.
If the cost of child care eats up much of the
extra income generated by employment, a
parent may decide to stay at home or only
work part-time hours. The Caregiving
Parent Affordability Measure is the ratio
between the cost of child care (after any
subsidies or tax credits) and the amount
of extraincome generated by employment
of the Caregiving Parent. When this ratio
is high, the returns from employment are
small - child care is unaffordable

In this paper, we calculate child care
affordability for couple families that have
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two children - one infant and one preschooler. We chart
affordability for this family at different possible levels of
income in Ontario, Alberta and Manitoba. And, we compare
current levels of affordability to what we can expect to see
when the $10 a day plans are fully implemented.

Our conclusions:

« Under current policies, if a couple family with two children

in Ontario cannot access subsidies in Ontario (and most cannot) licensed

licensed child care at any income level is remarkably unaffordable. If
child care at the caregiving parent earns less than about $40,000 ($100,000
. . . . .
any income for thfe fal-'nlly), ‘s/he will find that. more tha‘n 60% of her 11:1C(?me
1 li contribution will go towards paying for child care; there is little
evelis incentive to be employed.
remarkably « If Ontario offered licensed child care at a flat fee of $10 a day

unaffordable per child along with the existing tax credit, a couple family with
two children would pay less than 15% of the caregiving parent’s
income contribution in child care fees, no matter what their
income level. The child care cost barrier to employment would
be dramatically reduced.

« The current child care subsidy system in Alberta does not make
child care affordable for a couple family with two children.
The cost of child care for a family eligible for subsidy (less than
$90,000 of income) typically eats up 75% or more of the second
earner’s income in Calgary and 50% or more in Edmonton. The
barriers to employment of the caregiving parent are high.

« Even at high levels of income, under current child care policies
child care costs will consume over 50% of the extra income
generated by the caregiving parent’s employment in Calgary
and 40% in Edmonton.

« Alberta’s new funding policies agreed to with the federal
government will improve affordability, particularly for families
at higher levels of income. Alberta plans to offer substantial
operating grants to child care centres and homes to allow them
to lower parent fees. And Alberta is extending its subsidy



system to cover families with partial subsidies out to $180,000
of family income.

The combination of grants and subsidies will still leave Calgary
couple families with two children giving up more than 30% of
net extra employment income if the caregiving parent earns
less than $44,000 (family income of $110,000). In other words,
child care will be unaffordable for these families even when
Alberta’s new child care policies are fully implemented.

Edmonton families will be better off than Calgary families
because median fees start off at a lower level before the new
funding programs. Only families where the caregiving parent
earns less than about $18,000 (family income of $45,000) will
find child care unaffordable (30% or more of the net income
contribution of the second earner).

Another way of putting the same point: even after 2025-26,
this couple family in Calgary will be paying nearly $20 per
day per child at most income levels, where the same family in
Edmonton will be paying just less than $10 a day per child.

Manitoba pioneered flat fees for child care, and operational
funding to lower fees. However, its positive reputation is not
supported by measures of current child care affordability.
At virtually all income levels up to $60,000 of income for the
caregiving parent ($150,000 of family income), current child
care costs will eat up 30% or more of the income contribution
that comes when the caregiving parent is employed. In
particular, Manitoba’s child care subsidy system covers a very
narrow range of families.

A flat fee of $10 a day per child (with no subsidy system)
would improve affordability for nearly all couple families with
two children in Manitoba except when the caregiving parent’s
income is $14,000 or below. = However a flat fee will mean
that affordability is always worse for families the lower their
income. Many policy makers believe that affordability should
be at least as good at low incomes as it is at higher incomes.
Manitoba would need a sliding scale of fees for families with
lower incomes to achieve this.

n
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INTRODUCTION

Are child care costs a major barrier to women’s employment? How big? Will
child care at $10 a day really make much of a difference? This paper sheds
a strong light on the employment barriers facing the caregiving parent in
couple families in three of Canada’s provinces. Our conclusion is that the
$10 a day program can dramatically change child care affordability and make
employment a worthwhile option for many caregiving parents. However,
the impact on families depends on the specific policies that provinces and
territories adopt to lower parental payments. And, even if provinces and
territories adopt a flat fee of $10 a day, they will need to have complementary

policies to ensure that low-income families are not disadvantaged.

ince the 2021 federal budget in April,

nine provinces and territories have

signed on to the $10 a day early
learning and child care program. Those
agreements promise to deliver low-cost
licensed child care and early learning
experiences to children younger than Grade
One by 2025-26. As of early December 2021,
Ontario is a notable holdout, with about
38% of Canada’s children 0-5 years of age,
along with New Brunswick. We hope the
evidence presented here will encourage
Ontario and New Brunswick to sign similar
agreements now.

The federal funding for early learning
and child care was announced in Part II of
the spring budget, entitled “Creating Jobs
and Growth”. Lowering barriers to mothers’
employment is a central objective: “A
Canada-wide early learning and child care
plan is a plan to drive economic growth,
a plan to secure women’s place in the
workforce, and a plan to give every Canadian
child the same head start.” (Canada, 2021, p.
100). This echoes the rationale presented by
the Governor of the Bank of Canada in early
2021: “Strengthening the social safety net for
families, particularly by increasing access
to child care and reducing its cost, will help



more women return to the labour force
and remain there.” (Macklem, 2021). The
enthusiasm for these child care reforms

owes much to the work of Professor Pierre
Fortin and his colleagues (Fortin, Godbout
& St. Cerny, 2013). Analyzing the impacts
of Quebec’s $5 a day child care reforms that
began in the late 1990s, they calculated that
the long-run impacts of increased labour
force growth would more than pay for the
incremental costs of child care.

There are several different ways of
measuring early learning and child care
affordability for individual families. The
one that is most closely related to the
employment decisions of caregiving parents
is called the Caregiving Parent Affordability
Measure. That will be our focus. We will
analyze child care affordability in couple
families with two young children - 1 and
3 years of age - in Ontario, Alberta and
Manitoba. In each of these provinces, we
will compare the current situation, based
on current fees, subsidies and tax credits,
to child care affordability at $10 a day or
the provincial equivalent. We will discuss
how current policies affect affordability,

and how new policies should be crafted to
ensure future affordability.

Affordability is a relationship between the
fee charged to parents for the use of ELCC
and the ability of those parents to pay this
fee. In other words, child care affordability
measures the size of a key barrier to
accessing child care - the cost barrier. The
higher the fee (summed over all the young
children in a family), the higher is the cost
barrier. Also, the lower the family’s income,
the higher is the cost barrier. So, child care
affordability is a family-specific measure. It
will vary from one family to another. The
“average level of affordability” in a province
or territory is a problematic concept; this
average would hide important variation.

The affordability of early learning and
child care is important because it is believed
to affect significant family decisions. There
are two primary decisions of interest - the
decision to have their child(ren) attend an
early childhood education and care service
and the decision of parents to be employed
or go to school. Of course, these decisions
are generally linked.

13
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child care
affordability
measures
the size of a
key barrier
to accessing
child care

— the cost
barrier.

High fees can be a major barrier to using early learning and child
care and a major barrier to parental employment and education.
We’ve known this for a long time. Kindergarten is provided to children
throughout Canada free-of-charge. Why? We believe kindergarten is
good for all children and want to encourage all families to send their
children to kindergarten in the year(s) before primary school starts®.
That same logic has encouraged many provinces and territories to
extend kindergarten to full-days and to also provide free kindergarten
to four-year-old children. The same logic is increasingly being applied
to licensed child care services.

As fees for licensed child care rise, it has become increasingly
obvious that child care affordability is important because it affects
parental decisions to be employed or not. There is strong evidence that
the cost of child care can be a major barrier to mothers’ decisions about
employment throughout early childhood (Akgunduz & Plantenga, 2017;
Fortin, 2017; Morrissey, 2017; Thévenon, 2013; Lefebvre, Merrigan &
Verstraete, 2009).

1 Attending kindergarten is only compulsory for 5-year-olds in Prince Edward
Island, Nova Scotia and New Brunswick. For other ages and other jurisdictions,
kindergarten is non-compulsory.



Early Childhood Education and Care (ECEC) in Canada comprises two
main services:

1. fee-based licensed child care services
2. free-of-charge kindergarten services provided in schools.

The name adopted in Canada for these services has recently been Early
Learning and Child Care (ELCC). Kindergarten services are sometimes
only acknowledged as an after-thought.

Every province and territory has licensed child care services whose hours
and days are intended to be supportive of parental employment. Nearly
all parents will have to pay fees in order to access child services for their
children. These fees are quite high in most jurisdictions, thousands of
dollars per child. It is these licensed child care services, including before-
and-after school child care) that are the heart of the “affordability” problem.

For children not yet in kindergarten or school, licensed child care services
typically are open more than eight hours per day and for the full calendar
year. Licensed child care services may be provided in centres or in homes.

Kindergarten may be half-day or full-day

W H AT I s E A R I_Y during the school year, is free-of-charge

and is provided in schools. In some

I_E AR N I N G A N D provinces and territories (BC, AB, SK,

MB, NB, PE, NL and NU), kindergarten

c H I I_ D c A R E ? is universally available only for five-

year-olds (i.e., in the year before a child

is eligible for Grade One). In some

provinces and territories (ON, NS, YT,
NT), kindergarten is universally available for four-year-olds as well, and this
is being phased-in in Quebec. Alberta, Saskatchewan, and Manitoba have
targeted kindergarten programs for some four-year olds. Kindergarten is
always affordable because there is zero cost to parents. For this reason,
and for others, kindergarten is very popular with parents. Of course, the
hours of kindergarten each day are short relative to a full working day, and
the days per year of kindergarten do not include the summer months or
professional development days. As a result, fee-paying child care services
before and after school are needed by many parents whose children attend
kindergarten.

15
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METHODOLOGY

WHAT IS AFFORDABILITY AND WHAT DOES
THAT TELL US ABOUT HOW WE SHOULD
MEASURE IT?

Everyone seems to agree that child care affordability is best measured as
some kind of ratio between the cost of child care and family income (OECD,
2007, 2019; Australian Productivity Commission, 2021; Fisher and Thomas,
2021; Cleveland, 2018). So far so good. But what measure of the cost of child
care should we use and what measure of family income? The details matter
more than you might imagine. Some of the key points of our methodology are
summarized below:

A Our affordability measure should use net family income rather than gross.
Net family income is family income after income taxes and payroll taxes (like
CPP/QPP payments and EI payments) have been deducted, and various benefits
(like the Canada Child Benefit and similar provincial/territorial child benefits)
have been added. Another term for this is “disposable income” because this
is the income over which the family actually has spending discretion. When a
family makes a decision to use good quality child care or not, it is the family’s
disposable income (not its gross income before taxes) that will influence the
decision. Since family decisions are based on disposable income, our measure
of affordability should reflect this reality.

The cost of child care should be measured across all children in the family, or
atleast all children in the family younger than Grade One school entry. Families
with more children have a bigger child care affordability problem and this
should be reflected in our measure.



i~

For families who have access to child care subsidies (typically based on

low family income), the cost of child care should deduct whatever financial
assistance they receive from the child care subsidy program. The same goes
tax credits - for families in provinces (such as Ontario) who are eligible for a
refundable tax credit for child care expenses. This tax credit is a program that is
intended to lower the parental fee for child care services, so the amount of the
tax credit payment should be subtracted from the cost of child care used in our
affordability measure.

The Child Care Expense Deduction allows the lower earner in a family to
deduct child care costs before calculating taxes owed. By changing taxes owed,
it affects the after-tax income of the family, so it affects the denominator of
the affordability ratio. Ever since 1972, the Child Care Expense Deduction has
been a way of defining what income should be taxable and what income should
not. The Child Care Expense Deduction was a response to the analysis in the
1970 Royal Commission on the Status of Women which wrote: “.. expenses for
the care of children or other dependants are denied to a working mother as a
legitimate deduction from her gross salary or wages. Under the present system,
the wife who works outside and has one or more dependants who require
care pays a tax on earnings out of which she has to pay for child-care. Since
the couple must pay for child-care services out of net income, after payment
of income tax, a working mother has to earn a substantial salary if her working
outside is to be financially more profitable than the value of her services in the
home.” (p. 292). The Child Care Expense Deduction affects the after-tax income
of the family - it is an element of fair taxation of working parents. Therefore, in
our calculations, the Child Care Expense Deduction affects family income (the
denominator) rather than affecting the cost of child care (the numerator).

17
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Parents may decide to use a relatively
low-quality low-fee unlicensed child care
provider because they cannot afford the
price of higher quality licensed child care.

To use technical language, the cost of child care should be calculated ex ante,
rather than ex post. What does this mean? Ex ante refers to the situation before
an event happens; ex post refers to the situation after an event happens. The
ex ante cost of child care refers to the fees for full-time licensed child care that
parents face before they decide whether they can afford to pay these fees. The
ex post cost of child care refers to the amount that a family actually ends up
spending on child care. The ex post cost is often much lower than the ex ante
cost, precisely because parents may decide they cannot afford the full cost of
child care. Parents may decide to off-shift with each other so that there is no
fee to pay. Parents may decide that one of them has to work part-time so that
only a part-time fee needs to be paid. Parents may decide to use a relatively
low-quality low-fee unlicensed child care provider because they cannot afford
the price of higher quality licensed child care. If we want to measure how
affordable or unaffordable child care is, we have to mimic the situation faced
by families when they make their child care decisions. That is ex ante. The ex
post calculation reflects the results of unaffordability, but it does not measure
affordability.



F There are, in essence, two public policy reasons why we care about the
affordability of child care. One is that the cost of child care might be a barrier to

the decision to use this service that is good for children. Parents constrained by
affordabilitymaybeforcedtochoosechild careoflessthan optimal quality fortheir
children. The second is that the cost of child care might be a barrier to parental/
mother’s employment. In this paper, we focus on child care costs as a barrier to
employment. The measure we use is called the Caregiving Parent Affordability
Measure (or CPAM for short). This measure compares the cost of child care to the
CHANGE in net family income when the caregiving parent enters employment.

This paper presents an affordability measure based on a range of typical families?; it measures
the ability of these typical families to afford licensed child care services. For instance, we could
calculate affordability in Ontario for two-parent families with one 3-year-old child. We could calculate
affordability for this family at a range of different income levels, from low-income to high-income.
If the family was eligible for child care subsidies (based on income) or child care expenditure tax
credits, we would include this in the net cost of child care payable by the family. We could do a
similar, but separate, calculation of child care affordability for lone parent families. And, of course,
we could calculate affordability for similar families but with different ages or numbers of children.

2 Itis possible to apply child care affordability measures to Census data to get an estimate of how many Canadian
families can or cannot afford licensed child care services. We did this for Ontario in the Affordability for All report
(Cleveland, 2018). That type of calculation is based on the one presented in this paper but is more complicated
with some additional procedures.

19
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In this paper, we will often say things
like “the cost of child care eats up over
30% of the caregiving parent’s net
earnings”. In more formal language,
what we are saying is that the cost of
child care takes up over 30% of the net
additions to family disposable income
that happen when the caregiving
parent becomes employed.

Of course, the main part of the
change in family disposable income is
generally due to her/his employment
income. But when
this parent becomes

employed, there will
T E R M I N o Lo GY also be changes in
income and payroll
taxes for the caregiving
parent, changes in child
benefits (many of which
vary with family income), and changes
in the income and payroll taxes of the
other parent if this is a couple family.

We use expressions like “changes in
the caregiving parent’s net earnings”
or “changes in the second earner’s
net income” as somewhat simplified
ways of describing this underlying
complexity.



The Caregiving Parent Affordability Measure

ffordable child care is desirable for
numerous reasons, but partly because
it facilitates

parental employment,

especially the decision of the caregiving parent
in the family to be employed. We would like to
know how big a barrier child care fees are to the
employment of the parent who might otherwise
stay home full-time to care for young children.
For this, we want to compare net child care fees
to the extra disposable income that is generated

when the caregiving

parent takes paid work.

The Caregiving Parent
Affordability Measure
(CPAM) is trying to
answer this question:
“What percent of the
contribution to a family’s
disposable income that
comes from employment
of the caregiving parent
would be eaten up by child
care fees in jurisdiction
X?” It is a measure of how much child care
fees interfere with incentives to be employed
- important if governments hope to encourage
labour force participation.

The Caregiving Parent Affordability Measure is:

The sum of child care fees for licensed
child care (after accounting for subsidies
and refundable tax credits) over all the
children in the family (divided by) the
change in total disposable family income
when the Caregiving Parent is employed,
rather than not employed.

What percent of the
contribution to a family’s
disposable income that
comes from employment
of the caregiving parent
would be eaten up by
child care fees

In other words, it is the share of the Caregiving
Parent’s contribution to family income that
is eaten up by the cost of child care in order to
support employment.

Child care affordability is influenced by
parental incomes, by taxes or benefits that reduce
or increase the disposable income of the family,
by the numbers and ages of children in the family.
And, of course, it is affected by the level of child
care fees, the eligibility for and availability of
child care subsidies, and
various public programs
or funding mechanisms
that may lower the net
price of child care the
family has to pay.

There is an alternative
measure of child care
affordability, which we
do not discuss here.
Sometimes called
the  Family  Income
Affordability Measure,
it compares the cost to
the family of its child care to overall disposable
income (after-tax income) of the family. It is the
percent of disposable family income this family
would need to spend to access licensed child care
for its young children. That measure of child
care affordability is less closely related to parents’
employment decisions, but is more closely related
to the quality of care that families can afford to
purchase when parents go out to work.

Inthis paper, we measure child care affordability
for “typical” families at different levels of income.
We focus on two-parent families because their
child care problem is relatively neglected. It

2]



Table 1: Typical Daily and Annual Full-Time Fees for Centre Child Care in
Ontario, Alberta, and Manitoba

Province Daily Infant Fee Annual Daily Fee Annual Fee
Infant Fee for 3 yrold for 3 yrold

Preschooler Preschooler

Ontario - $66 $17,060 $47 $12,220

median

Alberta - $62 $16,200 $50 $12,900

Calgary

Alberta - $51 $13,200 $40 $10,500

Edmonton

Manitoba $30 $7,800 $20.80 $5,408

Sources: Ontario median fees from Ministry of Education Ontario, 2020. Calgary and Edmonton fees from Macdonald and
Friendly, 2020. Manitoba has a system of set fees for (nearly) all centres.

22

would be simple to model families with
different numbers and ages of children,
but for simplicity we concentrate on couple
families with two children - one an infant
and the other of preschool age (1 and 3 years
of age).

In order to do the modelling, we need
to make assumptions about the amount of
income earned by each parent. Following
the assumptions made by the OECD (OECD,
2019) in comparing child care affordability
across countries, we will assume that the
second earner in the family (who we call the
Caregiving Parent) will earn 2/3rds of the
amount earned by the first earner, or 40%
of household earnings. So, if total family

income (before tax) is $50,000, we will
assume that the first earner earns $30,000
and the second earner earns $20,000. The
caregiving parent can be either sex; given
current income distributions, she is more
likely to be female.

Calculations for this paper were
programmed in Stata-17 and the Canadian
Tax and Credit Simulator (Milligan, 2021)
was used to calculate taxes and benefits
in different provinces. Table 1 provides
information on the median fee levels that
were used as typical of each jurisdiction.



CHILD CARE
AFFORDABILITY IN
ONTARIO

f you are not eligible for a child care subsidy
Iin Ontario, or you can't access a subsidy
even though you are eligible, child care
The charts below

show current levels of child care affordability at

is startlingly unaffordable.

different levels of before-tax income in Ontario.
We focus on one particular family type - couple
families with two young children - one an infant,
and the other a preschooler. And we focus on
measuring child care affordability as it affects the
decision of the lower earner in the family to be
employed or not. Not only do these charts show
current affordability, but they also measure what
affordability would look like if child care were
available for $10 a day per child.

Affordability is affected by many things - by the
underlying cost of producing child care services,
by operating funding that the province provides,
by the child care subsidy program that each
province has, and by the refundable tax credit for
child care expenses that exists in Ontario. All of
these factors affect the number of dollars parents
must pay for child care. There are also a host
of factors that affect the amount of income that
families have available. When the lower earner

in the family enters the work force, it changes
the amount of income the family has available,
but in complicated ways. When the lower earner
enters the work force several things happen. S/
he earns income, but s/he also has to pay income
tax and Employment Insurance premiums and
Canada Pension Plan premiums. And the higher
earner in the family will no longer be able to
claim the lower earner as a dependent, so the
higher earner’s taxes will rise. And child benefits
There is a federal Canada Child
Benefit but there are also provincial child benefits.

will change.

As the income of the family rises when the lower
earner enters the work force, the amount of child
benefits going to the family will fall. Measured
child care affordability has to take into account
this complicated set of changes in the cost of child
care for parents and changes in disposable family
income.

Caregiving Parent Affordability is a measure of
the size of the barrier to employment created by
the cost of child care. This measure of affordability
compares the cost of child care to the extra income
the family gets when the caregiving parent enters

employment. More formally, it measures the
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percent of the change in after-tax after-benefit

family income that is used up paying for child care

when the caregiving parent moves from being out

of employment to being employed and earning an

income.

Charts 1 shows us child care affordability in

Ontario in three possible situations:

1.

Current child care fees with parents receiving
the full amount of child care subsidy they would
be eligible for, and also claiming the Ontario
Child Care Tax Credit;

Current child care fees with parents unable
to access child care subsidy but receiving the
Ontario Child Care Tax Credit;

Child care available at $10 a day per child, and
parents also claim the Ontario Child Care Tax
Credit.

This range of situations allows us to develop several
key insights:

the child care cost barrier to employment of the
caregiving parent in Ontario can be very large;

child care subsidies can be crucial to improving
child care affordability (and their absence can
make child care unaffordable);

the $10 a day program could have a dramatic
impact in improving child care affordability,
and

if the average fee of $10 a day is achieved
by means of a flat fee, child care may still be
unaffordable for low income families



Chart 1: Ontario Couple Families - Caregiving Parent Affordability Measure

If a parent returns to work, how much of the change in after-tax income is taken by child care fees?
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Affordability in Ontario - The General Picture

Each year, Ontario publishes median fee levels in child care centres for Ontario as a whole. In
2019, these median daily fee levels for full-day care were $66 for infants, $54 for toddlers, $47 for
preschoolers, and $42 for kindergarten children (Ministry of Education Ontario, 2020). Before
and after school care for kindergarten children had a median fee level of $25 per day. We use
these median fee levels to reflect the typical cost experience faced by Ontario parents.

f course, there is considerable variation F

in fee levels across different parts of

Ontario. In 2018 (Cleveland, 2018), we
found that median daily fees were very different
in the six different regions of Ontario. Median
daily infant fees varied from $51 in the North
to $85 in Toronto. Median toddler fees varied
from $42 in the North to $66 in Toronto. Median
daily fees for preschool children varied from
$38 in the North to $52 in Toronto. Thus, using
Ontario-wide median fees will understate the
affordability problem for some Ontario families
and overstate it for others. Nonetheless, we use
median Ontario-wide fees as the best option for
our affordability calculations.

Chart 1 is very useful in summarizing a large
amount of information relatively simply. For
those who wish to see the details behind this
chart, the underlying data is provided in Tables
A-1, A-2, and A-3 in Appendix A.

There are three lines on Chart 1. The green
line measures child care affordability if couple




families with two young children receive a child

care subsidy along with claiming the Ontario
expenses tax credit. The blue line measures child
care affordability if they are unable to get a child
care subsidy, but can claim the tax credit. The
orange line shows affordability if child care is
available at $10 a day, and the tax credit system
stays in place.

hat is important to notice with

this chart is the “height” of these

lines. In our study Affordability for
All: Making Licensed Child Care Affordable in
Ontario (2018), we proposed that a Caregiving
Parent Affordability ratio of 30% or less could
be considered as affordable. In other words, if
the net cost of child care is a small percentage
- 30% or less - of the increase in family income
generated when the caregiving parent enters
employment, we will consider this child care
cost to be affordable. According to that study, a
Caregiving Parent Affordability ratio between
30% and 60% would be unaffordable and over

60% would be completely unaffordable.

We know that child care and employment
decisions are highly sensitive to both child
care costs and the after-tax after-benefit gains
that caregiving parents earn. Our analysis
of the behaviour of Canadian families using
Statistics Canada’s Survey of Young Canadians
confirms this. Changes in both the numerator
and denominator of the Caregiving Parent
Affordability Measure are closely related to
parental employment. We found that the mothers’
employment was quite sensitive to the net cost of
child care - when the cost of child care falls by
10%, mothers’ employment would typically rise
by about 2.3%, with particularly large impacts
on full-time employment. And we found that a
rise in mother’s after-tax income of 10% would
generate increased employment of 5.0%.

However, these percentage thresholds (30%
and 60%) are not scientifically established as
specific cut-points. With this caveat, we can
use this terminology - affordable, unaffordable,
completely unaffordable - as a convenient way of

describing what we see on these charts.
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Affordability in Ontario - The Details

You can’t fully understand the child care affordability picture in Chart 1
without understanding some details of Ontario’s current child care funding
system. There are three parts of relevance to our story - operating funding
(operating grants and wage enhancement grants), child care subsidies and
Ontario’s refundable tax credit for child care expenses.

OPERATING FUNDING

Operating grants and wage enhancement grants are the hidden secret
of child care affordability in Canada. Most parents are unaware of the role
that these grants play in lowering the fee levels that parents have to pay, but
these are substantial. In Ontario, for instance, in 2018-19, the provincial
allocation for operating and wage enhancement grants was $725 million and
another $125 million went in grants for provision of child care to children
with special needs. The total of these grants was about 45% of the entire
provincial spending amount on child care. All of these grants act to lower
the proportion of child care costs that has to be covered by parent fees, so
they play a big role in child care affordability.

CHILD CARE SUBSIDY

The modern origins of child care subsidy systems across Canada lies back
in the 1960s when U.S. President Lyndon Johnson announced a “War on
Poverty” and Canada followed suit with major federal funding for welfare
and social services designed to reduce poverty and the impacts of poverty.
The major federal program in Canada was known as the Canada Assistance
Plan (CAP). Under CAP, child care subsidies for families in poverty or likely
to be in poverty without these subsidies were cost-shared on a 50/50 basis
between federal and provincial governments, with Ontario requiring that
municipalities kick in part of the provincial share. The federal government
established criteria for this funding; broadly, the recipients of child care
subsidies had to prove that they had very low incomes and that they were
going to use the child care subsidies to permit the parents to engage in
activities (employment or training) that were likely to lift the family out
of poverty.



29



30

The Canada Assistance Plan ended in the late 1990s and
federal funding for social and welfare services was rolled
into a block grant called the Canada Health and Social
Transfer. However, child care subsidy systems in Canadian
provinces and territories are still marked by their “welfare”
origins. There are both income criteria and employment/
training criteria for eligibility for child care subsidies in
Ontario as in most other provinces. Children and families
with special needs may also be eligible. The subsidy
application process is bureaucratic and opaque rather than
simple and transparent. In Ontario, subsidy applications
are administered by municipal authorities; there are 47
municipal social service managers across the province.
Child care subsidies are based on net family income (line
23600 on last year’s income tax forms for the family). The
Canada Child Benefit is not included as income for subsidy
eligibility.

Until 2006, Ontario had a “needs” test for child care
subsidy - eligible families had to prove that their regular
expenditures were so high that they were incapable of
purchasing licensed child care. Since, 2006, Ontario -
similar to other provinces and territories with child care
subsidy - has had an “income” test for child care subsidy.

There is no minimum parental co-payment fee in Ontario.
If the family annual net income is less than or equal to
$20,000, the family will pay nothing for its child care fees
for all children. If the family annual net income is above
$20,000 but less than or equal to $40,000, the family will
pay 10% of this “extra” income for child care for all of its
children. If the family annual net income is above $40,000,
the family will pay $2,000 plus 30% of the income above
$40,000 for child care up to the full parent fee.

Table 2 shows some key dimensions of the child care
subsidy system and the refundable tax credit for child care
expenses in Ontario.



Table 2: Details Relevant to Ontario’s Child Care Subsidy and Refundable Tax
Credit Programs

Child care subsidy

Ontario Child Care Tax Credit

Administered by

Municipalities

Province

Income definition
used to define
eligibility

Net Income - i.e, Line 23600 on
last year’'s income tax records,
summed over all earners.

Adjusted family income - take line 23600 of
income tax form summed over all parents,
but add eligible child care expenses back in

More details on
income definition

Using line 23600 means that
deductions for El, CPP, CCED,
employee pension and RRSP
contributions are permitted.

In other words, deductions for El, CPP, employee
pension and RRSP contributions are permitted,
but not the deduction for child care expenses

More details on
income definition

Note that the Canada Child
Benefit, Social Assistance
Income and GST/HST
rebates are not included as
income on the tax form

Note that the Canada Child Benefit, Social
Assistance Income and GST/HST rebates are
not included as income on the tax form

Maximum benefit

Families with net income less
than or equal to $20,000 will
receive child care services for
free if they are able to obtain
a subsidy (not guaranteed;
depends on available funding
in the municipalit y).

Families with adjusted family income less than
or equal to $20,000 will receive compensation
for 75% of their child care expenses up to a
maximum of $8,000 annually for children <

7 years and $5,000 7-14 years. However, the
maximum amount claimable over all children
must not be more than 2/3rds of the income
of the lower earner in the family. This latter
restriction will reduce benefits for many low-
income families. Tables A-1 and A-2 in Appendix
A show cases where the maximum benefit of
the tax credit is received at a family income of
$90,000 in one case and $60,000 in the other.

Benefits for
other families

For families with family net
income above $20,000, they
will pay 10% of their income
above $20,000 up to an
income of $40,000. If family
net income is above $40,000,
they will pay $2,000 plus 30%
of income above $40,000
until the full unsubsidized
child care cost is reached.

The percentage compensation offered by the
tax credit falls as family adjusted net income
rises. Details are available at https:/ /www.
ontario.ca/page/ontario-child-care-tax-credit.
Families with adjusted net income greater than
$150,000 are not eligible for the tax credit.

Quality Issues

Subsidies are administered by
municipalities. Municipalities
will sign purchase-of-

service agreements with
licensed child care providers
that meet certain criteria
established by municipalities,
including reporting, quality
inspections, and being
monitored by municipal
authorities in many cases.

The Ontario Child Care Tax Credit is

available for any child care arrangements
that support parental employment

(and in some cases education). These
arrangements may be licensed or unlicensed
and there are no monitoring or reporting
requirements for service providers.
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able A-1 in Appendix A shows the amount

of fee that a fully- or partially-subsidized

family will need to pay in order to access
licensed child care that is priced at the median fee
level. The full (unsubsidized) fee level in Ontario
is higher than in other provinces. However,
Ontario’s subsidy system (with some assistance
from the tax credit) does a better job reducing
these fees for subsidized families than other
provinces. For instance, in Ontario, subsidized
couples with two children will pay less than $5,000
annually for child care at $70,000 of income. A
similar subsidized family in Alberta (Calgary)
will pay nearly $20,000 annually for child care.
A similar family in Manitoba will already have
an income level that is too high for any subsidy
assistance, so the family will pay the full set fee of
$13,208 annually.

Ontario’s child care subsidy system is
potentially generous. As you can see on Table
A-1 in Appendix A, full subsidy is only available
up to $20,000 of family income, but partial
subsidy continues well beyond this income level.
As aresult, if a couple family can access all of the
child care subsidy to which they are potentially
eligible, child care can be affordable. In fact,
the Caregiving Parent Affordability Measure is
below 30% - affordable - up to $110,000 of family
income ($44,000 of employment earnings for the

second earner).

In fact, partly due to inadequate funding of the
subsidy system, few couple families in Ontario
receive child care subsidies; the majority go to
lone parent families®. If a couple family with
two children in Ontario is not receiving subsidy,

child care will always be unaffordable and if the

3 Ontario’s Early Years and Child Care Annual Report for 2020 tells us that fully 75% of the children receiving subsidies
in Ontario are in families with annual income of $40,000 or less. Most couple families with children 0-12 years of age
in which mothers are employed (92%) earn more than $40,000. Modelling for the Affordability for All report in 2018
suggested that about 2/3rds of child care subsidies in Ontario go to children from lone parent families.



second earner earns less than about $40,000, it

will be completely unaffordable. In other words,
alarge proportion of the extra income generated
by the employment of the second earner in the
family will be consumed by the costs of child
care. There will be only modest income gains

from employment.

According to recent Ontario figures, about
30% of children using licensed child care in
Ontario receive child care subsidies and about
$880 million of the total annual budget of $1.89
Billion goes to paying for subsidies (about 46%
of the total in 2018-19). Over 90% of Ontario’s
subsidies go to families with incomes of $60,000

or below.

The amount of money available for child care
subsidies in each municipality is limited by
provincial allocations and municipal decisions.
Families can be eligible for child care subsidies
but not able to receive them because of a
lack of available funding. Municipalities sign
“purchase-of-service” agreements with local
licensed child care centres and licensed home
child care agencies who are willing to accept
subsidized children and are willing to fulfill
reporting and quality requirements enforced by
the municipality. Subsidies can only be used in
these local facilities with purchase-of-service
agreements. In Toronto, for instance, about
2/3rds of all child care centres have purchase-
of-service agreements and can therefore enrol

subsidized children.
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REFUNDABLE TAX CREDIT FOR CHILD CARE EXPENSES

t the time of the 2018 provincial election,
Athe Wynne Government had promised

enhanced direct funding in order to
provide universal free licensed child care for
all children 2 % - 4 years of age. To counter this,
Doug Ford’s Conservatives promised a refundable
tax credit for child care expenses, similar to one
offered in Quebec for children enrolled in child
care outside the “low-fee” system (currently $8.50
per day). As a result, Ontario now has a tax credit
known as the Ontario Child
Care Tax Credit.
back to families a portion

It pays

of the amounts spent on
eligible child care in the
previous year up to a limit;
this payment comes when
families pay their income
taxes, but the credit does
not affect the amount of
taxes paid. Any type of work-related or training-
related child care expenditure that is eligible for the
Child Care Expense Deduction (CCED) is eligible
for this refundable tax credit. As implemented,
this Ontario tax credit is considerably less generous
than the Quebec tax credit.

In Quebec, this tax credit has been highly
favourable to the growth of for-profit child care
(Fortin, 2017).

These types of expenditures are eligible for
Ontario’s tax credit (the eligibility rules are similar
to those for the Child Care Expense Deduction):

In Quebec,
credit has been highly
favourable to the growth
of for-profit child care

regulated or unregulated caregivers providing
child care services

« nursery schools and licensed child care
centres

« boarding schools, overnight sports schools or
camps where lodging is involved

« educational institutions (for the part of fees
that relate to child care only)

« day camps and sports schools where the
primary goal of the camp
is to care for children

this tax

Ontario’s tax credit
for child care expenses
has a peculiar structure,
because it is piggy-backed
on the calculation made of
eligible child care expenses
onthe federal tax form (i.e.,
the Child Care Expense Deduction). Ontario’s tax
credit will compensate families for some of their
child care expenses, with the percentage being
based on the amount of pre-tax family income. So,
for instance, a family earning $20,000 or less will
have 75% of its allowable expenses compensated.

However, the devil is in the details. The
“allowable expenses” are based on (i.e., identical
to) the amounts allowable under the Child Care
Expense Deduction. But the amount allowable
under this deduction is based on the income of
the lower-earning spouse in the family (with some
exceptions). The amount claimed under the Child
Care Expense Deduction cannot exceed 2/3rds of



Table 3: Ontario Child Care Tax Credit rate calculation

Family income

Rate calculation

Up to $20,000 75%

Greater than $20,000
and up to $40,000

75% minus 2 percentage points for each
$2,500 (or part of) above $20,000

Greater than $40,000
and up to $60,000

59% minus 2 percentage points for each
$5,000 (or part of) above $40,000

Greater than $60,000
and up to $150,000

51% minus 2 percentage points for each
$3,600 (or part of) above $60,000

Greater than $150,000 0%

the income of this lower-earning spouse. This
means that Ontario’s tax credit is not based solely
on family income but is also affected by the share
of that income earned by the lower earner.

The maximum amount of eligible expenditures
is $8,000 for children 0-6 years of age inclusive,
and $5,000 for children 7-16 years of age. For
children with a severe disability, an annual child
As a
point of reference the median annual child care

care expenditure of $11,000 is eligible.

fee for an infant in Ontario is over $17,000 and
the median annual child care fee for a child of
preschool age (2.5 - 4 years) is over $12,000.

he amount you could receive multiplies

the Ontario Child Care Tax Credit rate

(based on your family income) by the
eligible amount of your child care expenses. The
percent of child care expenses covered declines
continuously with family income. The tax credit
can cover as much as 75% of child care expenses
for employment/education purposes, but only for
families with total annual income up to $20,000.
At $40,000 of income, a family could have up to

59% of its child care costs covered. At $50,000, a
family could have up to 55% of its child care costs
covered. At $60,000, a family could have up to
51% of its child care costs covered. Of course,
child care costs per child are often more than the
maximum amounts covered by this tax credit, so
the percent of costs actually covered is frequently
less than the amounts stated here. Families with
income over $150,000 are not eligible for any
financial assistance with child care costs. On a
one-time basis, there is an automatic top up of
20 per cent of the credit entitlement for the 2021
taxation year.

Tax Credit Example: In 2020, your earned
income for the year was $12,000 and your spouse
earned $18,000. Your family income is $30,000
and to simplify the example, we will assume
that this is your family’s adjusted net income.
At this income level, you can, according to the
government’s website, claim 67% of eligible child
care expenses. Letus assume that your child care
costs would be $ 29,000 for your two children ages
1and 3.
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Ontario’s tax credit is not

based solely on family
income but is also affected
by the share of that income
earned by the lower earner.

You might think that the amount of tax credit
assistance you will receive would be $29,000 x
67% = $19,430. But this is not true.

The maximum you will be able to claim for
the tax credit would be the lesser of:

2/3 of the earned income of the lower-
earning spouse, i.e., $12,000 X (2/3) = $8,000

Maximum claimable amount i.e. ($8,000 X
2) = $16,000

Actual amount paid i.e., $29,000

In this case, you'll be able to claim a total of
$8,000 in child care expenses. Your tax credit
would amount to $5,360 (which is 67% of $8,000).
Because of these rules, the percent you are able
to receive from the tax credit is 18.5%, rather
than the stated rate of 67%.



CHILD CARE
AFFORDABILITY IN
ALBERTA

lberta has now signed a funding
Aagreement with the federal government
to reduce parental child care costs and
move towards an average fee of $10 a day. We

analyze the current Alberta system below and
compare it to the proposed reforms.

Alberta plans to achieve an average fee of $10
a day with a combination of operating funding
to lower all fees and an extended subsidy system
covering families earning up to $180,000 with a
sliding scale of financial assistance. The main
details of their plan are now public (https://
www.alberta.ca/federal-provincial-child-care-
agreement.aspx). Our chart models the effect
of these proposed reforms for a two-child two-
parent family living in Calgary and in Edmonton.

According to Macdonald and Friendly (2020),
the current median monthly fee for centre care
in Calgary is $1,350 and in Edmonton is $1,100.
The corresponding monthly fee for children of
preschool age is $1,075 and $875. As a result, the
median full-time annual child care fee for a family
with one infant and one preschooler in Calgary
would be $29,100. In Edmonton, this same full-
time annual fee would be $23,700.
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Affordability in Alberta - The General Picture

hart2is very useful in summarizing a large

amount of information relatively simply.

For those who wish to see the details
behind this chart, the underlying data is provided
in Tables B-1, B-2, B-3 and B4 in Appendix B.

There are four lines on Chart 2. The green line
measures child care affordability for a couple
family with two young children in Calgary. In
Alberta, the current child care system is not
generous financially, but subsidies are available
to all eligible families (unlike in Ontario).
Therefore, the green line presumes that families
with income low enough to be eligible for subsidy
do actually receive one. The blue line measures
child care affordability for a couple family with
two young children in Edmonton.

The orange line shows affordability in Calgary
for this two-child family when the announced
changes to operating funding and the subsidy
system take place. The purple line makes the
same calculations but for Edmonton.

As Chart 2 shows us, the current situation
is that, in both Edmonton and Calgary child
care is always unaffordable for a couple family
with two young children, even for families that
receive subsidy. With variation according to
income, child care costs in Edmonton consume
from about 40% to 90% of the new income
from employment of the second earner. With
variation according to income, child care costs
in Calgary will consume from about 50% to over
100% of this extra income. We can conclude that
the barriers to parental employment are very

substantial for this type of family in Alberta.
To use our adopted terminology, child care is
always unaffordable for couple families with two
children in Alberta, and at many income levels,
child care is completely unaffordable, especially
in Calgary.

On Chart 2, up to $36,000 of income for the
caregiving parent ($90,000 of family income),
families are assumed to access child care
subsidies to reduce the cost of child care that
parents pay. As described in more detail below,
child care subsidies in Alberta do not cover
the true costs of licensed child care, leaving a
considerable residual that parents have to pay,
no matter whether their income is low or not.
In Calgary for a family with two young children,
employment will do very little to boost after-tax
income; 75% and more will be consumed by
child care costs for families receiving subsidy.
In Edmonton, lower child care fees means that
subsidy covers a larger percentage of child care
costs, but still about 50% or more of the income
gains from employment will disappear into
paying for child care.

The orange line shows the impact of proposed
reforms in Calgary. It's a sobering picture.
Given the current high level of child care fees
in Calgary, the new operating funding and child
care subsidy will still leave a substantial fee for
parents to pay, especially for families earning
less than $100,000 (i.e., with the lower-earner
in the family earning less than $40,000. All of
these couple families with two young children

in Calgary will still have to pay more than 30%



Chart 2: Alberta Couple Families - Caregiving Parent Affordability Measure

If a parent returns to work, how much of the change in after-tax income is taken by child care fees?

150
——=@—— (Current Situation - Calgary
- ——m—— Situation After Reforms - Calgary
120
3 ——#—— Current Situation - Edmonton
o)
° //\ —a— Situation After Reforms - Edmonton
g
o
9 [—
5 % \\
o
>
o
o}
5 \\\ Completely unaffordable
c
5 -
B
\
Unaffordable
30 [ —
\-\.—-_ ~ -
Affordable
° 10 20 30 40 50 60 70 80

Employment earnings of second earner before taxes ($000s)

second earner in couple family with 1infant and 1 preschooler

of the net earnings of the second earner
to pay for child care. Child care for these
families remains unaffordable. And, for
families earning less than about $50,000
(where the lower earner earns less than
$20,000), the cost of child care would eat
up 60% and more of his/her net income.
For these families, even after the proposed
Alberta reforms, there is little incentive to
be employed.
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Affordability in Alberta — The Details

OPERATING/WAGE ENHANCEMENT GRANTS

Alberta provides wage top-up funding of between about $2.00/hr and $7.00/
hr to child care programs for certified early childhood educator employees.
Amounts vary according to qualification level (from 45 hours of training up
to a two-year college ECE program. There is an operating grant program that
provides financial support for the additional cost of caring for infants and one
that supports staff wage levels in northern Alberta communities. In Alberta
in 2018-19, the provincial allocation for operating and wage enhancement
grants was $150 million. The total of these grants was nearly 50% of the
entire provincial spending amount on child care. These grants act to lower
the proportion of child care costs that has to be covered by parent fees.

CHILD CARE SUBSIDY

Alberta’s current child care subsidy program shares some features
with Ontario’s child care subsidy plan, but there are many differences. In
common with Ontario, eligibility is based on family income and there are
“social” criteria as well as financial ones. Broadly, these social criteria
require a family to show that parents are employed or engaged in education
or training that prepares them for work. The subsidy system also covers
children with special needs or those referred based on particular family
situations or child needs.



Distinct from Ontario, the Alberta child care

subsidy system is administered provincially,
not municipally and subsidy assistance is not
limited by the amount of annual provincial
budget allocation. In other words, Alberta’s child
care subsidies are available as a right to all those
eligible who apply. Further, Alberta subsidies
are based on total family income rather than net
income after deductions.

There are numerous features that make
Alberta’s child care subsidy system less generous
than Ontario’s. First of all, subsidy amounts in
Alberta are child-based rather than family-based.
Second, Alberta sets a maximum amount that the
government will pay for care per child, whereas
Ontario sets a maximum that the family will have

to pay.

For instance, a family earning $40,000 in
Ontario (assume for simplicity that there are no
deductions) would have to pay $2,000 for their
licensed child care, independent of the number

of children using child care in the family. If the
family had two children each facing annual child
care fees of $12,000, Ontario would pay $22,000
of the fee and the family would pay $2,000. A
family earning $40,000 in Alberta would receive
a maximum of just less than $8,900 for each child
(the amount would depend on children’s ages),
and the family would be responsible for over
$6,200 of the total child care costs. If the market-
based fees were higher than the $12,000 annual
amount, the extra cost would fall on the family in
Alberta. In Ontario, extra costs would be paid by
the subsidy system®.

Alberta’s child care subsidy rules were revised
in 2021 with new income thresholds for eligibility
and new subsidy amounts. The rules state the
maximum amount of subsidy per child a family
may receive based on the sum of gross (i.e., pre-
tax and with only education and medical-related
deductions) incomes (line 15000 of the income tax
form) of the parents. Families with income above
$90,000 are not eligible for child care subsidy.

4 Individual municipalities in Ontario may set limits on the fee levels that child care subsidies will cover.
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Table 4: Monthly Child Care Subsidy Rates in Alberta 2021
(If attending 100 hours or more per month)

Pre-tax family Infant (18 mo Preschool (19 Infant (18 mo Preschool (19
income andunder)in | mo-Gradel) = andunder) mo - Grade

centre care in centre care in family 1) in family

child care child care

$0-$49,999 $741 $644 $614 $516
$50,000-$54,999 $704 $612 $583 $490
$55,000-$59,999 $630 $547 $522 $439
$60,000-$64,999 $556 $483 $461 $387
$65,000-$69,999 $482 $419 $399 $335
$70,000-$74,999 $408 $354 $338 $284
$75,000-$79,999 $333 $290 $276 $232
$80,000-$84,999 $259 $225 $215 $181
$85,000-$89,999 $185 $161 $154 $129
$90,000 and above $0 $0 $0 $0

Note: Attendance at part-time programs generate a subsidy of $125 per month at all income levels

he maximum monthly amounts of subsidy

I for centre-based care by child’s age group
and by family income are shown in Table

4. Rates for home child care are lower, as shown
in the table. Preschool programming (part-time
or part-week) is not eligible for child care subsidy.

Subsidy amounts are well below the level that
would cover child care fees, even for the lowest-

income families. As we can see on Chart 2 and
in Appendix B, a couple family having an infant
and preschooler and earning less than $50,000 in
Calgary should expect to pay $12,480 annually for
their child care even if that family receives a “full”
child care subsidy. With income above $50,000,
they would pay more.



Table 5: Details Relevant to Alberta’s Child Care Subsidy Program

Child care subsidy

Administered by

Province

Income definition
used to define
eligibility

Total Income - i.e, Line 15000 on last year’s income
tax records, summed over all earners.

More details on
income definition

Using line 15000 means that deductions for El, CPP, CCED,
employee pension and RRSP contributions are NOT permitted.
Deductions for education expenses and medical payments
are permitted, but will not affect most families. Note that the
Canada Child Benefit, Social Assistance Income and GST/
HST rebates are not included as income on the tax form

Maximum benefit

Families with total family income less than $50,000 will receive a
full child care subsidy, but the subsidy system covers much less
than the full typical cost of licensed child care in Edmonton or

Calgary. As a result, even at maximum benefit, subsidies do not
make child care affordable for a couple family with two children.

Benefits for
other families

The amount of subsidy paid diminishes beyond
a family income of $50,000 in steps until subsidy
disappears beyond $90,000 of family income.

Quality Issues

Subsidies can be used in any licensed child care centre or
licensed family home. There is no special monitoring of
facilities that provide subsidized child care services.

To be eligible for subsidy, parents must be: « have special needs, or have a child with a

citizens of Canada or permanent residents

residents of Alberta

and, either:

special need needing child care

Spending on child care subsidies in Alberta in
2018-19 was about $150 million - approximately
half of total provincial spending on child care.

working, or looking for work

attending school
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FUNDING CHANGES IN THE NEW CANADA-ALBERTA EARLY
LEARNING AND CHILD CARE AGREEMENT

lberta will soon have a set of operating
Agrants designed to lower child care fees

across the province - $635 a month for
infants, $510 a month for toddlers, and $450 a
month for children of preschool age. On top of
that, the subsidy system will change substantially.
Rather than providing financial assistance per
child that ramps up in steps to $90,000 of family
income, there will be a flat subsidy of $266 a month
for all families with income less than $120,000
annually. Above that income level, the amount
of monthly subsidy will decrease as income rises
up to $180,000 where subsidy assistance will
end. Just below $180,000 of income, the monthly
subsidy will be $106 per month.

There are two obvious problems with this
funding design. The first is that the financial

assistance can be low relative to current fees. In

Calgary, infant fees are already $1,350 per month
and preschool fees are $1,075 per month. The
sum of the new operating grants and maximum
subsidy will be $901 per month for infants and
$776 for preschoolers. That leaves about $450
per month to pay for every Calgarian with an
infant child, and about $300 per month for every
Calgarian with a preschooler.

In Edmonton, infant fees are currently $1,100
per month and preschool fees are $875 per
month. The sum of the new operating grants
and maximum subsidy will be $901 per month
for infants and $776 for preschoolers. That
leaves about $300 per month to pay for every
Edmonton family with an infant child, and about
$100 per month for every Edmonton family with
a preschooler.



Another way of putting this same point: even

after 2025-26, this couple family in Calgary
will be paying nearly $20 per day per child at
most income levels, where the same family in
Edmonton will be paying just less than $10 a day
per child.

The second problem is that the financial
assistance in Alberta is on a “per-child” basis
rather than a “per-family” basis. So, for families
with more than one child, the child care fees
can be substantial even after the new funding
programs kick in.

the financial assistance

in Alberta is on a “per-
child” basis rather than a
“per-family” basis. So, for
families with more than
one child, the child care
fees can be substantial
even after the new funding
programs Kick in
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CHILD CARE
AFFORDABILITY IN
MANITOBA

Affordability In Manitoba - The General Picture

hart 3is very useful in summarizing a large

amount of information relatively simply.

For those who wish to see the details
behind this chart, the underlying data is provided
in Tables C-1, and C-2 in Appendix C.

Manitoba has a long-standing reputation for
providing lower-cost licensed child care than
in many other Canadian jurisdictions. The
reputation is based on Manitoba’s set-fee system,
where, in most circumstances, child care centres
and regulated family homes are not permitted
to charge daily fees as they like. Instead, the
maximum fee level is set (currently) at $30.00 a
day for care of infants in a centre and $20.80 a day
for care of children from 2-5 years of age inclusive
in a centre (there are also set fees for family
homes and for school age care). At these set fees,
parents can purchase a full year of centre-based
child care services for $7,800 for an infant and
$5,408 for a preschooler. These set fees are made
possible by the provision of substantial operating
grants to centres and family homes. Nearly all

child care providers in Manitoba are not-for-
profit centres or self-employed family child care
providers.

However, Manitoba’s child care subsidy system
is very ungenerous - it provides assistance to only
verylow-income families. The green line on Chart
3 provides estimates of child care affordability for
a couple family with two young children - 1 and 3
years of age - in southern Manitoba (the subsidy
system is slightly more generous in northern
Manitoba). Chart 3 tells us in spite of Manitoba’s
low-cost reputation, child care costs are likely to
be over 30% (i.e., unaffordable) for two-parent
two-child families in which the second earner
earns less than about $60,000. It is true that child
care subsidies will reduce the bite of child care
costs below 30% for a second earner with annual
income of $12,000 or less. However, if the second
earner earns $20,000, she will give up 75% of her
earnings contribution in child care costs. And
the cost of child care eats up more than 30% of
the new employment-generated income out



Chart 3: Manitoba Couple Families - Caregiving Parent Affordability Measure

If a parent returns to work, how much of the change in after-tax income is taken by child care fees?
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If a parent returns to work,
how much of the change in
after-tax income is taken by
child care fees?

to $60,000 of earnings for the second earner
($150,000 for the whole family). In other words,
there is little incentive for the second earner
in most couple families with two children in
(southern) Manitoba to be employed.

The blue line on Chart 3 shows the situation
in Manitoba for a couple family with two young
children if there was a new flat fee of $10 a day
(without a subsidy system). Although child care
would now be affordable if the caregiving parent’s
employment earnings are above $24,000 ($60,000
of family income), that’s not true for families
with lower incomes. Without a subsidy system or
sliding scale of fees, lower income families would
not find child care affordable even if the set fee
were $10 a day. More to the point, the caregiving
parent in these low-income families would have
little incentive to enter the work force.
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Affordability in Manitoba - The Details

OPERATING FUNDING AND FEE CAPS

he Province of Manitoba regulates
I maximum chargeable fees in facilities
that receive operating funding (however,
about 1/3 of family homes opt out of funding to
charge higher fees; a growing share of new non-
profit centres do not get funding and so have
started charging higher fees; and no commercial
programs can currently be funded, so there is no
fee regulation in this sector). The maximum daily
centre-based fee for infants is $30.00, for pre-
schoolers is $20.80 and for school age children is
$10.30. The maximum daily home-based fee for
infants is $22.20, for pre-schoolers is $18.20 and
for school age children is $10.30 - in homes where
the provider is an ECE II or III, centre-based rates
can be charged. On a full-time annual basis with
260 days of care, the centre-based parent fee for
infants is $7,800, for pre-schoolers is $5,408, and
for school-aged children is $2,678.

The annual operating grant received by
a centre for infant children is $11,375 or
$43.75 per day for a 260-day year. The annual
operating grant for preschool age children
in centres is $4,180 or $16.08 per day for a
260-day year. The annual operating grant for

school age children in centres is $1,664 or
$8.32 per day for a 200-day year (or $6.40 per
day for a 260-day year). The annual operating
grant for nursery schools offering one to five
sessions per week for 12 months of the year
is $1,045, with $209 per session for additional
sessions per week.

If I sum the maximum parent fee and the
operating grant per space on a daily basis (for
centre care), the totals are:

« For infants $73.75 or $19,175 per year
«  For pre-schoolers $36.88 or $9,589 per year.

This suggests that operating grants in Manitoba
pay nearly 60% of the total cost of providing care
for infants in centres, and about 44% of the total
cost of providing centre care for children 2-5
years of age. This calculation allows us to see
how important operating grants are in reducing
fees. It should be noted that the level of operating
grants has not kept pace with increasing costs
faced by child care providers. As a result, child
care providers have been squeezed for resources.



Table 6: Details Relevant to Manitoba’s Child Care Subsidy Program

Child care subsidy

Administered by

Province

Income definition used
to define eligibility

Total Income - i.e, Line 15000 on last year’'s income
tax records, summed over all earners in family

More details on income definition

Using line 15000 means that deductions for El, CPP,
CCED, employee pension and RRSP contributions
are NOT permitted. Note that the Canada Child
Benefit, Social Assistance Income and GST/HST
rebates are not included as income on the tax form

Design of subsidy system

There is a parental co-payment of, typically, $2 a
day per child. The “base” income level of the subsidy
system (the income level for full subsidy beyond

the co-payment) varies according to the number

of parents and children in the family. Beyond this

full subsidy income level, 25% of additional family
income goes to pay for child care up to the base
income level + $5,356 x number of children in child
care. Above that income level, 50% of additional
income pays for child care until subsidy runs out.

Maximum benefit

A couple family with two children in child care
will receive a full subsidy if total family income
is below about $22,500. This family will still pay
just over $1,000 in parental co-payment.

Benefits for other families

The amount of subsidy paid diminishes beyond
a family income of about $22,500 until subsidy
disappears beyond about $50,000 of family income.

Quality Issues

Subsidies can be used in any licensed child
care centre or licensed family home. There
is no special monitoring of facilities that
provide subsidized child care services.
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income eligibility levels
in Manitoba’s child care
subsidy system have
changed slowly, and not
kept up with changes

to the cost of living

or changes in family
incomes. Therefore,
the subsidy system

now makes many fewer
families potentially
eligible for child care
subsidy than was the
case before

CHILD CARE SUBSIDY

n order to access child care subsidies in
IManitoba, a family has to qualify on both

income and social grounds (i.e., parent
employment, parent training, or particular child
or family needs). In addition, the family must be
able to find a child care spot for their child(ren)
and be willing to pay a minimum charge of $2
per day ($520 per year) for each child in care.
Finding a space, particularly for infant children,
is not always easy. However the provincially-
administered Online Child Care Registry has

recently been abandoned.

Further, over the years, income eligibility levels
in Manitoba’s child care subsidy system have
changed slowly, and not kept up with changes to
the cost of living or changes in family incomes.
Therefore, the subsidy system now makes many
fewer families potentially eligible for child care
subsidy than was the case before. The number of
children receiving subsidy (the average number
in a four-week period) has dropped from 9,600 in



2007 to 6,442 in 2018-19. Subsidies used to cover
41% of the available spaces and now cover only

19% of available spaces.

ccording to ECEC in Canada 2019,

Manitoba spends about $27 million

annually on child care subsidies, which is
about 15% of its total spending of $174 million.
These figures are from 2018-19.

To be eligible for subsidy, parents must be:

« Citizens or permanent residents of Canada,
living in Manitoba

« working, or looking for work, or
« attending school, or

«  have special needs, or have a child with a
special need needing child care

Eligibility for child care subsidy depends on
pre-tax family income. Legislation permits
the Provincial Director of Child Care to base
child care subsidies on net income by allowing
various deductions from income but apparently

none have been implemented. In contrast to

Ontario and Alberta where the income eligibility
for child care subsidy is the same across single-
parent and two-parent families, Manitoba sets
different income limits for subsidy according to
the number of parents, the number of children
and the cost of care. For a single parent family
with one child of preschool age, eligibility for
maximum subsidy ceases at $16,420 and eligibility
for partial subsidy gradually diminishes until all
subsidy disappears at 28,874. For a one-parent
family with two children, eligibility for maximum
subsidy ends at $19,462 and eligibility for partial
subsidy disappears at $44,370.
parent family with one child of preschool age,
maximum subsidy ends at $19,462 and partial
subsidy disappears at $31,916. For a two-parent
family with two preschool children, eligibility for
maximum subsidy ends at $22,504 and for partial
subsidy ends at $47,412. This can be contrasted
with Alberta where full subsidy is available up
to $50,000 of income and partial subsidy ends at
$90,000 of annual income. However, Manitoba’s
“full” subsidy covers all but $520 per year per
child, whereas Alberta’s “full” subsidy can leave

For a two-

the subsidized parent having to cover many
thousands of dollars of child care costs annually.
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OTHER
AFFORDABILITY
MEASURES

iven that the term “affordability” is so

prevalentinthediscussionofearlylearning

and child care, it is hardly surprising that
various measures have been developed for this
concept. Most of these measures begin with a
common design: affordability is typically seen as
a ratio of the cost of child care to some measure
of family income or the income of one parent®.
The differences emerge in the approaches used to
define both the numerator and the denominator,
as well as in the data chosen to compute the
ratio. Our approach is to choose variables for the
numerator and denominator that are causally
linked to parental decision-making; this ensures
that affordability ratios provide meaningful
insights about the effectiveness of child care
policies.

The OECD, particularly the Directorate for
Employment, Labour and Social Affairs, has been
active in publishing cross-country comparisons
of child care affordability (OECD, 2020; Browne
and Neumann, 2017; see also Immervoll and
Barber, 2005, and OECD, 2007). The most recent
policy brief (2020) uses two metrics, both of which
focus on child care costs in relation to mothers’
incomes®.

The first metric (Figure 1, OECD, 2020) takes
the “net cost of child care” as the numerator and
the level of pre-tax earnings of the mother as the
denominator. Because the focus for the OECD is
on inter-country comparisons, they do not look
at the entire range of possible income levels.
Instead they look at (1) a mother in a couple
family whose full-time employment earnings are

5 In some sense the ratio measures “unaffordability” instead of “affordability”, because increases in that ratio make
it increasingly difficult for the parents to purchase child care. We adopt the convention of describing our ratios as

affordability measures.

6 The OECD has published and updated other metrics as well. https://stats.oecd.org/Index.aspx?DataSetCode=NCC gives

the user some alternatives.


https://stats.oecd.org/Index.aspx?DataSetCode=NCC

at the 50th percentile (median) of the full-time earnings of fully employed
women (whether mothers or not) in that country; (2) a mother in a couple
family whose full-time employment earnings are at the 20th percentile of
the full-time earnings of fully employed women in that country; (3) a lone
mother whose full-time employment earnings are at the 20th percentile of
the full-time earnings of fully employed women in that country.

nfortunately, the median income of full-time employed women

is not the typical income of full-time employed mothers of young

children. Mothers of young children are younger and have less
education and job experience than they will later have. So, the median
income of all fully-employed women is not representative for this group.

The net cost of child care in this first OECD affordability measure takes
the typical cost of centre-based care for a two-year old and a three-year old
child together and subtracts the value of child care benefits. The OECD
definition of the net cost of child care indicates that “Childcare benefits can
be received in the form of childcare allowances, tax concessions, fee rebates
and increases in other benefit entitlements.” It is unclear how the OECD
calculates the value of some of these benefits (such as provincial child care
subsidies in Canada) that depend not just on the mother’s income but on
total family income, because the value of income other than the mother’s
income is not specified.

This affordability measure answers the question: “What percent of a
mother’s pre-tax earnings would be taken up by the net cost of child care
(after accounting for all the financial supports linked to child care use)?”

Figure 1 in this OECD publication tells us that, on average across the
countries included, the net cost of child care for a middle-income couple
family with two young children is 17% of the mother’s pre-tax earnings
(although in Canada [Ontario] that number is about 34%). In the large
majority of countries, the percent of the mother’s earnings taken up by the
net cost of child care is less than this for both the mother in a couple family
at the 20th percentile of earnings and the lone mother at the 20th percentile
of earnings (described as low earnings). Apparently, in most countries there
are forms of child care subsidies, tax credits etc. that are geared to income
and reduce the net cost of child care especially for low earning families.
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The second OECD metric for child care
affordability is based on the change in income’
when a mother becomes employed full-time. The
denominator of this ratio is (again) the amount
of pre-tax income that a mother earns. Two
cases are considered across numerous countries
(1) a lone mother whose full-time employment
earnings are at the 20th percentile of the full-time
pre-tax earnings of fully employed women in that
country; (2) a mother in a couple family whose
full-time pre-tax employment earnings are at the
20th percentile of the full-time earnings of fully
employed women in that country.

he numerator of this affordability ratio
is the change in taxes, child benefits
and child care costs when a mother goes
from being outside the labour force without
employment to being fully employed. This
metric therefore calculates the percent of her
pre-tax earnings that will be taken up by an
increase in taxation plus the child care costs
that are necessary to support employment. If

7 In this way, it is similar to our CPAM affordability measure.

there is a home care allowance in a particular
country, giving families money to care for their
own children at home, the loss of this home
care allowance is added to the net cost of child
care. The child care costs are based on a family
with two children - 2 and 3 years of age. This
affordability measure answers the question -
“What percent of a mother’s pre-tax earnings
will be eaten up by taxes and child care costs
when she takes up full-time employment (at the
20th percentile of women’s earnings)?”

This metric does not specify what the other
spouse earns in a couple family, but that is
important to a number of the calculated amounts.
In Canada, when a mother moves from outside the
labour force to full-time employment, the amount
of change in child care subsidy, Canada Child
Benefit, provincial child benefits and spousal
taxation would all depend not just on the value
of her income, but on total family income. It is
not clear how this factors into this second OECD
measure of child care affordability.
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when a mother moves
from outside the labour
force to full-time
employment, the amount
of change in child care
subsidy, Canada Child
Benefit, provincial child
benefits and spousal
taxation would all
depend not just on the
value of her income, but
on total family income.

A useful way to compare the OECD’s child care
affordability measures to ours is to review the
questions each answers. Our Family Income
Affordability Measure (Cleveland, 2018) can be
compared to the first OECD affordability measure.

Our Family Income Affordability Measure
(FIAM) answers the question: “What percent of
a family’s after-tax and after-benefit income is
taken up by child care costs (after accounting for
child care subsidies, child care tax credits, etc)?”

The first OECD affordability measure answers
the question: “What percent of a mother’s pre-tax
earnings would be taken up by child care costs
(after accounting for child care subsidies, child
care tax credits, etc.)?”

In our way of thinking about child care
affordability, there are two ways of looking at
the decision to use early learning and child care
services - first as a family decision to purchase a
valuable experience for its children and second
as a decision about parental employment that
is necessarily linked to the decision to purchase
early learning and child care services. If we are
looking at the static question of whether families
can afford to purchase early learning and child
care services that are good for their children, we
would argue that the relevant income to look at is
family income, rather than only mother’s income.
And this income should be looked at after taxes
and after various child-related benefits rather
than before because this decision will be affected
by the amount of disposable income available to
the family.

This decision does not only depend on
mother’s earnings, but on total income available.
Further, the amount of some child care benefits
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depends on family income. Arguably, the static

affordability comparison between couple families
and lone parents is more accurately reflected by
the amount of family income available rather
than the amount of the mother’s income alone.

Our Caregiving Parent Affordability Measure
can usefully be compared to the second OECD
affordability measure. As we see it, both of these
metrics seek to address child care affordability as
it affects decisions about parental employment.

Our Caregiving Parent Affordability Measure
answers the question: “What percent of the
change in a family’s after-tax and after-benefit
income when the caregiving parent moves from
not being employed to being employed is taken up
by child care costs (after accounting for child care
subsidies, child care tax credits, etc.)?”

Thesecond OECD affordabilitymeasure answers
the question: “What percent of a mother’s pre-tax
earnings will be eaten up by taxes and child care
costs (after accounting for child care subsidies,
child care tax credits, etc.) when she moves from
not being employed to being employed full-time?”

Both of these metrics get at the same issue:
when a caregiving parent moves into employment,
how much of her earnings get eaten up by taxes,
reduction of child benefits, and child care costs?
One problem with the OECD metric is that many
child benefits, child care subsidies, child care
expense tax credits, and the taxation of the spouse
of the caregiving parent will depend not just on the
change in the caregiving parent’s income (when
entering employment), but simultaneously on
the level of the spouse’s income. As an example,
the level of the Canada Child Benefit diminishes
rapidly as family income rises from about
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$32,000 to about $70,000 (by 7% for each dollar of
additional income with one child) but diminishes
less rapidly after $70,000 of family income (by
3.2% of additional income with one child). So,
the effect of an additional dollar of mother’s
employment income on child care affordability
depends on the income of both parents in a
couple family. This same logic applies to child
care subsidies, child care expense tax credits, etc.

As a result, we prefer to be explicit about this.
When a mother moves from out of the labour
force to employment, it is (or logically should be)
the change in total after-tax after-benefit family
income that is most relevant for her decision
to make this move. The caregiving parent will
compare this change in disposable income due to
employment to the cost of child care (after child
care subsidies, child care expense tax credits, etc.
that lower the effective child care fee).

A different attempt at measuring affordability
comes out of the work of the Australian
Productivity Commission (Australian Productivity
Commission, 2021). Their metric, very similar
to our Family Income Affordability Measure,
measures the out-of-pocket cost of 30 hours of
long day care and home child care per week as
a percentage of weekly after-tax after-benefit
income. It does this for a range of different
incomes ($35K, 55K, 75K, 95K, 115K, 135K, 155K,
175K, 195K, and 215K) within each of Australia’s
eight states and territories, and the average for
Australia as a whole. After child care subsidies,
between 4% and 7% of family income goes to
purchase child care. There is no calculation of
affordability for more hours per week, different
ages of children or more children in the family.
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APPENDIX A - ONTARIO

Data for Ontario Couple Families with two children on Fees, Subsidies, Tax Credits, After-Tax Incomes
and Child Care Affordability

Table A-1 Ontario: Child Care Affordability When Caregiving Parent Enters Labour Force If Parents
Receive Child Care Subsidy and Tax Credit When Eligible, Estimated at Various Income Levels

Table A-2 Ontario: Child Care Affordability When Caregiving Parent Enters Labour Force If Parents Do
Not Receive Child Care Subsidy but Do Receive Tax Credit When Eligible, Estimated at Various
Income Levels

Table A-3 Ontario: Child Care Affordability When Caregiving Parent Enters Labour Force If Child
Care Fee Is $10 A Day Per Child, With Tax Credit but No Subsidy, Estimated at Various Income
Levels
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APPENDIX B - ALBERTA

Data for Calgary and Edmonton Couple Families with Two Children - Fees, Subsidies, After-Tax
Incomes and Child Care Affordability

TABLE B-1: Current situation in Calgary, Alberta: Child Care Affordability When Caregiving Parent
Enters Labour Force and Parents Receive Child Care Subsidy When Eligible, Estimated at
Various Income Levels

TABLE B-2: Current situation in Edmonton, Alberta: Child Care Affordability When Caregiving Parent
Enters Labour Force and Parents Receive Child Care Subsidy When Eligible, Estimated at
Various Income Levels

TABLE B-3: Situation After Newly Announced Funding Reforms in Calgary, Alberta: Child Care
Affordability When Caregiving Parent Enters Labour Force, Estimated at Various Income
Levels

TABLE B-4: Situation After Newly Announced Funding Reforms in Edmonton, Alberta: Child Care
Affordability When Caregiving Parent Enters Labour Force, Estimated at Various Income
Levels
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APPENDIX C - MANITOBA

Data for (Southern) Manitoba Couple Families with two children on Fees, Subsidies, Tax Credits, After-
Tax Incomes and Child Care Affordability

TABLE C-1: Manitoba: Child Care Affordability When Caregiving Parent Enters Labour Force If
Parents Receive Child Care Subsidy When Eligible, Estimated at Various Income Levels

TABLE C-2: Manitoba: Child Care Affordability When Caregiving Parent Enters Labour Force If Child
Care Fee Is $10 A Day Per Child, With No Subsidy, Estimated at Various Income Levels
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