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Education Report: Equity index funding decisions for Budget 2021 

To: Hon Chris Hipkins, Minister of Education 

Date: 10 December 2020 Priority: High 

Security Level: In Confidence METIS No: 1245184 

Drafter: Matthew Amos Phone: 

Key contact: Alanna Sullivan-Vaughan Phone: 

Messaging seen by 
communications team: No Round robin: No 

Purpose of report 

This report seeks six key decisions to support the development of a Budget 2021 bid and the 
implementation of the equity index. 

Summary 

In September 2019 Cabinet agreed in principle to replace deciles in schools and early learning 
with the equity index. The Government’s fiscal plan commits $320 million in operating costs to 
this initiative. We understand you intend to seek this funding through Budget 2021. 

We recommend seeking $229.381 million in operating costs and $4.8 million in capital costs 
through Budget 2021 to implement the equity index in schools from 2022. The remaining 
funding to implement the index in early learning can be deferred to Budget 2022. 

This paper sets out the components that would make up a Budget bid. This includes an 
ongoing increase to equity funding of $50 million per year, a respective increase in funding for 
Te Aho o te Kura Pounamu (Te Kura), transitional funding for schools that lose funding and 
departmental costs to manage the sector and system change. We also seek a decision on 
whether to seek funding to extend the donations scheme to schools that will become eligible 
following the shift to the index; however, this would be in excess of the $320 million envelope. 

We have previously recommended an ongoing increase of $150 million a year, which would 
approximately double the amount of equity-based resourcing in the schooling system. In light 
of the current fiscal constraints, we recommend proceeding with the $50 million that is 
available. However, with a lower overall quantum of funding for equity, the negative 
distributional impacts of the shift are exacerbated. While these negative impacts can be 
mitigated by manipulating the shape of the funding curve to alter rates of funding at different 
levels of disadvantage, they cannot be avoided.  

Some schools gain a significant amount of funding from the shift to the index. In particular, 
Māori-medium schools and schools with a high proportion of Māori students will benefit from 
this shift. From a regional perspective, schools in Tai Tokerau, Bay of Plenty/Waiariki, Hawke’s 
Bay/Tairāwhiti and Taranaki/Whanganui/Manawatū gain the most funding per student. The 
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decile system was misdiagnosing disadvantage in these areas and the equity index corrects 
this. 

Pacific students also benefit slightly from the shift to the index, gaining funding per student on 
average. However, some schools with a high proportion of Pacific students will lose funding 
under the shift. These are generally decile 1 schools who move to a lower index (similar to 
decile 3–4). The loss of funding is a result of the redistribution of funding to schools facing 
greater socioeconomic challenges, but the overall level of equity funding for these schools is 
still very high. 

We present four funding curve options for your consideration in this paper and show the 
distributional impacts across population groups and regions. Our recommended option 
provides a significant increase to the most disadvantaged schools, a moderate increase to 
somewhat disadvantaged schools and results in moderate distributional impacts. 

Recommended actions  

The Ministry of Education recommends you: 

a. note that the Government’s fiscal plan commits $320 million in operating costs to 
replace deciles with the equity index for both schools and early learning 

b. agree to seek in Budget 2021 funding to implement the equity index for schools from 
the start of the 2022 school year 

Agree / Disagree 

If you agree to (b) then decisions (c) to (f) are required to form the bid 

c. agree to seek a permanent $50 million increase to annual equity funding for schools 

Agree / Disagree 

d. agree to seek additional funding for Te Kura to reflect the increase in operational 
funding for other schools, at an estimated cost of $0.819 million per year 

 Agree / Disagree 

e. note the bid includes an estimated $32.609 million for transition funding to schools, 
pending your decisions about transition-funding arrangements 

f. note the bid includes an estimated $18.906 million in operating costs and $4.8 million 
in capital costs for implementation, engagement and monitoring 

g. note the operating costs in (c) to (f) sum to $229.381 million, which totals $318.566 
million when combined with the estimated $89.185 million operating costs for early 
learning, within the $320 million envelope 

h. note there are 144 decile 8–10 schools in the 70 percent of most disadvantaged 
schools by the equity index who should become eligible for the donations scheme 

i. note the cost of extending the scheme to these schools can be managed from within 
projected underspends 
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If you agree to (c) then decisions (j) to (l) are required to distribute funding 

j. agree to disestablish at the start of 2022 the targeted funding for educational 
achievement (TFEA) and targeted at-risk grant (TARG) operational grant components 
and transfer their funding to a new component called Equity Funding 

Agree / Disagree 

k. select a funding curve to distribute Equity Funding 

Option 1A / Option 1B (recommended) / Option 2 / Option 3 

l. agree to use equity-index-based funding curves for the special education grant (SEG) 
and the careers information grant (CIG) 

Agree / Disagree 

m. note that the transition to the equity index will cause significant changes in resourcing 
for some schools, and that these changes are uneven across groups 

There are also three technical updates about the equity index for schools 

n. note the equity index is now averaged over three years of information to reduce 
volatility in funding to schools 

o. note the equity index now uses a 226-point numerical scale, ranging from 344 (least 
disadvantaged) to 569 (most disadvantaged)  

p. note we assign the maximum equity index of 569 to teen parent units, activity centres 
and health schools, to give them the maximum level of equity funding 

Proactive release 

q. agree that this report will not be proactively released until after Budget 2021 and after 
funding decisions have been communicated to schools 

Agree / Disagree 
 
 
 
 
 

 
 
 
Dr Andrea Schöllmann Hon Chris Hipkins 
Deputy Secretary Minister of Education 
Education System Policy 
 
 
10/12/2020 ___/___/______  
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Background 

1. In September 2019 Cabinet agreed in principle to replace deciles with the equity index 
in schools and early learning, subject to further development of the index and to 
funding being secured through a future Budget round [CAB-19-MIN-0472 refers]. 
Cabinet also noted that current equity resourcing is insufficient and the introduction of 
the equity index should be accompanied by an increase in equity resourcing to schools. 

2. We understand you wish to seek funding through Budget 2021 to implement the equity 
index in schools. This report sets out components of the bid and seeks decisions on 
how funding will be distributed using the index. Note that this advice applies only to 
schools. Advice on early learning will be provided at a later stage. 

3. Three operational grant components are distributed according to school decile (TFEA, 
SEG and CIG) while another is distributed based on benefit dependency (TARG). In 
November 2019, we recommended that SEG and CIG should be redistributed with the 
equity index. You did not agree with this recommendation and instructed us to 
investigate other options [METIS 1212353 refers]. 

Improvements and enhancements to the equity index 

4. Cabinet invited you to announce the planned replacement of deciles with the index and 
noted that the Ministry of Education would begin public engagement on the index. That 
engagement took place in late 2019. We visited the ten education regions across New 
Zealand to meet with principals and sector leaders. Further engagement planned for 
2020 did not take place due to COVID-19. 

5. The equity index has been developed further since we last reported to you in 
September 2019. Significant changes have been made to methodology and the 
proposed funding formula, which are detailed in this report. The index itself is currently 
undergoing external quality assurance to confirm it is ready for use once funding is 
available. Significant implementation work will then be required.  

The index is now averaged over three years to reduce volatility 

6. The equity index will be updated each year. This means it will provide a more up-to-
date measure of socioeconomic disadvantage in each school than deciles, which are 
only updated after each Census or when requested by a school. However, it also 
creates year-on-year volatility in funding for individual schools. Changes in funding will 
be smaller but more frequent than with deciles. 

7. To reduce the volatility, we are averaging index data across three years. The 
information in this report uses the 2021 equity index, which averages data from 2017, 
2018 and 2019. The 2022 equity index would be used to determine 2022 funding, 
based on 2018, 2019 and 2020 information. The 2022 index will be calculated then 
communicated to schools in 2021. 

We have developed a new numerical scale for the equity index 

8. You agreed on 6 August 2019 to use a numerical scale for the equity index [METIS 
1193688 refers]. We have now developed a 226-point scale ranging from 344 (least 
disadvantaged) to 569 (most disadvantaged). This scale is intentionally complicated. 
The 1–10 decile scale is simple, supporting its use to stigmatise. 
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9. The following graph compares decile and index. It shows that there is significant 
variation within each decile. Decile has proven to be an inaccurate measure of 
disadvantage for many schools. For instance, there are three decile 10 schools that 
have a higher equity index than some decile 1 schools. 

Figure 1: Decile and equity index for each school 

 

10. Schools and students are distributed unevenly across the equity index. This is partly 
due to the pattern of NCEA achievement and partly due to demographics. NCEA 
achievement (the dependent variable) is bell shaped with a rightward skew. The skew 
is bigger in the student distribution than the school distribution because larger schools 
tend to have higher socioeconomic status (largely because urban areas are wealthier). 

Figure 2: Provisional number of schools at each equity index 

 

Figure 3: Provisional number of students at each equity index 

 

We assign the maximum equity index of 569 to selected school types 

11. Schools need an equity index to receive equity funding, but we do not calculate an 
index for teen parent units, activity centres and health schools. These schools have 
complex rolls that make calculating an index challenging. 
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12. We have chosen to give these schools the maximum equity index of 569. This reflects 
the current practice of giving them the minimum decile of 1A, so they receive the 
maximum level of equity funding. Students at these schools face very significant 
barriers to educational achievement, justifying the maximum level of equity funding. 

13. These schools are small but numerous. This explains the large number of schools but 
small number of students at the maximum index of 569 in Figures 2 and 3. 

Decisions are needed to support the development of a Budget 2021 bid and the 
implementation of the equity index 

14. The Labour Party Education Policy for the 2020 election committed to replace the 
decile system with an equity index for schools and early learning services and to 
increase the proportion of funding allocated using the index. The fiscal summary of 
Labour’s new initiatives in education included $320 million in operating costs over four 
years to replace deciles with the equity index. 

15. Giving effect to this commitment and to Cabinet’s in-principle decision requires you to 
take decisions on: 
a. the school year in which to shift from deciles to the index in school funding 
b. the creation of a new funding component and the existing operational grant 

components to be consolidated into it 
c. the amount of funding that will be sought in Budget 2021 (within the $320 million 

envelope) to: 
i. support the introduction of the equity index in schooling 
ii. increase total investment in equity  

d. whether, and how, to include Te Kura in equity funding 
e. how to manage the impact of the change to the equity index on the current 

targeting of the school donations scheme 
f. technical details that will determine the distribution of equity index funding 

between schools (including the funding curve) 
g. the approach to managing the transition between decile funding and the equity 

index for those schools that have been advantaged by the decile system 
relative to their socio-economic disadvantage as measured by the index. 

16. This paper discusses and recommends an approach to each of these issues, with the 
exception of detailed transition arrangements (item g above). In addition, it seeks 
agreement to how the equity index will be applied to the SEG and CIG components of 
the operational grant in future. 

You will receive more detailed advice on transition arrangements next month 

17. We will provide more detailed advice on transition arrangements in January 2021. This 
will include decisions about transition for both the equity index and the update to the 
isolation index. You previously decided to combine transition arrangements for these 
two changes. This creates savings in cases where a school gains from one change 
and loses from the other. 

18. Estimated transition costs in this paper do not include isolation index transition except 
for the total figures in the initial costings for the Budget bid (Table 1). 
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We recommend the equity index is introduced in 2022 

19. The equity index has been widely socialised across the sector and is a significant 
improvement over decile. It should be introduced as soon as possible. The change 
must happen at the start of a school year. Given how close we are to the next school 
year and that Cabinet agreement is contingent on funding, the earliest that the index 
can be implemented is Term 1 in 2022. We therefore recommend introducing the index 
at the start of 2022. 

20. The additional equity funding sought to sufficiently resource schools and the 
transitional funding to reduce the losses some schools face from the transition to the 
index should be introduced at the same time as the index. 

21. We expect the necessary IT changes will be in place to replace deciles with the equity 
index by the 2022 school year, particularly if decisions on the funding curve are taken 
early. However, there is a risk that they will not be and a manual payment option would 
need to be used. This raises the risk of errors as the calculation would have to occur 
outside of existing payment systems. Stringent quality assurance and review would be 
needed to mitigate the risk. 

We seek your agreement to establish a new operational grant component 

22. We recommend you agree to establish a new operational grant component called 
Equity Funding. This would be the new main vehicle for equity resourcing. It would be 
established in the year the equity index is introduced. 

23. We seek jointly your agreement to disestablish TFEA ($129 million in 2019) and TARG 
($11.8 million) and transfer fully their funding to Equity Funding. This would occur at 
the same time as Equity funding is established. New funding ($50 million) would also 
go fully to Equity Funding. SEG and CIG would remain separate components. 

Funding is required through Budget to implement the equity index 

24. The implementation of the equity index in 2022 is contingent on securing new funding 
through Budget 2021. The components of the Budget bid are shown in the tables 
overleaf and detailed in this section. 

25. In total, the operating costs needed to implement the equity index in schools and early 
learning services is $318.566 million over four years. This is within the $320 million 
committed to this initiative in the fiscal plan. An additional $10.4 million is needed in 
capital investment. 

26. The costs of this initiative can be phased over consecutive Budgets to reduce the call 
against the Budget 2021 operating allowance. While the schooling component must 
be sought in Budget 2021, the early learning component will not be implemented until 
2023 at the earliest. This means that $89.185 million in operating costs and $5.6 million 
in capital costs can be deferred to Budget 2022.  Proa
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Table 1: Provisional school equity index costings in $ millions 

Operating expenditure 21/22 22/23 23/24 24/25 Total 
Ongoing increase to equity funding 25.000 50.000 50.000 50.000 175.000 
Transition funding (equity and isolation) 11.539 14.716 4.306 2.048 32.609 
Te Kura base funding increase 0.410 0.819 0.819 0.819 2.867 

Departmental costs        
Engagement costs 0.180 0.000 0.000 0.000 0.180 
Sector change (ECE and schooling) 0.596 0.596 0.265 0.265 1.723 
Monitoring and evaluation 0.513 0.513 0.513 0.513 2.052 
IT costs 8.229 2.359 2.182 2.182 14.951 
Total 46.467 69.003 58.085 55.827 229.381 
 

Capital expenditure1 21/22 22/23 23/24 24/25 Total 
IT Systems 2.500 1.000 0.000 0.000 3.500 
Education Resourcing System programme 0.000 0.500 0.000 0.000 0.500 
Project and change management 0.500 0.300 0.000 0.000 0.800 
Total 3.000 1.800 0.000 0.000 4.800 

A $50 million ongoing increase to equity funding is the maximum within the fiscal plan  

27. In light of the current fiscal situation and the need to remain within the level of funding 
committed to the implementation of the equity index in the fiscal plan, we recommend 
seeking $50 million per year as an ongoing increase. This is the maximum amount 
possible within the $320 million envelope. It is lower than our previously recommended 
level of $150 million per year. With a lower ongoing increase to equity funding, a 
greater number of schools lose funding, which increases transition costs. These 
negative distributional impacts are detailed further in this paper. 

28. Our advice remains that this should be a first step toward increasing equity funding 
towards the level of investment in comparable jurisdictions and that further investment 
should be sought as soon as possible.. Investment in equity for schools and students 
is an excellent use of funding, improving educational outcomes, wellbeing and longer-
term life outcomes. 

We must make assumptions about transition-funding arrangements 

29. These costings assume that no schools will lose funding in 2022 and schools may then 
lose at most 5 percent of their 2021 operational grant per year. A less generous 
transition scheme would lower transition costs, especially without a ‘no loss’ provision. 

30. Transition costs are calculated assuming the recommended funding curve in this paper 
is used. A different curve would cause different transition costs. We have added 10 
percent to our point estimates of transition costs to create higher-end estimates. This 
provides a reasonable buffer in case actual transition costs exceed our estimates. 

 
1 Capital costs are only shown for the first four financial years of the forecast period (not ten) because costs are 

only incurred in the first two financial years. 
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We assume similar funding curves are used for CIG and SEG 

31. In order to estimate transition costs, we must make assumptions about what happens 
to decile-based SEG and CIG funding. We have assumed that each component 
transitions to the equity index and uses a scaled version of the recommended funding 
curve, Option 1B. 

We account for isolation index transition funding 

32. The updated isolation index will be implemented alongside the shift to the equity index. 
Managing these transitions together creates a small saving, with the total additional 
cost of the isolation index change estimated at $2.279 million. The combined transition 
cost is shown in Table 1 above.  

Significant investment in implementation, engagement and monitoring is needed 

33. Introducing the equity index is a very large change for the Ministry and the sector. 
Deciles are embedded across numerous Ministry systems and reports. They are used 
widely by the sector, the Ministry and the wider public. 

34. Significant investment to manage implementation, continue engagement and 
undertake evaluation of the index will be needed to ensure a smooth transition. As 
shown in Table 1, the bid will have a large departmental component to cover: 
a. new functionality in Ministry resourcing systems and consequential changes to 

a large number of Ministry IT systems, data systems and reports 
b. additional staff costs to cover time-limited project and change management as 

well as ongoing annual maintenance of the equity index 
c. a second phase of engagement ahead of implementation 
d. monitoring and evaluation to measure the impact of the shift to the equity index. 

Te Kura should receive new funding to reflect the increase in funding to other schools 

35. In September 2019, you instructed us to include Te Kura within the scope of work to 
replace deciles with the equity index [METIS 1205000 refers]. This was to be a first 
step in a wider review of Te Kura’s funding model, alongside work to redesign 
alternative education and investigate the potential of online learning.  This wider review 
of Te Kura’s funding model will now form part of the upcoming review of flexible 
learning and distance education. 

36. We recommend that Te Kura receives Equity Funding when the equity index is 
implemented. This funding should reflect proportionately the $50 million increase given 
to other schools. 

37. Te Kura’s equity funding should only reflect the $50 million increase and not the 
existing levels of TFEA, SEG and CIG because Te Kura’s current funding model was 
designed in 2006, after these components were established. The increase should also 
not reflect TARG because Te Kura’s funding was proportionately increased when 
TARG was introduced in 2017. Proa
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38. Te Kura has an equity index of 490, which is similar to decile 3.2 We would calculate a 
per-student funding rate for Te Kura based on the funding rate for other schools with 
the same index. This means Te Kura’s funding will change as the disadvantage faced 
by Te Kura changes. Te Kura would be funded at this rate for all non-dual-enrolled 
students. We estimate this approach would allocate $0.819 million in annual funding 
to Te Kura. This would be part of the Budget bid to implement the equity index, 
additional to the $50 million increase for schools and within the $320 million envelope. 

Some schools will become newly eligible for the donations scheme 

40. There are 144 decile 8–10 schools who are currently ineligible for the school donations 
scheme but will shift to an index within the bottom 70 percent of schools by 
socioeconomic status, similar to decile 1–7. It would be inequitable not to extend 
eligibility for the scheme to these schools when the equity index is implemented.  

41. We are currently projecting an underspend of approximately $8-9 million in the scheme 
in 2021.3 We estimate that extending the scheme to these schools would cost at most 
$6.722 million per year and most likely $6.155 million, based on previous opt-in rates 
of similar schools. This cost can therefore be managed within the existing underspend.  

42. There is a risk that if more schools that are currently eligible (decile 1-7 school) decide 
to opt into the scheme in future years that we would exceed funding available for the 
scheme. However, we consider this risk to be low and it would be mitigated if the 
donations scheme is treated as a forecast change. 

We do not recommend removing schools from the scheme at this stage 

43. There are 186 decile 1–7 schools who have opted into the scheme but will shift to an 
index ranking them in the top 30 percent of schools by socioeconomic status, similar 
to deciles 8–10. We will provide more advice on the treatment of these schools. 

We must set a funding curve for the equity index 

44. You agreed in September 2019 to allocate equity funding to schools with a funding 
curve that defines per-pupil rates that increase as school disadvantage increases, as 
measured by the equity index [METIS 1200266 refers]. We are seeking decisions on 
this funding curve now so that the IT system build can commence and the impacts of 
transition on schools and communities can be fully analysed. 

45. We present four funding curve options in this section. These are graphed, described 
and compared. We are seeking your agreement to select Option 1B as the funding 
curve for Equity Funding. 

 
2 Te Kura’s index largely reflects students who are only enrolled at Te Kura, who we understand tend to be more 

disadvantaged than students who are also enrolled at another school 
3 The underspend can only be confirmed following the March 2021 roll return and confirmation of opt in decisions 

from schools that became eligible for the scheme following a successful decile review. We are also preparing 
advice on whether Te Kura should be included in the donations scheme, given their relatively high equity index.  
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46. The funding curves all distribute the same amount of total funding: additional equity 
funding plus estimated 2022 TFEA and TARG spending using 2021 rates. This adds 
to $198 million. This figure will increase if the cost pressure bid in Budget 2021 to 
increase the operational grant for 2022 is successful. All rates exclude GST. 

High-level principles to guide the shape of the curve 

47. There are infinite possible funding curves for Equity Funding, all constrained by total 
funding and the distribution of students across the equity index. We have used the 
following high-level principles to guide our advice and narrow the curve options: 
a. There should be a significant increase in the per-pupil rate for schools with 

moderate–high and high levels of disadvantage. This aligns with our analysis 
of published research about the impact of concentration of disadvantage on 
student achievement. This research showed that the impact is greatest in 
schools with the highest concentrations, but there is still a significant impact in 
schools with a moderate–high level of disadvantage. 

b. There are diminishing marginal returns to investment in education. We should 
therefore increase resourcing to our most disadvantaged schools first, but once 
a certain level is reached it, then becomes more important to focus also on 
moderately disadvantaged schools. 

c. The per-pupil rate for schools with moderate or low–moderate levels of 
disadvantage should be moderately increased above current levels. This 
approach recognises that these schools also have students facing equity 
challenges, but that the impact of concentration is not as great. These schools 
currently get much less equity resourcing. 

d. Disruption should be minimised, in terms of both when the equity index is first 
introduced and fluctuations as schools’ equity index values change over time. 

48. All four options use an S shape. Our previous advice assumed a curve that bent 
upwards and did not taper off, similar to an exponential curve. This type of curve tends 
to give very high levels of funding to schools at the highest end of the index, eg $4,000 
per student. Using an S-shaped curve enables giving fairly high rates to a wider group 
of high-disadvantage schools, eg $1,600 per student. We consider this to be a better, 
more effective distribution of funding and better aligned with the principles above. 

All funding curve options presented in this paper start at $0 

49. You agreed in October 2019 that equity funding be allocated to all schools, with funding 
beginning at a low per-pupil rate for schools with a low index [METIS 1200266 refers]. 
However, our proposed curves all differ from this as they each provide zero funding to 
some schools. 

50. Our previous recommendation reflected the change in equity index methodology away 
from the proportion of students above a threshold to an average of all students. There 
are two main reasons for this change in our recommendation: 
a. Giving funding to all schools would in effect be giving all schools a low amount 

of additional per-pupil funding. That is not funding for equity. Starting at $0 
means all the funding is tied to a measure of disadvantage, the equity index. 

b. With only $50 million additional funding there will be significant negative 
distributional impacts. Starting the curve at $0 releases funding that can 
mitigate these impacts. 
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Funding curve options 

Option 1A – balanced option with $0 for 1% of schools 

54. This option provides a significant but not extreme increase in funding to the most 
disadvantaged schools and a moderate increase to somewhat disadvantaged schools. 
Some new funding is given to schools with low–moderate disadvantage. Only schools 
at the minimum index of 344 receive $0 per student, giving $0 to 0.8 percent of schools 
and 1.0% of students. 

55. This option is slightly less progressive than Option 1B but otherwise very similar. We 
consider that both options results in moderate and reasonable distributive impacts. Of 
the four curves, Option 1A minimises overall negative distributional impacts across all 
schools. 

Option 1B – balanced option with $0 for 5% of schools – recommended option 

56. This is our recommended option. It is very similar to Option 1A except the curve begins 
at index 368, giving $0 to 5.3 percent of schools and 7.3 percent of students. It is 
slightly less generous to schools with low indexes and slightly more generous to 
schools with high indexes, meaning it is slightly more progressive. 

57. We recommend Option 1B instead of Option 1A because we consider it better reflects 
government priorities. By redistributing a moderate level of funding away from the least 
disadvantaged schools, slightly more funding can go to more disadvantaged schools 
and to priority learners such as Māori and Pacific students. 

58. Option 1B is the most generous to the very-most disadvantaged schools, with indexes 
above 544. There are few schools and students here, largely teen parent units, activity 
centres, health schools and residential schools, and a handful of small primary schools. 

59. This option has bigger negative distributional impacts than Option 1A, with an 
estimated 38.4 percent of schools losing funding compared with 31.0 percent for 
Option 1A. This represents 182 more schools losing funding; most of these schools 
shift from gaining less than 5 percent of their operational grant to losing less than 5 
percent of their operational grant. Option 1B still has much smaller negative 
distributional impacts than Options 2 and 3. 

Option 2 – aggressive redistribution with $0 for 10% of schools  

60. This curve is significantly more aggressive than Option 1A or Option 1B. It redistributes 
funding away from low- and mid-index schools to high-index schools. It is similar to 
redistributing money away from decile 6–10 schools and giving it to decile 1–4 schools. 
The curve begins at index 381, giving $0 to 10.2 percent of schools and 14.9 percent 
of students. 

61. We do not recommend this approach. While the curve would benefit the most 
disadvantaged schools and students, the disruption caused by loss of funding for many 
schools and students would be significant. It is too aggressive. Proa
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71. We are confident that the equity index is a much more accurate measure of 
disadvantage than school deciles. While it is unfortunate that some schools will lose 
funding when the index is implemented, this reflects that the decile system significantly 
overestimated their disadvantage and correction is required. The funding schools lose 
will be redistributed to schools that need it even more. 

72. We are unable to know exactly why particular schools or sets of schools have equity 
indexes that do not reflect their deciles. This is for two reasons. 
a. Up-to-date deciles would be necessary to compare a school’s decile and index, 

but deciles are out of date. This prevents us from splitting out the impacts of 
socioeconomic change since 2013 and of moving from decile to index. 

b. Although the equity index is determined by a basket of variables, we are unable 
to analyse particular variables due to privacy rules and model structure. This 
precludes analysis of what in particular causes a school’s index. 

Some key groups will experience significant changes in funding 

73. This subsection describes briefly some key impacts on groups. Explanations and 
broader analysis of the distributional impacts by school type, region and ethnicity is 
attached as Annex 1. 

74. Within any group gaining or losing funding on average, there is significant variation. 
Some schools will still gain significant funding and some schools will still lose 
significant funding no matter the overall trend for any large grouping. 

Impacts vary across school types 

75. Primary schools and secondary schools both gain moderate levels of funding on 
average. Primary schools experience much wider variation in the change to their 
funding than secondary schools.  

76. Specialist schools tend to gain large levels of funding. A majority gain over 10 percent 
of their operational grant with any of the four curve options. 

77. Most state integrated schools lose funding, and state integrated schools will lose 
significant per-student funding on average. 

Impacts vary across regions 

78. Tai Tokerau gains the most funding per student of the ten education regions. Four 
other regions also experience large increases in funding: Bay of Plenty/Waiariki, 
Waikato, Hawke’s Bay/Tairāwhiti and Taranaki/Whanganui/Manawatū. Auckland 
experiences a small decrease in average per-student funding, with some subregions 
such as South Auckland gaining funding and others such as the area around Ōtāhuhu 
losing significant funding. 

Distributional impacts by ethnicity are uneven 

79. Māori students benefit significantly from the shift to the equity index. Schools more 
than 50 percent Māori will gain over $350 per student for all four curve options. Māori-
medium schools also benefit very significantly from the shift.  
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80. Pacific students benefit slightly from the shift to the equity index, gaining $38 per 
student on average if the recommended curve Option 1B is used. Schools with more 
than 50 percent Pacific lose funding on average with Option 1B. Options 2 and 3 cause 
gains for these schools but cause other large negative impacts. 

81. Pacific students overall and schools with more than 50 percent Pacific receive very 
high levels of equity funding under the current system and will continue to under the 
equity index. However, the new level will be slightly lower for many of these schools. 

82. The graph below shows the estimated change in operational grant for schools with 
more than 50 percent Māori and 50 percent Pacific students, under funding curve 1B.  

 

There are alternative options to mitigate the impact on Pacific learners 

83. There are other options to mitigate the impacts of the shift from deciles to the index on 
Pacific learners. We understand Minister Sio is looking at Budget options for supporting 
Pacific education, including introducing a new operational grant component for Pacific 
bilingual units. This may mitigate the impacts for some but not all schools that lose 
funding, as not all of these schools have a bilingual unit. 

84. We recommend that you direct us to work with Minister Sio to explore these options 
further, in light of changes to funding that will result from the shift to the index. 

SEG and CIG should be distributed using the equity index 

85. SEG and CIG are both partly determined by decile. These decile-based portions must 
be redistributed when deciles are disestablished. 

86. We recommended to you on 29 November 2019 that the decile-based curves are 
replaced with similar equity-index-based curves [METIS 1212353 refers]. 
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We recommend using the equity index to distribute SEG 

91. There is a positive relationship between socioeconomic disadvantage and learning-
support needs. This justifies using the equity index to distribute SEG. Formula-driven 
funding is preferred because it is easy to understand and administer for both schools 
and the ministry. 

Targeting SEG on actual need could be the right option in the future 

92. While we do not recommend trying to target SEG on actual need now, this may 
become possible in the future. Transitioning to the equity index does not preclude this. 

CIG should be distributed using the equity index 

93. The careers information grant is intended to support schools to provide career 
guidance for students. It comprises a decile-based per-student payment for students 
in Year 9–15. It cost $5.3 million in 2019, of which we estimate $1.8 million was 
determined by decile. 

94. You asked us if the current funding scheme for CIG is the best way to use this funding 
to support careers advice and guidance. You asked if a ringfenced or more coordinated 
approach might be better. 

We do not recommend a different approach for CIG at this time 

95. We have considered other options for improving the effectiveness of CIG funding but 
we do not recommend making any significant changes at this time (see detailed 
analysis in Annex 4). 

96. We recommend CIG be distributed using the equity index instead of deciles, and that 
it remains as a separate component in schools’ operational grant. This supports the 
discretionary nature of the operational grant, providing schools with flexibility to apply 
CIG using local knowledge and expertise to integrate careers education into the local 
curriculum. 

97. This approach also provides flexibility if you wish to make further changes to CIG in 
future as part of other reforms to vocational education (eg ringfencing or creating 
reporting requirements like for Kiwisport6). However, the broader targeting mechanism 
for CIG must be transitioned to the equity index before any more detailed changes can 
be applied.  

We seek your agreement to distribute SEG and CIG using the equity index 

98. We recommend that SEG and CIG are distributed using the equity index. These curves 
would be used from when the equity index is implemented. The flat-rate parts of SEG 
and CIG would be unchanged (ie the decile-10 rates will remain the minimum for all 
schools). 

99. Shifting SEG and CIG away from being operational grant components would reduce 
cash funding to schools. Although this would be counterbalanced by the new use of 
the funding, it would exacerbate decreases in operational grants due to the transition 
to the equity index. 

 
6 Kiwisport is the only operational grant funding component where schools are required to explain its use, in a 

separate note in their annual report. 
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100. It is not yet necessary to set particular funding curves for SEG and CIG, though it will 
be soon. If you agree to use the equity index to distribute SEG and CIG, then we will 
seek in early 2021 your agreement to particular funding curves for each component. 

Next steps 

101. Based on your decisions in this paper, we will prepare a Budget 2021 bid for 
submission in January. 

102. We are also preparing detailed advice on other aspects of implementation. These 
include (with indicative timeframes): 
a. Transitional arrangements, including advice on the transition to the equity index 

and the updated isolation index and high-level transition plans for other 
resourcing that is currently linked to deciles – January 2021 

b. Treatment of the school donations scheme – February 2021 

A strong communications approach will be needed 

103. The shift to the index will have negative distributional impacts for some schools, 
regardless of the funding curve chosen. A strong communications approach will be 
needed to manage this with the sector, particularly in supporting understanding of the 
impacts on certain schools, such as those in South Auckland. 

104. The index has been well socialised with the sector; however, there has not been any 
engagement since late 2019. The index has generally been well received but individual 
schools are not yet aware of the impact of the shift on their funding. 

105. We are preparing a communication plan to begin engaging again in early 2021. We 
recommend communicating the distributional impacts as early as possible, after 
Budget decisions are taken.  
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Annex 1: Analysis of the distributional impacts of the shift to the equity index 

1. Figures in this annex are based on the recommended funding curve, Option 1B. All 
tables are replicated for the other funding curve options in Annex 2. 

2. Estimating distributional impacts requires making significant assumptions. The actual 
distributional impacts may be different. Our estimates depend on the following. 
a. 2019 rolls are used to predict 2022 rolls for each school, adjusting only for 

national-level primary and secondary school roll forecasts. 
b. The 2021 equity index is used instead of the not yet calculated 2022 index. 
c. Several other relatively minor assumptions. 
d. The equity index is currently undergoing external quality assurance. We expect 

this to be completed in March 2021 and any recommended changes 
implemented by May 2021. We do not anticipate significant changes but there 
could be changes to distributional impacts. 

3. Student counts in this report are modelled 2022 rolls used to model the funding curve 
and analyse distributional impacts. They are based on 2019 information, rely on 
assumptions and should not be used for other purposes. 

Distributional impact by school type 

4. Smaller schools are more likely to have an extreme equity index or an index that differs 
significantly from their decile. They can have homogeneous communities that are very 
disadvantaged or very advantaged. Larger schools tend to have broader, more 
heterogeneous communities, making extreme indexes less likely. 

5. Deciles can be inaccurate when a school’s students are not fully representative of the 
neighbourhoods they live in. This can occur, for instance, when parents exercise 
school choice unevenly. If the less-disadvantaged and more-disadvantaged families in 
the same neighbourhood are sending their children to different schools, then both 
schools’ deciles will be biased, one high and one low. 

Primary schools will experience more variation than secondary schools 

6. These two factors partly explain why primary schools experience much more variation 
in their operational grant than secondary schools in the shift to the equity index. Their 
decile is less likely to reflect their actual, current disadvantage. Primary schools tend 
to serve narrower communities, which decile may have inaccurately assessed or may 
have changed significantly since 2013. 

7. Secondary schools are more likely to have an index that is similar to their decile, and 
therefore tend to experience smaller changes in funding. Secondary schools tend to 
be relatively large. 

Many state integrated schools are less disadvantaged than their decile suggests  

8. State integrated schools tend to have a decile that overestimates the disadvantage of 
their school community. This may reflect that their students are not fully representative 
of the neighbourhoods they live in. The relatively advantaged families in a 
neighbourhood may send their children to state integrated schools while the relatively 
disadvantaged students go to state schools. 
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Annex 4: Options analysis for targeting the careers information grant 

 Option Description Feasibility Effectiveness Equity 
1. CIG distr buted using 

the Equity Index 
Recommended 

CIG remains as a separate 
operational grant component 
targeted by equity index 
instead of decile. Maintains 
the component’s focus on 
supporting careers 
information and guidance 
provision in schools. 

High. Transitioning CIG in line with broader funding 
system changes to implement the equity index is 
ideal. This supports uniform change across all decile-
based resourcing. 
This option also provides flexibility if you wish to make 
further changes to CIG in future (e.g. ring-fencing, 
creating reporting requirements). However, we would 
recommend that the targeting mechanism still be 
transitioned to the equity index before applying any 
more detailed changes.   

Supports discretionary nature of the operational grant. Provides 
schools with flexibility to apply CIG using local knowledge and 
professional expertise to integrate careers education into the 
local curriculum. 
Limitations would remain around reporting on the grant’s use. 

High. Targets funding more accurately 
than deciles to schools facing greater 
socio-economic barriers. 
This will result in some schools losing 
CIG funding due to targeting by equity 
index rather than by decile.  

2. Centralise CIG 
funding for Ministry 
provision of regional 
FTE (Curriculum 
Pathway Advisors)  
Not recommended 

Repurposes CIG funding to 
provide regional FTE to 
support schools to integrate 
careers education into local 
curriculum. 

In return for a $5.3 million reduction in discretionary 
funding for schools, this option would only fund 
approximately 28 FTE to serve 14 Education Regions. 
Funding for careers education is modest. Removing 
this funding from schools may exacerbate existing 
issues regarding careers education provision. 
We do not deem that this option would be an effective 
or feasible alternative for allocating CIG funding. 

There is merit in creating new regional Curriculum Pathway 
Advisor roles. However, we would advise that these roles be 
implemented as a supplement to CIG, rather than as a 
replacement for CIG. 
Implementing this option would require repurposing CIG funding 
and reducing schools’ discretionary funding. Some schools rely 
on CIG to fund careers guidance programmes, careers 
guidance staffing, resources, trips etc. Repurposing CIG would 
remove schools’ ability to offer these services for learners.   

Allocation of FTE by region based on 
equity index is possible, but not 
confirmed. 

3. Repurpose CIG 
funding to be 
allocated to clusters  

Repurposes CIG funding to 
be allocated to school clusters 
(e.g. Communities of 
Learning). 

This would be a significant change and would require 
further work and engagement with the sector to better 
understand implementation implications. 
This is also reliant on secondary schools losing 
discretionary CIG funding to be allocated to a cluster. 
It is likely such a change may result in negative 
responses from the sector. 
This approach is not recommended. 

The effectiveness of allocating careers guidance funding to 
clusters as opposed to on a school-by-school basis is unclear. 
This could support collective action between schools, employers 
and community members to provide careers education as part 
of the curriculum. However, this relies on secondary schools 
relinquishing their CIG funding to a cluster level. This option 
would remove schools’ individual autonomy in deciding how 
careers education is implemented for their school community. 
This option could be potentially explored as a supplement to 
CIG, rather than as a replacement for CIG. 

Allocation by cluster based on equity 
index is possible, but not confirmed. 

4. Repurpose CIG 
funding to be 
subsumed into 
Equity Funding  

Removes CIG as a separate 
component specifically 
focused on supporting careers 
information and guidance and 
integrates CIG funding into 
the Equity Funding 
operational grant component. 

High. Subsuming CIG into broader Equity Funding is 
feasible and would slightly increase total quantum of 
Equity Funding operational grant component. 
This option makes it very difficult to make future 
changes to CIG funding after it is subsumed into 
broader Equity Funding. 

Much like option 1, this supports discretionary nature of the 
operational grant. However, removing explicit focus on 
supporting careers education may remove emphasis for schools 
to allocate operational grant funding for this purpose. This would 
be contrary to what we want schools to do in relation to their 
careers services. 
Limitations would remain around reporting on use of funding. 

High. Slightly increases total quantum 
of Equity Funding targeting to schools 
facing greater socio-economic barriers. 
This will result in some schools losing 
CIG funding due to targeting by equity 
index rather than by decile.  
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