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Education Report: Further analysis on equity index funding decisions 

To: Hon Chris Hipkins, Minister of Education 

Date: 23 July 2021 Priority: Medium 

Security level: In confidence METIS №: 1249950 

Drafter: Matthew Amos Phone: 

Key contact: Alanna Sullivan-Vaughan Phone: 

Messaging seen by 
communications team: 

No Round robin: No 

Purpose of report 

This report updates you on the equity index and analyses different levels of additional equity 
resourcing and whether an operational grant increase should be targeted with the equity index. 

Summary 

We are preparing to implement the equity index in school funding in 2023, subject to funding 
through Budget 2022. We seek your agreement to establish a new funding component called 
Equity Funding to replace TFEA and TARG. This supports a clear transition away from the 
decile system. 

The transition to the equity index will result in decreases in funding for some schools. By 
providing additional Equity Funding, the negative impacts of this will be reduced and overall 
system equity improved. Depending on the level of potential funding, we have developed a 
recommended funding curve that is progressive while mitigating negative transition impacts. 

The operational grant comprises many components that are typically increased each year 
‘across the board’ to reflect inflation. You asked for advice on whether an increase could 
instead be targeted on Equity Funding. While targeted increases to specific operational grant 
components have previously been applied in lieu of across-the-board increases, there is now 
a new, complex interaction between operational grant increases and funding provided to 
schools due to the 2019 non-teaching staff collective agreements. 

Due to this interaction, a targeted increase would cause either an estimated $13 million annual 
increase in payments or create unfairness for schools. This detriment outweighs the potential 
improvements to system equity and performance from a targeted increase at this point in time.  
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Recommended actions 

The Ministry of Education recommends you: 

a. agree to replace the targeted funding for educational achievement (TFEA) and 
targeted at-risk funding (TARG) operational grant components with a new component 
called Equity Funding at the same time as the equity index is introduced 

Agree  Disagree 

b. note that we will seek decisions from you later in 2021 about the level of additional 
Equity Funding, the funding curve to distribute it, transition arrangements for schools 
and what will happen to the decile-weighted portion of the careers information grant 
(CIG) to lead into Budget 2022 advice 

Noted 

c. agree at this time to not target a future annual operational grant increase on Equity 
Funding instead of evenly across all components 

Agree / Disagree 

Proactive release 

d. agree that this report will not be proactively released until after equity index funding 
decisions have been made and their impacts have been communicated to schools 

Agree / Disagree 

 

 

 

 

 

Dr Andrea Schöllmann Hon Chris Hipkins 
Deputy Secretary Minister of Education 
Education System Policy 
 
 
___/___/______ ___/___/______  28   9    2021
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Background 

1. This report follows from the 10 December 2020 report titled ‘Education Report: Equity 
index funding decisions for Budget 2021’ [METIS 1245184]. 

2. Your office asked us to provide further advice on the following topics. Topics (a), (b) 
and (c) are covered in this report, topic (d) has been covered in a separate report, and 
advice on topics (e) and (f) will follow. 

a. Analysis of the distributional impacts of different levels of additional equity 
funding and targeting an operational grant increase. (See paragraphs 5–21.) 

b. Whether an annual operational grant increase should be targeted using the 
equity index. (See paragraphs 22–39 and Annex 1.) 

c. Examples of schools that will gain or lose funding when the equity index is 
introduced. (See Annex 3.) 

d. Further advice on SEG including engagement with the disability community. 
(This will be sent to your office shortly.) 

e. Further advice on CIG in the context of the wider careers work programme. 
(This will be included in advice following the recent careers strategy session.) 

f. Analysis of the potential impacts of a decile recalculation on southwest 
Auckland and analysis of past decile recalculations. (We are currently 
analysing custom data from Stats NZ and will report on it to you soon.) 

We seek your agreement to establish a new operational grant component 

3. We recommend you agree to establish a new operational grant component called 
Equity Funding to replace TFEA and TARG. This new component would be the main 
vehicle for equity resourcing, established at the same time as the equity index is 
introduced. Establishing a new component supports a clear transition away from the 
decile system. 

4. We seek jointly your agreement to disestablish TFEA ($134 million in 2020) and TARG 
($12 million) and transfer their funding to Equity Funding. This would occur when 
Equity Funding is established. Additional funding from Budget 2022 would also go fully 
to Equity Funding. 

Comparison of different levels of additional Equity Funding 

5. This section analyses system inequity and three levels of additional Equity Funding: 
$50 million, $100 million and $150 million. The following section (pages 8–11) analyses 
whether we should target an operational grant increase on Equity Funding. 

The education system is not achieving equitable outcomes 

6. An equitable school system would see students from all backgrounds achieving on 
average similar education and life outcomes, but this is not the case. Although schools 
and government can make some progress without additional investment, achieving 
equity will require large new investment in schools facing high levels of disadvantage. 
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The level of additional funding affects the design of the funding curve 

11. The funding curve will set per-student funding rates for each value of the equity index. 
We present a single, recommended funding curve for each funding scenario. The 
curves are very similar and share design principles. Each curve has a $0 rate for all 
schools with indexes 344–379, meaning the 9.9 percent least-disadvantaged schools 
receive no Equity Funding. This aligns with decile funding. 

12. Two key funding principles guide the design of the funding curve: 

a. Additional resourcing will have the largest positive impact on system equity and 
performance at the most-disadvantaged schools. 

b. There are diminishing marginal returns to investment in education at a school. 

13. We should therefore increase resourcing to the most-disadvantaged schools first, but 
as more funding is added, we should focus also on moderately disadvantaged schools. 
The funding curve hence shifts leftwards as more funding is added. 

Our recommended funding curves have been refined since the previous report 

14. The previous report [METIS 1245184] provided detailed analysis of funding curve 
options (ie different shapes), assuming $50 million of additional funding. Option A in 
this report is different to the recommended curve in the previous report. 

15. Our new recommended funding curves reflect that we now place greater weight on 
mitigating year-on-year funding variation. Schools’ equity indexes will change from 
year to year in response to the socioeconomic status of their students. This will drive 
changes in their Equity Funding. Changes for most schools will be small. While having 
up-to-date funding levels is a key advantage of the equity index over decile this does 
mean that schools’ funding will change more often which may be disruptive. 

16. The slope of the funding curve determines the size of these changes. Having a gentler 
slope dampens year-on-year funding changes, increasing funding stability. We made 
three changes to lower the slope of the curve: 

a. We raised funding rates in the middle of the curve. However, this is costly, and 
in order to manage that cost we made the following two changes, (b) and (c). 

b. We increased the proportion of schools getting $0 in funding from 5.3 percent 
to 9.9 percent. This aligns with current decile funding. 

c. We lowered the top rate from around $1,550 to $1,347 for Option A, enabling 
increased funding rates for schools facing moderate disadvantage. This is still 
a large increase from the current top TFEA rate of $846.85 per student. 

Other curve designs are possible but we do not recommend them 

17. We consider that our recommended curves balance competing priorities best. They 
provide substantial increases in funding to the most-disadvantaged schools and to 
moderately disadvantaged schools. The slope is not too steep which means that some 
new funding will be provided to schools with low–moderate disadvantage. There are 
moderate distributional impacts that ease as more funding is added. 

18. Other options are also possible, all constrained by total funding and the distribution of 
students across the equity index (see Figure 3). There are few schools with a high 
equity index and they tend to be small, making it relatively inexpensive to raise the 
curve there. As you move lower down the index, it quickly becomes much more costly. 
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Figure 6: Example of how operational grant increases are discounted from NTS payments 

Diagram is illustrative only. ‘Salary’ means total salary cost (including ACC etc). The indicative new salary is fixed 
at $60,000 but in reality it would most likely have increased each year as the employee progressed up the new 
steps of their collective agreement (nb this effect has been increasing total NTS payments significantly). 

 

36. Figure 6 diagrams a hypothetical example of how NTS top-up payments are calculated. 
This employee’s salary increased from $50,000 to $60,000 due to their collective 
agreement. The $10,000 difference is covered together by the school and the Ministry. 
The school’s contribution (blue) comes from operational grant increases. The Ministry 
then covers the remainder with a top-up payment (orange). 

Not having an across-the-board increase would have a significant negative impact 

37. If the 1.6 percent increase was instead targeted on Equity Funding, then schools would 
receive various percentage increases to their operational grants. We would need to 
decide how to account for this range of increases when calculating each school’s NTS 
payment. There are three options, each detrimental for either schools or government: 

a. Do not reduce NTS payments to reflect the 1.6 percent increase at all. This 
would increase total annual cost to the government by an estimated $13 
million3 because top-up payments would be calculated as if schools had 
received no additional funding. (In Figure 6, this would mean the government 
pays the $840 in 2023 onward.) 

b. Still apply a flat reduction to all NTS payments to reflect the 1.6 percent 
increase, even though schools have received various increases to their 
operational grant. This would be unfair to schools whose targeted increase is 
less than 1.6 percent. This option in effect saves the Ministry an estimated $13 
million per year compared to (a). 

c. Apply a varied reduction to NTS payments so each school’s payments are 
reduced to reflect their targeted increase. For example, a school getting a 
targeted increase of 5 percent would have 5 percent added to their ‘old rates’ 
(instead of 1.6 percent in (b)). This would be complex to administer and we are 
unable to model savings to the Ministry from this option. Moreover, it would in 
effect cancel out the targeted increase to Equity Funding in the short term. 

 
3 This estimate is not precise. It is based on current information about non-teaching staff. However, key staff 

information (eg hours worked, distribution over pay steps, mix of roles) will change over time and may cause 
significant change in the opportunity cost ($13 million) of not accounting for an operational grant increase. 
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This negative impact outweighs the potential benefits of a targeted increase 

38. The negative effect of each of these three options outweighs the positive effect of 
targeting an operational grant increase on Equity Funding. We therefore do not 
recommend targeting an increase in lieu of an across-the-board increase at this time. 

Other impacts 

39. There are three other impacts of targeting an operational grant increase on Equity 
Funding in lieu of an across-the-board increase. These impacts are relatively minor. 
They are analysed further in Annex 1 (see pages 12–15). 

a. Targeting an operational grant increase on Equity Funding would reduce real 
funding at less-disadvantaged schools and increase real funding at more-
disadvantaged schools. Although the net effect is positive (see paragraph 28), 
schools facing losses in real funding (albeit by at most inflation) may cut costs 
including by making staff redundant. (See paragraphs 2–6 in Annex 1.) 

b. The real gains and losses discussed in (b) would have a complex effect on the 
distribution of schools that gain and lose funding due to the transition to the 
equity index. (See paragraphs 7–9 in Annex 1.) 

c. Not having an across-the-board increase in association with the equity index 
could negatively impact public and education-sector reception of the shift to the 
equity index. (See paragraphs 10–12 in Annex 1.) 

Next steps 

40. We will continue to develop advice ahead of Budget 2022 decisions. Setting the 
funding curve will be an iterative process as the recommended curve will depend on 
the amount of additional equity funding available. 

41. As noted in paragraph 2, specific advice commissioned by your office on the careers 
information grant and impacts of the shift to the equity index on southwest Auckland is 
currently being prepared. We will also provide advice on how the transition should be 
managed for schools that will lose funding. 

42. We will also begin working with your office on the report back to Cabinet on progress 
to implement equity funding for schools. You were invited to report back by 30 
September 2021 when you presented the Education Work Programme to Cabinet in 
March 2021 [SWC-MIN-210015]. 

Annexes 

Annex 1: Further analysis on targeting an operational grant increase on equity 

Annex 2: Comparative summary statistics for each funding scenario 

Annex 3: Examples of impacts on individual schoolsProa
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11. For example, the introduction of TARG was very similar: it increased equity resourcing 
instead of providing an across-the-board increase, but received strong criticism. 
However, the risk of negative reception of a targeted increase would be mitigated by 
the context of significant additional Equity Funding (eg a $100 million increase). 

12. A targeted increase to Equity Funding would be closely tied to the implementation of 
the equity index. If the targeted increase had a negative reception, this would 
negatively impact public reception of the equity index. 

School operational costs and income since 2009 

13. This section of Annex 1 provides information about school operational costs and 
income as context for the analysis on whether an operational grant increase should be 
targeted on Equity Funding. 

The operational grant has outpaced CPI since 2010 

Table 2: Increases to the operational grant 2010–2021 

Year Overall increase Increase target CPI4 

2010 1.95% Across the board 4.0% 

2011 4.0% Across the board 1.8% 

2012 2.92% Targeted on per-pupil, base, ICT and HLW5 0.9% 

2013 2.0%6 Targeted on per-pupil component only 1.6% 

2014 1.9% Across the board 0.8% 

2015 2.0% Across the board 0.1% 

2016 1.0% Across the board 1.3% 

2017 1.0% To establish TARG only 1.6% 

2018 1.31% 1.3% across the board but 4% for TARG 1.9% 

2019 1.6% Across the board 1.9% 

2020 1.8%7 1.8% across the board + $5m for HLW 1.4% 

2021 1.6% 1.6% across the board + $6.549m for HLW 2.1% 

Total 2010–21 25.6%8 18.5% across the board, the rest targeted 21.3% 

14. Including targeted and across-the-board increases, overall operational grant funding 
rates have increased by 25.6 percent since 2009. This is larger than the CPI increase 
of 21.3 percent. However, the total across-the-board increase alone is 18.5 percent, 
less than the CPI increase. 

15. Although the operational grant has outpaced CPI, this does not mean that funding for 
schools has outpaced costs. CPI is the main overall measure of inflation but it does 
not fully reflect costs for schools as it is a basket of consumer spending. While there is 
no index measuring costs to schools, we can look to key factors for a better view. 

 
4 Change in consumers price index for year to December. Source: HYEFU20. 2021 is forecast. 
5 Base rates only increased for composite and Y9–13 secondary schools. HLW stands for heat, light and water. 
6 Excludes one-off increase to relief teacher funding and funding to establish secondary-tertiary partnerships. 
7 Excludes covid-response funding and teacher aide pay equity funding. 
8 Excludes additional increases to HLW in 2020 and 2021 as these corrected particular persistent underfunding. 
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Annex 3: Examples of impacts on individual schools 

1. Tables of the 25 schools estimated to gain and lose the most funding due to the 
transition to the equity index are on the following two pages. 

2. The following modelling assumptions were made: 

a. Funding curve Option B is used, with $100 million additional Equity Funding. 

b. The equity index is implemented at the start of 2023. 

c. No operational grant increase in 2023. 

3. Although decisions are yet to be made on how decile-based portions of SEG and CIG 
will be allocated, it is necessary to include all decile-based funding in order to model 
the impacts of the transition away from the decile system, so it is assumed that SEG 
and CIG are distributed using a scaled version of the funding curve. As such, ‘Decile 
system’ figures include decile-weighted portions of SEG and CIG, in addition to TFEA 
and TARG. 

4. These figures describe the transition to the equity index only and do not include the 
impact of the new isolation index or any other changes. We plan to combine the 
transition to the equity index with the transition to the new isolation index. A single 
transition is less complex and enables savings in potential transition funding to schools. 

5. ‘Change as % of ops grant’ figures are calculated compared to each school’s estimated 
2022 total operational grant. 

6. These figures are estimates that rely on imprecise assumptions. The key assumption 
is that a school’s roll and operational grant in 2022 and 2023 will be the same as in 
2020, adjusted only for high-level roll-growth forecasts and operational grant 
increases. 

7. In reality, a school’s roll and operational grant will change over time, sometimes 
significantly. Further, a different equity index output based on the socioeconomic 
status of different students will be used for 2023 funding. Therefore, the actual lists of 
the 25 schools gaining and losing the most funding may be significantly different. 
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