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Executive Summary
The government has a range of instruments available to achieve its strategic goals and policy objectives. They include:

a regulation and rules

b retaining ownership and effective control of assets at the centre

c distributing resources (and control) to schools, and

d providing information, guidance, and leadership from the centre. 

Whilst these levers cannot be seen in isolation of one another, this paper focuses on how the resourcing lever can best be utilised to support the achievement of government goals – in particular in schooling.
The factors that drive the school network and the characteristics of providers within that network provide a set of tests for determining the optimal method of delivering funding in pursuit of policy objectives, for example untagged funding, in-kind provision etc. These tests can be applied consistently across different policies and scenarios. 

Typically, resourcing that there is interaction and a contractual relationship (implicit or explicit) between the state and the providers concerned.  The dynamics of the relationship between state and providers can have a significant bearing on the effectiveness of funding policy. For schooling, such dynamics can be captured by looking at the factors that drive the school network and the characteristics of the providers within that network. Four network drivers have been identified.

a Network provision: Maintenance of a national network of provision requires funding that addresses the major drivers of cost, and of cost differences, at the local level.

b Network steering: Funding can be used to steer the system in terms of setting standards, correcting weaknesses, and charting paths of change.

c Network equity: For schooling, vertical equity (one student, student group, or student type, compared to another) and horizontal equity (one school, school group, or school type, compared to another) issues can be tackled, in part, by additional funding or support from government.

d Network relations: Alignment of interests between the government and providers cannot be assumed and three network relations issues should be addressed in thinking about different funding models:

i Incentives: i.e. how to incentivise behaviours.

ii Co-operation: i.e. how to focus decisions at the level best equipped to make them or to encourage co-operation.

iii Risk: i.e. how risks at different levels of the system can best be addressed.

In addition, the provider characteristics that need to be considered are:

e Capability: The ability and knowledge of providers and of the state to manage, make, and implement decisions.

f Information: The relevant and useable information that providers and the state possess on the decisions they face.

For example, variations in capability and information between schools, even those facing similar challenges, can explain variations in response and in effectiveness and efficiency at school level. A successful funding system has to recognise and cater for this.

When the network drivers and provider characteristics are considered together they provide a set of tests for determining the optimal method of funding providers. The tests also help identify areas of uncertainty and any trade-offs that may need to be considered when designing funding policy.

The tests can be applied consistently across different policies and scenarios. They may show that different policies are best delivered by different mechanisms. A further consideration is that of system integrity. To examine this aspect, network relations (incentives, cooperation, risk) need to be considered both in terms of:

· their connection with how an individual policy works, and

· how that policy may shift incentives, cooperation, and risk more widely and thus impact on system integrity and other policies.
A. Introduction and Scope
1 All participants in the schooling sector have a goal of “all students achieving their potential”.
 Achievement of this goal needs to occur within an environment that is characterised by resource constraints, complexity, disagreements, uncertainties, and the need for trade-offs when designing and delivering policy. Different conceptual tools are required to assist in navigating these complexities and allocating resources to help make optimal decisions and make things happen.
2 The aim of this paper is to specify the design principles for delivering school resources effectively and in a manner which builds system integrity. In doing so the paper seeks to answer the following question: what are the principles that can be applied in determining the appropriate funding mechanism to be used to distribute what type of resources to which kind of purpose within the schooling system? To put it another way: how do we discover what works - and what doesn’t work - in terms of making things happen?

3 The paper does not directly address questions as to the specification and design of resourcing policy or the level of resources required to achieve policy objectives. However, particular funding mechanisms may imply particular policy specifications (and vice versa) and may also have implications for the level of resourcing necessary.
B. Policy Instruments
4 Distribution of funding is one way the government can achieve its strategic goals and its policy objectives for schooling. The full range of instruments available to government include:

a regulation and rules

b retaining ownership and effective control of assets at the centre
c distributing resources (and control) to schools. In this paper, this is referred to as funding schools
d providing information, guidance and leadership from the centre. 

5 The categories are not hard and fast. For example: guidance may blur into rules and requirements; the government owns most school property but the board of trustees is in day to day control of its usage and the government is limited in its ability to change the board or change the usage of its schools property.
6 Nonetheless, each instrument has distinctive characteristics and strengths and weaknesses in achieving schooling objectives. These are mapped out in broad terms in relation to the current schooling strategy in Annex A.

7 The purpose of this paper is to look at the instrument of funding schools. The distinctive characteristic of the funding instrument is that it necessarily creates or requires interaction and a contractual relationship (implicit or explicit) between the state and the school. The government is not “giving money away”; it is for a purpose and schools are expected to use the money for that purpose. Consequently, under any system of prudent management and accountability, the relationship between the state and the school in respect of funding requires interaction between the two parties and careful definition and monitoring.
8 By contrast, high level regulations and rules do not necessitate an interactive relationship – they can just be imposed (albeit, often after consultation or as part of a “tell and sell” approach). Nor does ownership and control, when exercised from the centre, require an interactive relationship with schools. Ownership rights can be used by the centre to control the assets concerned. To the extent that the school has some control of assets, then the resources concerned are effectively being distributed to schools, and it is a consequence of this distribution that a relationship between the centre and schools is created. Guidance and information does not require any relationship between the advice giver and the advice receiver, although, doubtless, it will be more effective when there is such a relationship. The party receiving advice is free to take it or leave it. To the extent that there is a requirement imposed on the recipient to follow advice, then the advice has become a rule or regulation.
9 The different types of relationship implied by the different policy instruments are set out in figure 1.
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10 Funding schools rests upon a framework of regulations and rules, it interacts with elements of state ownership and control, and it is supported by guidance and information from the centre. However, its core and distinguishing characteristic is the interaction required between the state as funder and schools as recipients of funds. It follows that the strength and the potential problems of using the funding instrument rest upon the nature of the relationship between the state and the schools. Funding is all about that relationship.

C. Generic Principles

11 Generic principles for funding can readily be listed. Various lists have been produced at various times and in different contexts within the Ministry. A moderately comprehensive list of possible principles would include (in alphabetical order):

a Accountability: decision makers should be held accountable for their decisions by a well defined process.
b Adaptability or forward looking: the resourcing process should be adaptable to changing demands and not constrain decision making unnecessarily; if forward looking, the resourcing process should facilitate change and a culture of improving outcomes.
c Adequacy: sufficient resources are provided for the purpose.
d Fairness: ex ante, parties in the decision making process should be treated in a fair manner; the process itself should be neutral between different possible interests and not be liable to produce pre-determined answers.
e Simplicity: avoidance of unnecessary complication.
f Surety: provide reasonable certainty to the parties involved that the various other principles will be met and that their part in the process is secure.
g Transparency: the processes of fund allocation and expenditure should be clear and open to scrutiny by all interested parties.
h Value for money: the resourcing process should itself be efficient and facilitate effectiveness in decision making on fund allocation and expenditure. 

12 Some possible tensions can be detected between these principles. For example surety suggests a degree of predictability and may not be fully commensurate with adaptability which suggests some degree of changeability.
13 However, the underlying issue is more basic: what funding mechanism(s) work best:

a in terms of the overall dynamic and structure of relationships between state and schools: system integrity?
b for the particular context and policy under consideration?
14 This can be put the other way round: given reasonable good will by all parties, what might prevent a particular funding mechanism from working well? Why would a well specified policy with a well specified funding delivery mechanism fail to achieve its objectives?
15 We cannot expect the list above to answer this type of question for two reasons. First, with the exception of “value for money”, any reasonably well designed funding mechanism meeting established government criteria and following established Ministry practice should meet these criteria at a basic level. So, when thinking conceptually, most funding mechanisms would pass the test of broadly meeting the principles on the list. The list fails to provide a sorting mechanism.

16 Second, with the exception of accountability, the list is not directly about the dynamics of the relationship between the state and schools. As this relationship is the key feature of funding schools as against the other policy instruments, the list is, substantially, beside the point. The list fails therefore to tackle the key dynamic.
17 That is not to say that the list is not useful in identifying the principles that a sound funding mechanism should incorporate, and in providing the points which should be looked for in honing the detail of such a mechanism. But, as the basis for determining which mechanism should be used to deliver funds, and the pros and cons of different possible mechanisms, the list lacks analytical bite. Satisfying the list of principles will not ensure that the selection and design of a funding mechanism is anywhere near optimal and gives little basis for choosing between mechanisms. As funding is about relationships, analysis needs to focus on the dynamics of those relationships.
D. Developing Tests for Funding
18 Within the schooling sector, there are well established institutional forms and relationships that provide a basis for contracting between parties and the associated mechanisms for funding. It might be expected after 16 years of the current model of school governance and resourcing that such mechanisms would deliver effectively.
19 So, why do the available and established mechanisms not work straightforwardly and accord with the various principles? Why are some mechanisms more relied on for some cases and other mechanisms for others?
20 To answer these questions, we must look at the pattern of relationships – formal and informal contracting – that characterise the school sector. In examining these, we can deduce a pattern of system dynamics and issues. This pattern provides us with tests for what works in what context, with what advantages and disadvantages. These tests, as we shall see, give us a different set of criteria for funding than the set of principles listed above.
21 Criteria for funding in the schooling system should provide tests that can be applied to determine which of the available mechanisms is the most appropriate for resourcing schools for a particular need or objective. Ideally, such tests would give a clear basis for selecting one mechanism over another or indicate the trade-offs involved in selecting one mechanism over another. Failing this, any useful test should illustrate the sort of additional information required to reach any such judgement. The tests should facilitate an evidence based approach.
22 The tests that can be developed on the basis of examining the pattern of relationships within the school sector meet these criteria for usefulness. The high level generic principles of ideal funding do not.

23 To provide a basis for discussion, we first need to establish the parameters within which the school system operates. The parameters will help us to deduce what drives or shapes the resourcing system. These drivers are applied in relation to the agents in the system who possess various characteristics. These drivers and agent characteristics provide the criteria for selecting funding mechanisms. On this basis we can look at wider issues of system integrity and we can test the array of possible funding mechanisms using such criteria.
24 Consequently, our progression is:

a parameters of the school system
b drivers of the funding system
c agent characteristics
d criteria for selecting funding mechanisms
e system integrity
f developing a matrix for testing funding mechanisms.

E. Parameters of the Schooling System
25 The principles governing school funding can best be understood in the context of:

a the underlying assumptions and structure of the New Zealand school system
b long term educational priorities
c what is revealed by practice and by history, both in New Zealand and internationally. 

26 Any element emerging from the preceding list can be questioned as a suitable point of reference or foundation for building a set of principles upon. However, the list provides a starting point. Later on, assumptions can be questioned. 
	Underlying assumptions
	Consequences or implications

	· Compulsory education from 6th and 16th birthday

· Schools to be open for specified periods during the year and those in the compulsory age range to be enrolled at a school and attend it when open

· School boards of trustees are responsible for running schools, are elected by the community, and are responsible to the Minister

· The Minister funds schools to provide a core curriculum

· The Minister can remove a school board in certain circumstances
	· A network of schools is provided that provides local access to a school for the great majority of the population

· Whilst some schools may target students with particular characteristics, a core network must provide open access to local students, regardless of ethnicity, religion etc.

· Access to schooling is open, and not based on funds provided by parents

· Fulfilment of the contract between the Minister and the school requires monitoring

· Provision of the core curriculum by the school is free

· The Minister is able to act to ensure open access and suitable provision


27 These assumptions and consequences differentiate state schooling from early childhood education and tertiary provision and also from private schooling. The system of funding is, therefore, also likely to differ. In the New Zealand state school system, there are two essential components:

a The school, which, through the board, is the focus for receiving funding, providing education, decision-making about such provision, and accountability for all this.
b The government, which, through its various agencies, seeks to ensure funding and adequate provision of education across a network of schools to the standards it has set and within any equity and other targets it has determined.
28 The basis of the New Zealand system is that resourcing and responsibility go to the board. The government provides the resources and seeks to ensure that the responsibilities are being well met.
29 Internationally, all state systems for funding schools appear to have at least moderately complex formulae. There is no long lived case of purely per capita funding at one or a few rates. Typically, there are numerous additional funding allocations by location, special need, student characteristics etc. This differs from the typical private school situation of a flat fee (variable with age band) charged to the parents with, potentially, some extras that can also be purchased. 
30 Why is a complex, many tiered system ubiquitous with state schools and a simple, flat rate charge ubiquitous when parents contract directly with schools? The assumptions listed above, and the two essential components of the state schooling system, give rise to pressures and requirements on the state schooling system which do not arise with one to one contracting. These pressures and requirements give rise to the forces that largely shape many of the main features of the funding arrangements between the state and state schools. We discuss these forces as four key drivers.
F. Drivers of the School Funding System
31 The drivers listed below are an attempt to define the forces that shape the system of school resourcing as a whole. Our purpose here is to outline the impact of each on funding, not discuss the issues it raises, which can be endlessly debated.
32 Network provision: To match the requirement to attend school for those aged 6 to 16, the state must ensure that there is a national network of schools. The state has to fund and maintain this network which contains many different types of school in terms of age and quality of property, age bands of students, geographical location, and size. In practice, schools – even when run on a similar basis or to a similar level of efficiency – will experience widely different per student costs. Hence, fairness issues arise. To maintain a national network, funding needs to address, and be seen to address, the major drivers of cost, and of cost differences, at school level. A funding formula aims to model cost differences, to a level of accuracy such that schools are treated sufficiently even-handedly that each is able to reach or exceed the standards of provision sought. Failing this, the network of schools will be incomplete or inadequate.
33 Network steering: For a modern society and economy, schooling needs to be able to respond to and reflect social, technological and economic change. Hence, the state needs to be able to steer the schooling system in terms of setting standards, correcting weaknesses and charting paths of change. Funding is a key mechanism to ensure adherence to standards and goals and to signal or assist change or the take-up of priorities or new approaches. Funding related to goals or common standards is likely to be system wide and non-contingent, though there may also be funding or other mechanisms that are triggered where goals or standards are not adhered to. Funding related to change may be contingent rather than system wide, for example to provide incentives.
34 Network equity: Within the schooling network, complications arise in terms of vertical equity (one student, student group, or student type, compared to another) and horizontal equity (one school, school group or school type, compared to another). Within the same age band, different students will have different needs and capabilities. Students from advantaged homes will, typically, be advantaged educationally. Some students will require significant additional resources because of personal characteristics, e.g. poor English. At school level, different schools will experience different levels of disadvantage or special need students. Different schools will face different levels of management challenge or have different levels of management ability. These various differences in individual student needs, in student population, and in school management can be tackled by additional funding or support from government on various bases. However, problems may arise because:

a no formula can capture the variety of circumstances, and there are always marginal or special cases
b complexity may multiply fairness concerns, and produce lack of transparency
c there is no agreed, simple basis for weighting need
d there are dangers that poor performance by schools could be rewarded, creating incentive problems (see next paragraph).
35 Network relations: The government contracts with and funds boards on behalf of the families of their students and prospective students. Alignment of interests between the government and schools cannot be assumed. Network relations issues can be listed under three main headings:
a Incentives: The government seeks effectiveness and efficiency from its expenditure on schooling in terms of the outputs and outcomes it desires, within the constraints of the funding system and the funds available. The government is seeking to maintain a network of schools, and cannot readily let schools fail or apply the “stick” to poor management, due to the potential costs for students and the local community. Boards have strong incentives to make their schools work, as do teaching and non-teaching staff. However, different incentives can arise in relation to students, parents, teachers, the school workforce, the community, professional peers, trade unions, the local council, as well as the Education Review Office and the Ministry. Different incentives have different effects. The various incentives do not necessarily all align and so a school can, for example, be pulled off course from focussing on government objectives by local pressures.

b Co-operation: Co-operation occurs within a network when its various component elements work together as a team so that the strengths of one element are made available to others and are accepted and utilised by others. Co-operation can occur between levels in the system or within the school level. Thus, different levels in the system will have different capabilities e.g. economies of scale from central purchasing, ability to tap into local knowledge and good will at school level. Within the school level, different schools will have different capabilities and strengths and a cluster of schools may have capabilities that neither a stand-alone school nor the centre possess. To take advantage of these different capabilities at different levels, or in different schools or clusters of schools, funding can be directed to focus decisions at the level best equipped to make them or to encourage co-operation. Note that co-operation may not always be voluntary, e.g. a central purchasing decision may be imposed on schools.
c Risk: Decisions made at one level which impact on another level create risk for the level impacted upon (e.g. salary settlements). This can lead to sub-optimal behaviour at both levels: the decision making level may not adequately take into account the impact at other levels or decide that the other level should carry the risk; the impacted on level may try to take precautions to mitigate the risk which are costly or lead to sub-optimal decisions on other issues. Students are holders of risk: they will bear the highest costs from a poorly performing school. This necessitates government monitoring and, as necessary, action in order to safeguard the long term interests of students. In effect, government becomes the risk holder for students in terms of school failure.
G. Agent Characteristics

36 The preceding discussion of system drivers illustrates the complexity of factors that the government faces in resourcing schools. Within this network and its drivers, there is a further critical variable: the characteristics of individual agents.
37 The agents are the boards of trustees, acting on behalf of the government in delivering schooling to students.
 Schooling is delivered through individual schools within the network and, thus, is dependent on their characteristics. These characteristics impose limitations on what can be delivered by the system, as well as helping us understand the variation in ability to deliver, and choice as to the content of delivery, between schools.
38 There are two main variables in agent characteristics:
a Capability: The ability and knowledge of school management to manage and to make and implement decisions. This varies widely and different schools will have different strengths and weaknesses as agents. Very small schools will, in absolute terms, have less capability than very large schools but, relative to the management challenges they face, may not be disadvantaged. Boards can extend their expertise by secondments or buying in advice; the issue then becomes their ability to select, manage and utilise such expertise. Under the equity driver (discussed above) the government may seek to compensate for some weaknesses in capability by additional funding or assistance.
b Information: The useable and relevant information that the school possesses on the decisions that it faces. More information on almost any issue can, in theory, be obtained, but the question is what information can be obtained and assimilated at no, or modest, cost and effort to the school. Schools will face some common information needs, but vary in the locally relevant information they possess and also in their ability to process it. At the same time, as schools face different situations and challenges, some information needs will vary between schools. 
39 Taken together, variations in capability and information between schools, even schools facing similar challenges, can explain variations in response and in effectiveness and efficiency at school level. A successful funding system has to recognise and cater for this.
H. Criteria for Selecting Funding Mechanisms

40 So, we find that examining the characteristics of the schooling system provides us with a double test to discover the appropriate mechanism for delivering funds:

a the drivers of the school funding system
b the agent characteristics within that system.
41 This double test can be applied at two levels. First, at the level of the individual policy – how well will it achieve its specific objectives in terms of the tests? Second, at the level of the system – what contribution (positive or negative) will the policy make to the overall quality of relationship between state and schools in terms of the tests?

42 In applying the double test to the objectives of a policy, take the two simplest cases. Suppose for delivering funds to cover a particular form of schooling expense, that:

a the government anticipates no difficulties spreading this across its network of schools
b believes it can coordinate delivery without problems
c no substantive equity or network relations issues arise
d schools are believed broadly to possess the capability and information to deliver.
43 Then such funds should be provided directly to schools untagged and in cash on the basis of a standard funding formula. The decision on how to spend rests squarely with the school. 
44 Again, suppose that:

a the government anticipates that substantive parts of the school network may have difficulty in delivering a particular input or intermediate output
b the nature of the input makes it difficult to coordinate in terms of specifying goals or standards
c there are significant equity and network relations issues
d many schools may lack the capabilities and information to respond.
45 In that case, the state should retain significant control, the details of the allocation of funds depending on the nature of the equity and network relations problems arising. Significant decision making powers on where and how to spend should rest with the Ministry.
46 In practice, many funding issues will fall into a middle ground, with some possible problems with some drivers and/or agent characteristics. As we shall show, these can be dealt with by applying the test of each of the drivers and agent characteristics. That is, for any policy, we ask what are the pros and cons of any particular funding mechanism in terms of: 
a network provision 
b network steering 
c network equity 
d network relations:
i incentives
ii cooperation
iii risk
e agent characteristics:
i agent capabilities
ii agent information.
47 Two examples are considered briefly in Annex B in order to illustrate how the two tests might work. The examples show how system drivers and agent characteristics intersect with particular kinds of funding needs to lead to the selection of different types of funding mechanism. The examples also begin to illustrate two other points. First, that there are some underlying tensions in choosing funding mechanisms. This is taken up in the following section. Second, that the optimal solution for system drivers and agent characteristics is also the optimal solution for the generic principles outlined in section two.
 This is for two reasons.

48 First, sound relations between the state and schools in terms of the network drivers and agent characteristics both require and ensure that there is appropriate accountability, adaptability etc. For example, appropriate sharing of risk, and the consequent trust between the parties, requires and produces appropriate forms of accountability and transparency.
49 The second reason is that, under the Tomorrow’s Schools approach, a system that is intended to ensure these generic principles has been constructed around the transfer of funds to schools on a cash and untagged basis via standard formulae. This approach meets network provision concerns (indeed it is a basis of the network), network equity (basic fairness to all), and rests on the basis of incentives, cooperation and risk resting with the school which possesses the capability and information to make appropriate decisions. Some equity and fairness concerns may not always be met by this approach but it gives us the basis and reference point for meeting the generic requirements of a sound funding system.
50 This leaves two generic principles unresolved: adequacy and value for money. Adequacy is a question of policy design and outside the scope of this paper. The principle of value for money points us toward addressing the network relations driver and the agent characteristics. Where incentives are aligned, co-operation and risk sharing achieved and schools have the necessary capabilities and information to act, then value for money will follow – provided that the state has done its job in specifying goals sensibly and resourcing them adequately. Conversely, if incentives are not aligned or schools do not have the necessary capabilities etc. then value for money will be undermined. Hence, solving the tests for network and agent characteristics also largely ensures achievement of the generic principle of value for money. Where these tests are not met, value for money is less likely to be achieved.
I. System Integrity
51 Any individual policy will have an impact on system integrity. This aspect needs to be examined in addition to examining the effectiveness of the policy in achieving its own specific objectives. That is, network relations (incentives, cooperation, risk) need to be considered both in terms of their:

a intersection with how an individual policy works to achieve its specific objectives
b in terms of how that policy may shift incentives, cooperation and risk more widely and thus impact system integrity and other policies.
52 For example, it may assist the state’s objectives in industrial relations for schools to be left holding some of the risk from centrally negotiated employment agreements. But this may undermine schools’ confidence in the fairness of funding and the willingness of the state to listen to, and cooperate with, schools over their staffing costs and concerns. At the risk of over-simplification, network relations require mutual trust and confidence. Policies that succeed in terms of their own objectives but fail to build trust and confidence have a significant downside. 

53 As discussed earlier, the basis of the New Zealand system is that resourcing and responsibility go to the board. Separating these will weaken system integrity, which consequently points us to the board as the preferred locus of decision making. The default position in terms of system integrity is for the school to be funded to make decisions for which it is then accountable; the norm would be to fund the school in cash on an untagged basis through a generic formula.

54 This reflects the generic principle of subsidiarity: that decision making should be released to the lowest feasible level in the system, that is, the smallest competent authority. This principle is also embedded within the Tomorrow’s Schools approach, where the school is the focus of management and delivery and which is presumed to be competent in most matters.

55 However, two underlying tensions need to be recognised: 
a between the locus of control being at the centre and being at the school
b between tagged and untagged funding.

56 In any particular case, there may be strong arguments for central control and/or tagged funding. Against this, are the considerations of system integrity we have discussed and any other negatives emerging from our tests. This is illustrated in Annex C.
57 Applying the tests reveals the trade-offs involved at the system level and how the implementation of policies may pull the system in different directions. Whilst the tests do not resolve the two underlying tensions, they do show the factors to be considered and trade-offs to be made. For example, in considering central decision making, it is easy to overlook the dangers of increasing the difference in incentives applying at the centre and at the school and of transferring risk to schools for decisions made at the centre – both dangers that may undermine cooperation and trust within the system, and thus system integrity.
J. Developing a Matrix
58 The cases we have considered illustrate how various possible funding mechanisms can be tested against the network drivers and agent characteristics to reveal issues and trade offs.
59 A matrix can be built with one axis provided by the different possible funding mechanisms and the second axis by the system drivers and agent characteristics. This is illustrated in Annex D. For any funding issue, alternative funding mechanisms can be compared in terms of:

a the issues that arise with the different system drivers and agent characteristics
b system wide impact, with the network relations factors. (This means the network relations factors are being counted twice: once in terms of their impact on achieving the specific policy objectives and once in terms of the wider effects of the policy on system integrity.)
60 Different mechanisms will show different strengths and weaknesses. There may be uncertainty as to the size of the risk associated with the weaknesses. The optimal solution will depend on the extent and nature of the problems revealed by applying the tests to any particular funding issue. If these problems are not so small that the default position straightforwardly applies, then the most appropriate funding mechanism is that which is likely to minimise the issues arising with the tests, but with the underlying presumption still in favour of the default position. The solution in practice is likely to depend on:

a policy priorities (e.g. the weight attached to equity or to value for money concerns with the objectives of the particular policy)
b subjective assessment of the weight attached to the problems identified in relation to achieving those objectives
c the impact on system integrity.

61 In consequence, decisions may be made based on assessment of different kinds and sizes of risk and various uncertainties. This helps explain why different educational administrations adopt different solutions to the same funding problem and why there can be significant shifts over time within the same administration in how it deals with the same funding problem. 
K. Applying the Matrix
62 As described above, the matrix in Annex D provides a tool which can be used to assess the relative pros and cons of the available funding mechanisms for achieving a particular policy objective.
63 The matrix approach may sound complex, but there are a number of simplifying assumptions or techniques that can be applied, and two that should not. 

64 The two simplifications that should not be applied are:

a To compare the complexities, problems and failures of the current situation with an idealised alternative: “if only…” The matrix approach can counter this by identifying potential problems arising with alternatives to the current approach and mapping them on the same basis as the known problems with the current approach.
b To assume central omnipotence or perfection: “the solution to problems is to move control to the centre”. In some cases this may be the optimal solution, but the centre also faces problems in relation to the drivers and agent characteristics. Officials at the centre can, themselves, suffer from problems of internal network coordination, cooperation, incentives, risk, capability, and information. And locating decisions at the centre can weaken system integrity.
65 Simplifying assumptions that can be applied are:
a Absent significant evidence to the contrary, assume that the school knows best and should be the locus of decision making. The generic funding principles are most likely to be resolved by locating decision making at this level.
b Value for money will be achieved by the funding mechanism that best resolves network relations and agent characteristics. An additional value for money test is unnecessary.

c Outliers and special cases should not drive the choice or design of funding mechanisms and should not be a major consideration unless they constitute a significant minority of schools effected and are significantly different in relevant dimensions to the majority. Otherwise they can be:
i ignored (if the problem is not expected to be great in most cases)
ii included by an adaptation or addition to the funding mechanism proposed
iii helped by an alternative mechanism, which may already be in existence (e.g. base funding).
d Provided that a funding mechanism is not overly rule bound, most schools will be able to adapt their practice or the detail of the scheme so that any awkward bits are smoothed. Such adaptation is often informal. Hence, many smaller problems with funding mechanisms can be treated as de minimis.
66 Applying a matrix of the type illustrated in Annex D should identify the critical issues or trade offs and thus help choose the most appropriate funding mechanism. Where no clear solution emerges, the matrix should help identify the areas of uncertainty and thus help specify additional information that is needed, assumptions that require further investigation, or issues for further research.

L. Conclusions

67 Generic funding principles, such as transparency and accountability, may help in the detailed design of funding mechanisms but are of little help in determining how to make things happen: the most appropriate means of resourcing schools. Funding schools, as compared to other instruments of policy (regulation, central ownership and control, and providing guidance) is all about relationships within the schooling network. To discover the pros and cons of different funding mechanisms, it is necessary to test each against the key elements that constitute that network: a series of system drivers and agent characteristics. 
68 This approach will identify, in broad terms, how a particular policy, applied through a particular funding mechanism, is likely to effect and be affected by those system drivers and agent characteristics - how well it will work. Effectiveness and potential side effects can be assessed, as can the impact on wider system integrity. Simplifying assumptions can be made (and others avoided), with a basic presumption in favour of untagged cash resourcing to schools delivered via standard funding formulae. The generic principle of subsidiarity emerges.
Annex A: Policy Objectives v Instruments to Achieve These  
It is assumed that evidence based practice is followed as applicable. Depth of shading indicates, in broad terms, the relative importance and possibility of applying contemporary evidence about schooling effects.

	Schooling objective
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Government instrument
	Equity of access at schools
	Effective teaching at schools
	Family/whanau involvement with schooling

	Regulation and rules
	Prevent discrimination and set standards. Inflexibility to meet variance in actual circumstances.
	Set standards but top down specification and assessment of quality lacks information on local diversity. Regulation and rules cannot mandate effectiveness.
	Provide rights to family/whanau, but hard to reflect variations in local circumstances.

	Ownership/effective control retained by centre
	Ensure access, but may discourage development of alternatives.
	Removes risk and decision making from schools. Economies of scale and scope. Positive and negative incentive effects on schools, depending on where risk and decision making best located.
	Government ownership may reduce feeling of local ownership and hence involvement.

	Resourcing (and control) distributed to schools
	Target funds to meet needs/variance in circumstances – but can produce complexity, further equity issues.
	Ensure adequacy of resourcing but what are the incentives produced and flexibility? Possibility of rewarding excellence and innovation. Tension between entitlement and non-entitlement funding.
	State lacks contractual connection in terms of education with family/whanau.

	Guidance /information from centre
	Assist schools and teachers in meeting diverse needs and discovering and utilising best practice. But centre lacks (i) local information (ii) control.
	Assist schools and teachers in discovering and utilising best practice. Provide/reinforce leadership in achieving beyond minimum standard. But lacks: (i) local information (ii) control. Danger of information overload and of guidance becoming regulation.
	Means of (one way) communication with family/whanau independent of schools.


Annex B: Two Examples of Applying the Tests 

Teacher salaries
Teacher salaries are mainly centrally funded according to staffing formulae, but the school has freedom to choose who to hire and how to deploy them: a hybrid system. 

The tests bring out two problems with directly funding schools for teacher salaries:

1. Equity. Salary costs vary according to seniority etc. so similar staffing numbers can cost widely different amounts. Various effects flow from this and it can be difficult to ensure equity between schools through a simple formula.

2. Teacher salaries are set centrally. Devolved funding would leave schools holding some of the risk for salary increases unless a (difficult to deliver) guarantee was provided by government. As teacher salaries are the major component of schooling costs, any failure of the guarantee could have significant effects at school level.
Thus, for teacher salaries, the main issues revealed by the tests are (i) equity, (ii) network relations – risk holding. The solution currently has been a mixed system.  At the margin, schools cannot transfer money from teacher entitlements to other forms of expenditure but can use some of their cash entitlements to hire additional teachers.

School property
The state is the legal owner of (most) school property. Although the boundary has varied, the long term costs of property acquisition and ownership have been dealt with by the state directly. A formula indicates the square meterage that a school is entitled to on the basis of forecast roll.
The tests bring out three problems with direct funding of long term property costs:

1. Equity. Such costs are highly variable and lumpy in terms of costs of land, improvements, and long term maintenance and refurbishment. Both absolute prices and relativities between different areas can vary sharply over time. It would be difficult for a funding formula to capture all this in a manner that was reasonably equitable between schools in different locations, on different sites, and with different building costs. As property costs are a major component of total costs, any error or inequities in a funding formula would have a major, long term impact on a school’s budget.

2. Network relations problems also arise in terms of incentives and risk. The incentives on school boards may lead them toward a short to medium term perspective. Boards that fail to take or understand a long term ownership perspective may take decisions that impose significant risk on the Crown as owner.

3. Finally agent characteristic problems arise: school boards may lack the capability and information to make optimal property investment and long term maintenance decisions on behalf of the Crown as property owner.
Thus, for long term property funding, the issues revealed by the tests are (i) equity; (ii) network relations – incentives and risk; (iii) agent characteristics – capability and information. The solution has been to retain central control, subject to a schedule of school property entitlements by roll.
Annex C: System Integrity - Underlying Tensions
Central versus local decision making

	Test
	Decision making at centre
	Decision making at school

	Network steering
	(
Ensure standards set by centre
	X

May be hard to steer from centre

	Network relations (incentives, cooperation, risk)
	(
Strong incentives to direct actions toward high level policy objectives

X
May undermine cooperation between schools and centre

X

Decision taker may not be risk holder (e.g. central purchase for schools)
	(
Strong incentives to direct actions to actual provision of schooling and to meet local needs

X
May not ensure strengths of centre are drawn on by schools

(
Decision taker is risk holder

	Capability
	(
Economies of scale in own work and in central purchasing
	

	Information
	(
Good information about generic and big picture issues
	(
Good information about local issues and actual provision


Tagged versus untagged funding

	Test
	Tagged funding
	Untagged funding

	Network provision
	
	(
Basis of network

	Network steering
	(
Can help steer system
	

	Network equity
	(
Can be directed to areas of need
	(
Basic fairness to all

	Network relations
	(
Reduces risk to Crown
	(
Builds system integrity.  Responsible party has necessary authority

	Agent characteristics
	X
Reduces application of local capability and information
	(
Schools can apply their capability and information


Annex D: Example of Matrix for Testing Funding Mechanisms







( = positive
x = negative
	Factor
	Network provision
	Network steering
	Network equity
	Network relations:

(a) effects specific to policy objectives

(b) wider system effects
	Agent characteristics:

	Funding mechanism
	
	
	
	Incentives
	Cooperation
	Risk
	Capability
	Information

	Untagged cash to school by formula, e.g. operational funding
	(
Provision for all members of network
	X

Does not provide ability for centre to steer
	(
Provision for members of network on fair basis
	(
Builds structure of network relations
	(
Schools can apply their capability and information

	Tagged funding by formula, e.g. teacher salaries
	
	(
Can help steer system
	(
Can be directed to areas of need
	
	X

May reduce cooperation
	(
Reduced risk for Crown
	X
Reduced range where schools can apply local capability and information

	Contestable funds, e.g. innovations pool
	
	(
Can help steer system
	X
Creates ‘winners’ and ‘losers’
	(
Can help shift incentives
	(X

Can build or undermine cooperation
	
	
	

	In kind provision to schools by centre, e.g. software licensing
	(
May ensure provision of common network features
	(
Can help ensure standards
	
	X

Reduced school level discretion
	(
Draws on strength of centre where economies of scale apply
	X
Risk holder not decision taker
	(
Avoids lack of capability at school level
	(
Provision may be of information needed by schools

	Funding for specific school or student characteristics, e.g. special education
	
	
	(
Can be used to meet specific needs
	
	
	
	
	

	Specified school costs met, e.g. heat, light and water
	
	(
Helps ensure standards
	
	X
Weak incentive for school to control spend
	
	
	
	

	Central discretion, e.g. alternative education
	
	(
Can help ensure standards
	(
Can be targeted to need
X

May not be seen as fair
	X

Risk of special pleading etc
	
	X

Imposes risk on schools
	(
May build on capabilities at centre
	X
Centre lacks information on local circumstances

	Funding triggered by failure, e.g. school support
	
	
	X
May not be seen as fair
	X

Negative incentives
	
	(
Counters risk of school failure
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Figure 1: Policy instruments and relationships





Regulation and rules		(	Imposed from the centre





Ownership			(	Controlled from the centre





Funding schools		( (  	Interaction between the centre and schools





Guidance and information	(	Up to recipient whether to follow








� The Schooling Strategy 2005-2010: Making a Bigger Difference for all Students.


� There are a number of other principles that have been cited – e.g. “building capability”, “school improvement” - that are more related to policy outcomes or criteria for the design of policy than to the selection and design of funding mechanisms in pursuit of such policy. “Evidence based practice” is a requirement of the schooling strategy that has universal application to all activities.


� Schools will have very varied, and variable, student bodies but we are addressing here the characteristics of the school as agent rather than in terms of the students themselves. Sector interest groups are not directly considered as they are not the direct recipients of significant schooling funding.


� More detailed consideration of design specifics may well also be necessary as a policy is prepared for implementation. 
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