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Subject:
Attachments:

Hi

John MacCormick

Thursday, 15 September 2011 12:33 p.m.

Margaret Galt; Anne-Marie Brook; Rohan Biggs; Warwick Terry; Ruth Isaac; Nick Carroll
29N~ T Sheryl Chase; Barbara Annesley; Nic Blakeley

RE: the schooling system - an A3 to engage the MoF in conversation...

An Alternative Approach to School Deciles.doc
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School choice:

than just
We could make a

innovation by getting around the constraints
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ols would help to achieve the prio
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The informationint 4 i : nded only for the addressee(s), and may also be legally privileged. If you are not an intended
addressee:
a. please immegfa easury by return email or telephone (64 4 472 2733);

From: Margaret Galt

Sent: Wednesday, 14
To: Rohan Biggs;
Cc:[39R@0 |
Subject: RE: th

e; Barbara Annesley; Nic Blakeley
g system - an A3 to engage the MoF in conversation...

Hi Rohan
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Margaret

Margaret Galt | Senior Analyst | The
Tel: +64 4 917 6986 | Margaret.Gal

‘govt.nz

CONFICENTIALITY NOTICE
The information in this email Is confidential
addressee;

nsliry, Intended € he addressee(s), and may also be legally privileged. If you are not an intended

m,

acCormick; Ruth Isaac; Nick Carroll; Margaret Galt
esley; Nic Blakeley

engage the MoF in conversation...

Sent: Wednesd

To: Warwick T
Caif%G,

Subject:

Hello All

¢ The secoridpage sets out:
o What we would recommend doing {and not doing) and
o Mechanisms for implementing change

The purpose is to reengage with the Minister of Finance on some bigger picture schooling issues (we have not done
so for some time) and to get a sense of his reaction so we can focus our efforts.
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Regards

Rohan

Priorities for change in compulsory education team version 1 (Treasurv:216472/7<.\;lj Add to worklisk

Rohan Biggs | Senior Analyst | The Treasury
Tel: +64 4 917 6892 | Rohan.Biggs@treasury.govt.nz

COMFIDENTIALITY NOTICE
The information in this email is confidentia! to the Treasury, intended only for the addresses

addressee;
a. please immediately defete this email and notify the Treasury by return email or telep cﬁ;g 64 4472 2733}
b. any use, disseminatien er cepying of this email is strictly prohlbited and may beq

5}, and msy‘also be legal jvileged |[Pyou are not an intended
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AN ALTERNATIVE WAY TO TARGET SCHOOL RESOURCING BY SOCIO-ECONOMIC STATUS

Key Points Decile-based funding is an important equity component of NZ's school
resourcing system.
For school resourcing, » ‘International best practice” favours including broad socio-econsmic
deciles {(and TFEA) aren’t a weightings in school resourcing systems,
bad policy tool. . . . .
poticy *  While not based on individual S3ES d e re built ne-
grained, consistent, objective and ibab afrom ce ;

¢ Deciles are based ona set of i t | correlated wilhrstudent
achievement/need;
¢ The TFEA funding curve e ts the extent of antage in
lowest-decile schools @
But deciles are now much s Decile ratings are ba(l targel m n% arid non-govt
more than a way of funding programmes for fen 't desi | suited. Programmes to

schools.

using decile ratings that
el.

ith needy kids in higher decile
class kids in low decile schools

y for “school quality” - by the public, bS( the
, Ihe Ministry, and by some schools themselves.

rceived as "prestigious™ and “good”,

e” seen as "struggling”, “tough” and “risky”.

Now could be the right.ff »  We sholld Ig2tke changes before deciles become entrenched in how the
to review the decf 5 natlo standards are measured, reported and understood by
system. itteiats, the public, schools and education officials;

Ew government supports targeted funding but some influential

*\ “the
!‘ isters have previously criticised the decile system (eg: 2005 select

Hnmillee review)

@ Tight fiscal conditions mean Ministers are more focussed on better use of

existing resources, and more open to funding system reforms that could
A create both winners and losers.
The current fund(ng System

e QOur system is based on data and research nearly 20 years old. We now
have better evidence about the SES factors that malter for education,
better student achievement and SES data, better international models, and
improved statistical methods and computing power.

*  We destroy lots of useful information: - by focusing only on deprivation
(measuring only the tail of the SES distribution in each school communily);
by rank-ordering schools (losing infermation about dispersion about the
average); and assigning schools into 10 calegories (crealing sieps and
thresholds from previously conlinuous variables).

+ The current syslem has no iargeted staffing component (though we know
teaching quality mallers most).

*  We freat primary and secondary schools the same (but we know the
elfects of low SES are greater and more remediable at younger ages).

e Welose sight of the extent to which most schools are basically almost
average - only the lowest and highest decile schools sland out as really
different.

Treasury:1343131v1 IN-CONFIDENGE 1
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80,000
How many students are in each | 70,000
decile? 60,000
50,000

There are fewer students in low
decile schools and more in high
decile schools — the difference is
greatest for secondary students.

Low-decile secondary schools are
generally small and/or area
schools.

40,000
30,000
20,000

Number of Primary and Secondary Age
Students in Each Decile

B Primary Students
(Years1-8)

10,000 -

Decile 10 schools tend to be
considerably larger and more
urban.

A smaller proportion of secondary
students are in low decile schools
because:

Hard for large schools to score
in the lowest decile as Iagg_e\

catchmenis tend to be FK%
)

diverse;
Parents of older child
less likely to be o
benefit depende
unqualified.

clle

(8

M Primary -

Years 1-8

M Secondary -
years 9-13+

? School choige

v Y

Number of Primary and Secondary
Schools in Each Decile

250
. B Primary
200 Schools
150
B Secandary
constant.  (Her 100 Schools
serving Y1-8 a
Schools - are >0
0 -
@ i 2 3 4 5 6 7 8 9 10
. _ School Type by Decile
Private  school  deciles are
calculated affer state and integrated | 300
deciles are determined - so having | ,5 |
more high decile private schools
does not "squeeze out" state | 200 -
schools into lower deciles. 150 | u Private
B integrated
100 1 B State
50 A
0 .
i 2 3 4 5 6 7 8 9 10
Treasury:1343131v1 IN-CONFIDENCE 2
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How are deciles calculated?
5 Socio Economic Indicators — all taken from the census
i.  Low income (in bottom 20% on household equivalised income)
ii. Social welfare benefit as main income source
iii. No parental qualfications

iv.  Low parental occupational classification

v.  Household crowding index
Data is collected at meshblock level (not for individual stude %r familigg): @
Meshblock incidence rates are calculated using only famili il ckildren agedd 16-17

studying fulltime.

School incidence rate = weighted average of meshb e the sg ents live.
Note:
We only measure the "ail” of these SES indictcﬂ’{\i ach sch %
- not the average, not the full spread, hetop
{ iteditSTe mmunity profiles (eg: one
occupations). Using multiple

ation we don't use (eg: links
cess to governance capability,

of removing this ethnic indicator?
8 change in decile rating for most schools — the other 5 indicators are

nuhities lost funding (after grandparenting
ddpnders92)al). - o

Each school then, has 5§ incidence measures — one for each SES indicator.

These incidence measures, of course, have different means and distributions. So we can't just
add up the 5 measures into a single index. First we have to transform them into a consistent
shape.

At present, we do this in a way that unnacessarily destroys useful information and distorts the
relative socio-economic position of schools: the percentile ranking bulldozer.

Treasury:1343131v1 IN-CONFIDENCE 3
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The percentile ranking bulldozer

Current practice is to convert each school's raw incidence measure on each SES measure into a
simple percentile ranking (0-100).

Then we add up schools’ rankings on the 5 indicators to get a “decile index” score (0-500)
o Woe could assign different weights to each indicator, using some evidence of thejr
relative significance for school performance, student achj ent, fundraisi acity
etc. But we don't.

With schools lined up in order on this aggregate percentile assignan-e
schools (not an equal number of students) to each of the 1 ilesy

That's nice and simple. But it destroys a lot of useful jr ation about rent schools really
are from one another.

average. The majority of

schools clustered around the mean are spread oy s & mid eciles. The few schools in
the tail of the distributions are bunched .- : 0 nd Righest) deciles.

F §

fts, the pale red bars show the range from 5" percentile school
e acile. The darker red bars show the “middle half” of schools in
%’; rcentile to 75" percentile. The black lines show median values.

for TFEA: 1A D, ... 4L. And then we use a convex funding curve to reintroduce some of
the dispersi mation that our percentile ranking bulldozer destroyed.

O

Fortunately, we % each of the lowest 4 deciles into 3 steps to get additional funding steps

Treasury:1343131v1 IN-CONFIDENCE 4




Distribution of the Raw Incidence Measures
for Low-SES Indicators in Each Decile.

Decile One is Different
+ Within-decile variation is greatest in decile 1

* The inter-quartile range in decile 1 (spanning
5% of schools) is generally as large as the
gap between medians for decile 5 and 8
{spanning 30% of schools)

* Decile 1 lower quartile barely overlaps the
upper quartile of decile 2

+ The 5" percentile for decile 1 schools
seldom overlaps the 75" percentile for all
schools.

S
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Low Household Income Indicator
Distribution by Decile

85th

u‘i {percenh‘re
L] [ upper
quariile

median

lower

Parents With No Qualification Indl
Distribution by Decile

(\ &
g :{uwer

S

Sth
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50%

40%

30%

20%

10%

0%

N
qu%

Benefit Dependency Indicator
Distribution by Decile

. 95th
.} percenlle

7

% [ upper
quartile

0%
median
40% -
lower
quarlile
30% o L[
g Sth
percentile

20%

10% -

e
! percenlife

FAN
Low Occup é’ xgrylndicator
Di i y Decile

Household Crowding Indicator

Distribution by Decile
:{;i{upper . 95th
quarllle 60% i i’{percemi\e
(J upper
70% median 0% ._[quamle
lawer
60% £ quarue median
it 40%
= 5th
50% ‘L[percenlile ,1 qls::ﬂre
30% - T
40% M{perfenli]a
30% 20% 1
20% 10% 1 Ed
4,
10% 0% T T T T T T T T T T \
0% T T T T T T T T T T 1 Al 1 2 3 4 5 [ 7 8 9 10
Al 1 2 3 4 5 6 7 8 9 10 Dedile
Declle
Treasury:1343131v1 IN-CONFIDENCE 5
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A Better Way: Standardised Distributions

We don't need to destroy the distributional information in these SES indicators when we add them
togeilher to make an overall SES index.

Instead of converting the original data into percentile rankings (and adding these up), we can use a
standard statistical technique to “standardise” each indicator’s distribyijon to a mean ofg@md a

standard deviation of 1.
@nomic

These distributions can then be added up and standardised agai
indicator with mean value of zero, and 8D of 1.

A

Treasury:1343131v1 IN-CONFIDENCE 6
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Decile ratings measure % of kids drawn
from “decile 1 and 2" meshblocks... not %
of decile 10 families...

Treasury:1343131v1 IN-CONFIDENCE 8
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From: Zoe Wyallt

Sent: Wednesday, 26 October 2011 9:35 a.m.

To: Rohan Biggs

Subject: RE: Increasing use of the private sector in schooling
Hi Rohan

hile in the US chart

unaffordable surplus places in neighbouri
affecting schools’ capacity to afford a
disproportionate demands on scarc ing. As s qols, they will have diseconomies of scale which will
muake them more expensive to ru

Bix

Hope that helps %
Zoe

Zoe Wyatt | St Reform | The Treasury
Tel: +64 4 917 @ Of. Wyatt@treasury.govt.nz

CONFIDENTIALITY NOTIC

The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legaliy privifeged. If youare not an Intended
addressee:

a, please Immedfately delete this email and notify the Treasury by return email or telephone (64 4 472 2733);

b. any use, disseminatien or copying of Lhis email is strictly prohibited and may he unlawful.

From: Rohan Biggs

Sent: Tuesday, 25 October 2011 4:39 p.m.

To: Zoe Wyatt

Subject: FW: Increasing use of the private sector in schooling

Hi Zoe — Nic suggested t add you to this consultation list. If you have time I'd be keen to get your view on whether
I've misrepresented ‘free schools’ on the A3 element.

Regards
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Rohan

Rohan Biggs | Senior Analyst | The Treasury
Tel: +64 4 917 6892 | Rohan.Biggs@treasury.gavt.nz

CONFIDENTIALITY NOTICE
The information in this emall is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you ara not an intended
addressea:

a. please Immediately delete this email and notify the Treasury by return email or telephone (64 4 472 27
b. any use, dissemination or copying of Lhis email is strictly prohibited and may be unlawful.

From: Rohan Biggs

Sent: Friday, 21 October 2011 3:26 p.m. B
To: @Education & Skills; David Snell; Ruth Isaac; Kirsten Jensen 222
Subject: Increasing use of the private sector in schooling

Hi Team and people interested in capital

Regards

Rohan

Increasing use Q@&)ﬁéte sectorci’n\sgh ifg (Treasury:2189610v2) Edd to worklist|

*\‘f/
Rohan Biggs pior Analyst

Tel: +64 4 917 6892 | Roh4 @treasury.govt.nz

CONFIDENTIALITY NOTICE
The information In this emn;
addressee:

tial to the Treasury, intended only for the addressee(s}, and may also be legally privileged. If you are not an intended

; erathisvemall and notify the Treasury by return email or telephone {64 4 472 2733);
b.any use, dissemin ti@c ) g of this email is steictly prohibited and may be unlawful.
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IN-CONFIDENCE

THE TRSASURY
Katlohutohu Knupapa Rawa
Treasury Report: Treasury Views on Competitio tabilit %
Provision of ACC, Educations alth Sany|

O%V \VP
N Q.
’ Date: | 4 November 2011 /\QO Clhgpnrt No: &@1 1/2375 |

a3

; Act“’@@b @eadline
Minister of Finance ' s%%\tﬁ}contents ﬁ\l{fu ot |8 November 2011
{(Hon Bilt English} at your.giegting with X

’;Ts\egm on8 Nove ):5

Contact for Telephop@@é?ssion ,ﬁ}@ed)

Name A%‘U” (& Telephone 1st Contact
Hamish Grant-Fargi < ior Analys\E}Me 917 7034 (wk) Thhe] SFEOI2IE) E
arformance Ovel and

) Coordm :n\ ~

Nic Blakel Manageg caftion and 917 6896 (wk)

Minister of FU@%\; Office Actions (if required)

Action Sought

I None. @ % ]
Enclosure: No

Treasury:2202801v3 IN-CONFIDENCE
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4 November 2011 SH-11-2-2

Treasury Report: Treasury Views on Competition/Contestability in the
Provision of ACC, Education and Health Servicgs

Executive Summary

AN

Oy (&)
N @
iscuss th ffl of wompetition

AN
You are meeting with Treasury at 3:30pm on 8 Nov erto%
and contestability in the provision of Government s¢rfjices.. This note
views and is designed as a basis for discussion

Treasury sees compstition as an essential
resources to flow to their most productive
drives stronger efficiency, quality, entre
Zealand’s small size and distance frg

benefits that flow from competition i
the relative lack of competition in o
more efficient than our trading ners:
The Beiter Public Service e has id
service for the 21st cen

ernmen ping what it needs to do)
ii i Hy e § (mode, ive and good value for money), and
iii Redmdw {efficient, w%&misad, resilient government).

i haiot is that and contestability are tools for achieving all three of
hose areas they can be applied. Competition and contestability focus
thelg Fent on dol hat it can do most efficiently and uses others when they can
do thewwerk better; h% de incentives for continutous improvement in the quality of

8

services (throug r choice or allocating money o the best provider); and they
reduce wast iding incentives for innovation o continuously improve the price and

quality of e
The go has in many areas already moved to using more contestable approaches,
with pg h as the PPPs in Corrections and schools; the greater use of private sector

to increase the incentives on delivery in social housing. We think that success for lhis area
would be if:

. The public sector automatically advised on whether it was best to “make”, “buy” or
“regulate” to achieve a policy goal, and when they did “make it" they knew the costs of
doing so and could demonstrate to Ministers that this was indeed the most effective

) Funding from the government was allocated between competing state agencies on the
basis of performance, with performance measured in terms of effectiveness and
efficiency, and

. The consumer has a choice (even if that choice is limited) and the system is designed
to respond to the performance incentives that consumer choice brings.

T2011/2375 : Treasury Views on Competition/Conteslabilily in the Provision of ACC, Educalion and Health Services Page 2

IN-CONFIDENCE




Doc 4
Page 22 of 47 Released
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We understand that you are interested in better understanding the Treasury position on
increasing contestability in Health, Education and ACC and other areas where we have in the
past highlighted significant risks associated with increasing contestability. Our overall
position across all three areas is that performance can be significantly improved from the

current situation, including through:
isting arr@ents,
h the E eater use of

/ ‘ sigted with some significant
risks:
¢ Thin markets and loss of cril% rough frag n of service d.elivery

. Transactions costs, costs.of du ' ,..-.; private sector costs
. Lack of information gr uality frpatprices, and

pute grd outpu

. Better targeting resources and expenditure to improve out

. Loss of control

In many cases the§ eAn be manag rough the suitable design of contestability
arrangements (g ell-desigp K gulattory and market settings and incentives and
strong performahde agement ments). However, in mitigating risks, the benefits of
introducing y may also bévgduced in some instances. In each of these areas we

The evidence su t schooling systems that use strongly competitive elements such
as vouchers, ' ool zoning and ‘charter’ schools do not produce systematically
better outco § is driven by the risks associated with proliferation of smalt schools,
r parents and government to assess quality and cost-effectiveness and
selectig ents (“cherry picking”).

While somie of the evidence is mixed about the role that strongly competitive markets can

play in the education system, there are a number of areas where we can push harder to
improve contestability:

. better measurement and management of performance to enable new models to be
developed that put real competitive pressure on schools (particularly in larger
population centres) to raise student achievement (rather than simply attract high
performing students)

! QECD Programme for International Student Assessment.

T2011/2375 : Treasury Views on Competition/Conlestability in the Provision of ACC, Edugcalion and Health Services Page 3

IN-CONFIDENCE
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. improving the market for teachers by introducing value add measures of performance
and consistent teacher appraisal

. a contestable fund that schools can compete for on the basis of improved educational
achievement for targeted groups of students may be an idea worth pursuing in the

future after the introduction of better performance managemeaqt tools
. pricing incentives for providers to target ECE provision t oups, a &
. the management of schocl property assets. @
Health & @

associated with simple competitive markets in ked 3
underlying information and insurance probleg Gt y markets can only
@‘ ffici
[
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. service areas where there is a
where some action on the s
pressure on providers

. intermediate service

as is that the longPtail nature of injury compensation advantages
it-allows specialisation in service provision to manage the
at drive a very high percentage of costs). Actuarial

on with private sector provision has concluded that the

CG s
% . e providers mean that private sector provision would be more

Quision. The areas where we think that contestability could be

a1evel playing field in the current model proposed for the work account
agginsurer participation (this is likely to preclude the participation of the

only current example), and introduce contestability by expanding the use of private
sector.

T2011/2375 : Treasury Views on Compelilion/Gontestability in the Provision of AGC, Education and Health Services Page 4

IN-CONFIDENCE
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Recommended Action

We recommend that you:

a indicate which of the following areas you consider that Treasury should undertake
further work in consultation with relevant departments:

Portfolio | Service Area/Component

l ¥
. | . " - %)
| Potential Quick Wins - s - N
Education | Investigate the merils centralising /an ourcing tha

management of schoo! property (undefway With reportback
in D

_

emb 2011

ucatio

Withheld iihder.s

increased competltlo or
y as a means to drive improved performance.
le, children that are two years behind on national

Nic Blakeley
Manager, Education and Skills

Hon Bill English
Minister of Finance

T2011/2375 : Treasury Views on Competitien/Contestability in the Provision of ACC, Educalion and Health Services Page 5
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Treasury Report: Treasury Views on Competition/Contestability in the
Provision of ACC, Education and Health Services

Purpose of Report /&) &\

\;/C/ S~
1.  You are meeting with Treasury at 3:30pm on 8 Nove uss the rqle.p
competition and contestability in the provision of ng@ t€ervices. %
glofdcussio

summarises Treasury’s views and is designed as discussio

Treasury's Views on Competition® and Cpé?tﬁlitys @
%(/ ~
2. Treasury sees competition as an esse ifion for e rowth by
encouraging resources to flow to th | duclive gre is strong evidence
SRRV G

that competmon drives stronger efh allty, ialism and innovation.

d lstancef arkets makes it harder to
other OECD countries. A

our pnvate sector means that

public service fort

i Clear prloe Governif
ii Hig r\nces @ sponsive and good value for money), and
aste (efﬁcrent e[l organised, resilisnt government).

pomt |S$ gtition and contestability are tools for achieving all three

3.  The Better Public Se%‘ % atifled three principles for achieving the

n y doing what it needs to do)

/--.

driv]ng n the provision of Government services and the management of

benchmark for efficiency and effectiveness of Government delivered

{e.qg. privately run prisons}, and
g as a catalyst for innovation and change.

5.  Where markets are created for the provision of services to be provided by the private
sector, incentives and accountability arrangements can be put in place to drive better
outcomes and reprioritise funding from low performing services to high performing
services.

Competition refers to the ability for competing providers to deliver better cutcomes.
Contestability relies on market pressuras to deliver better outcomes for consumers (and

Government). Contestability differs from competition in that it does not need multiple providers
—the threat of entry by other suppliers can be sufficient.

T2011/2375 : Treasury Views on Gompelition/Gentestability in the Provision of ACG, Educalion and Health Services Page 6
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6. However, we are also aware that competitive markets for heaith, education and ACC
are associated wilh some significant risks:

. thin markets and loss of critical mass through fragmentation of service delivery
. transactions costs, costs of duplication and additional private sector cost
N lack of information on service qualily and optim % &

al &
+  loss of control of inputs and outputs. &p
7. Inthis context, choosing the appropriate portio Aand careful design

CECD measures suggest that N§

outsourcing, although New Zedla K y
1995." :

9.  Treasury's position on w
contestability has begf
sector provision and cofit
cases the biggestgail

of the evidence of where private
d to drive betler outcomes. In most

private sector provision can be managed. Treasury has
) e think there is untapped potential for compstition or
@p rove the efficiency and effectiveness of public services.

! Based on Table 8.2 of OECD Government at a Glance (2009). This is the percentage of

Governmeni's goods and services purchased from others as a proportion of total Government
sector production.

T2011/2375 : Treasury Views on Compelition/Gonlestability in the Provisien of ACG, Education and Health Services Page 7
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Theoretical framework for thinking about competition/contestability in the
provision of Government services

i1. At a high level, the scope for competition in Government seryige provision depetids on
the degree of Government influence and the ability to feas] roduce com :
A framework for thinking about the s com '
Key:
»  Black Texi = Little scope for intreducing competitian/contestability
4+ Blue Text = Significanl scope to intreduce competition/contestability
«  Orange T_gx‘t = Seme Scape to inlroduce compelitionfconte stability O

State Proyjsi — Neither Govt
Nor Consumer Have Significant Choice

« Early childhood education
+ Tertiary healthcare « Grown Legal Advice

+ Social Welfare + More ACC self

benefit provision  * Seconda i O

. insurance
« Core police functions ; = « Social Welfare
Schooling
case management
« Armad forcas . t_er use of private/ + Assetpraperty
* P = spate integrated schocls managmenl
» Primary healthcare » Social housing
# e &
Regulation a of Sulta or Govt Free Market Quadrant—~ No Role For
Pravls haojce for C Government

s Telecommunitations | —— .
I 1

V Product Markats
%‘ « Retail sector

+ Manufacturing

1

1

1

1

1

|« Wholesale sector
1

1

1

1

ie Primary production

onsiders that areas in the top right quadrant of this diagram are likely to
greatest scope for the introduction of greater competition/contestability
because there:

. are multiple providers (or significant scopea for multiple suppliers to enter a given
market over time) so there is scope for both consumer and Government to have
choices fo drive better performance, or

. is scope for the Government to provide funding in a way that allows the consumer
to choose, or

. is scope for the Government o have choices over who provides a service while
the consumer has no choice.

T2011/2375 : Treasury Views on Competilion/Conteslabilily in the Provision of AGC, Education and Health Services Page 8
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13. Introducing contestability is more likely to be successful where:

. the Government knows what it wants (including quality and other “soft” areas)
and is prepared to hold the supplier to account

. Ministers are willing to live with different outcomes as most of the potentighgains
from using a contestable process are lost if the govegent specifies t
outcome so tightly that there is little chance for inngvatiod and co:st-S@*g9

change to be introduced
. there is a stable policy environment over rm-of the con g5 once a
contestable process reaches a commitment anththe govermrmgentias a binding

contract for the duration, and

14.

increasing
taskforces

ing'tHe pressu agencies to perform by enabling consumer

. M isation (é@s)
tractin 5 pecialist consultancy coniracts, RNZAF flight training,
Qa epartmental prgperty/asset management)
. %jtio for management/corporate contral (e.g. some PPP’s, statutory

agers)

c?nons to maximise taxpayer value {e.g. radio/ielecommunications spectrums,

hing quotas)

. contestable allocation of funding (e.g. Performance Based Research Fund), and
. PPPs (e.9. prisons, transport projects).
15. Decisions on the method of introducing competition/contestability will depend on:

. desired degree of Government control, risk aversion, and flexibility
J ability fo align provider incentives
. transaction costs

. economies of scale

T2011/2375 ; Treasury Views on GCompelition/Gonleslabilily in the Provision of AGG, Education and Health Services Page 9
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. degree of inefficient duplication

. accountabilily mechanisms

. potential for supplier capture

. relative risk of government vs. market failure, and

. transition costs. % &
Empirical Evidence and Potential Areas for Furthgv@\% @)/)

mpi vidence
ty'identify

N
16.  With the above considerations in mind, Treasury has ysed the
testability.

across the health, education and compulsory acgident insurance s
some areas whether further work on introdug

of allocafi d increase the flexibility of

resources to moveto_iheir most valug ol us having significant spill-over
Q as a whole:

Q on popular schools (e.g., Wellington College turns
’ ormers every year) but is ‘cut throat’ in other schools {e.g.,

alley where excess places exist).

to base t of school and empirical evidence that suggests the gains from
competi inimal or negative. Schools often promote themselves on non-

acad tures and raw performance results that can mask average value-add by a
sch achers. There is an opportunily for the MoE to develop value-add data to
rmed choice. Education systems with a high degree of competition for
voucher systems, ‘charter’ schools and no school zoning) do not tend to

& systemically better outcomes in PISA®, There are trade-offs between
encouraging choice and managing fiscal costs, as well as keeping school sizes large
enough to support economies of scale a diverse curriculum and a critical mass of
teachers to provide collegial accountability and development.

% parts of lh%
compeiit@ place in a context of parents having poer information on which

19. One area of schooling where competition could yield performance improvements is the
introduction of a contestable fund that schools can compete for on the basis of
improved educational achievement for fargeted groups of students. For example,
schocls who are able to demonstrate they've added the most years of schooling
achievement to specified disadvantaged students may gain a fixed amount of funding
or a share of a fixed pool of funding. A necessaiy pre-cursor to considering such an
approach is value-add data that allows the value added by a school to be identified.

s QECD Programme for International Student Assessment.
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This approach would provide an incentive for schools to work out how best to intervene
in a way that works for disadvantaged students, rather than the current system where
disadvantaged students can continue to fail with few consequences for the schools
involved. However, we are yet to analyse this option in any detail.

The market for teachers could also be improved with the introduction of value-add data
and consistent teacher appraisal processes. At present it is hard to differentiate
teachers on the basis of quality, with tenure being used as 4 {
teacher appraisal methods vary across schools, being n
We consider improving teacher appraisal as a priority

There is considerable scope to introduce greater
other areas of the education sector. In particular, we
harnessed te achieve one of the Government,
early childhood education (ECE) attendancg

competition ¢o
priorities in ion < increased
i ldren.

sifika, and

communities. Wik

he Ministry of Education currently

manages aroun y, with a significant amount of decision

making devoive ave some concerns about the current
QRschin {yan be reporting to you in December 2011 with

management of

ing contestability further into core primary and secondary health services, and
creating markets for intermediate services, has the potential to deliver more cost
efficient service delivery, greater choice, and innovation by providers.

Contestability already exists in many of the areas most amenable to it (aged care,
primary care, disability support services, and private insurance). Generally, these are
characterised by private ownership of providers and often a high level of choice and co-
payment by individuals.

h'held:'

T2011/2375 : Treasury Views on Compelilion/Contestability in the Provision of ACG, Education and Heallh Services  Page 11
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26. Interventions to increase contestability need to be treated on their merits — whether
they pay off or not is likely to be case-specific. In each case, we seo there being three
essentiial conditions for success:

. availability (either at the outset, or in the inilial phaseg ¢f Aptreducing
contestability) of performance and price informatio

. the possibility of establishing a realistic conte
participants in the market), and

27. Qur view is that the most promising ar

characteristics:
. service areas where there, s ) r or purchaser choice, but
where some action on {He s y side is ne this to support competitive

pressure on providers

. intermediate sery ere there ig rely high level of product specificity,
and

. services e appe Q potential for greater use of contestable
contractin > bt wherg are (real or perceived) barriers that constrain

28. tential contestability measures that we have
fg/comments briefty_bn what they might be expected to achieve, and their
ed.on options that are achievable within the overall

1h 00 =

What it could achieve  Feasibility | Comment

2 R b
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29, els of accident compensation provision. Most

s involving private underwriting, or a combination

— no-fault, universal cover at a minimum level of entillement —
ensive regulatory framework to ensure that claimants receive their

31. Competitive underwriting can reduce the volatility that has been a fealure of the ACC
scheme, although overseas experience of more competitive underwriting models show
similar cycles of volatility. Competitive underwriting requires a level playing field to
encourage insurer participation which is essential for the success of any market.
However, this is likely to preclude the participation of the state (except, perhaps as an
SOE). We have previously advised thal to get as much benefits of competition as
possible, all the levied accounts (Motor Vehicle, Earners and Work) should be
considered for competition, without ACC participation. Changes to core policy settings
may also be necessary to fully realise the benefits of competition, although this would
need to be carefully considered in order to limit the risk of cost shifting to the Crown.

T2011/2375 : Treasury Views on Competition/Gontestability in lhe Provision of AGC, Education and Health Services  Page 14
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32. Actuarial analysis of ACC costs in comparison with private sector provision has
concluded that the additional costs faced by private providers (e.g. profit loading,
overheads), mean that private sector provision would be considerably more expensive
than current monopoly provision. The big problem with government provision of
accident insurance is the high cost associated with the concentration of poor
management and the lack of competitive pressure. On the ofher hand, ACC's 1
turn around in performance (underlying claim costs and th
historic lows) has shown that good management can effgs

33. Competition within a scheme involves levels of self imstinarce{an ACC exa the
Accredited Employer Programme), the use of pri\.r bractices ( pricing
> 1N

ent

to send stronger price signals to motorists, individualsjxand conte

rehabilitation provision. The strong accounta 45 on ACC, in ey are
measured by changes to their liability, has n they h d-anincentive 1o
adopt contestable practices to drive their gafio %xce. For ¢ 8, ACC has

contracted out case management to fopry

compare with their own provision (th .. led out nils
most significant point about this tria jsthatiywas not ake
frongbusines d.

ministers, but because there wa

ial in 2000/01). The
at the direction of
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20 December 2011 SH-4-5-9

Treasury Report: Bilateral with Minister of Education 21 December

2011 2
[

/2
S &
Purpose of Report /2 oo

Y
té.%p}on Woedp sdwecember

1. You are meeting with the Minister of Education

or correcting it, and
To seek some direction on polig

\\?j\} %}
3. i y Manifesto ation in Schools, the Post-election Action Plan, and
: %ﬁeement with ACT New Zealand collectively outline a

schooling sector.

rally consistent with the directions for change signalled in
m-term Strategy for Schooling and the Treasury's paper

form the New Zealand Teachers Council to create a genuine
| body that provides leadership of the sector.

] ey
i
b. @ ormation and data to:

Improve accountability by publishing secondary schooling performance
information.

o Better target resources.

o  Allow teachers to identify what works and to share that practice.
Amend the resourcing model so it incentivises performance.

More effective teacher and principal appraisal.

Improvements to who can enter teachers training and what they are taught.

~ o a0

Continued evolution of the Youth Guarantee including specialist teachers
without teaching qualifications.

g. Iniroduction of charter schools to lift student achievement in low decile areas.

T2011/2575 - Briafing for bilateral with Minisler of Education 21 December 2011 Page 2
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Implementing change: framing and policy parameters for key initiatives

Funding context — Four-year Budget Plan

5. Implementing the reform agenda in a time of fiscal restraint will be challenging. The
Ministry’s draft Four-year Budget Plan relies on amendments to teacher:pupil funding
ratiqs !’V. il 2 dgg g i - £ o - y -4

{l__:d_ﬁrhhe u

6.  The Ministry will be producing a final Four-year BudgetPlan{)
indication from Ministers of the acceptability of the cutgent 4ppfoach to
teacher numbers would help cfficials in this preduefin

7.
Framing change
8. International experience sugge at succe ge management in the
schooling sector makesAhe vase for changé& 1o blic but also taps the intrinsic
&-. as them ge. This makes the framing of
0 TR
Charter schools

10. The Confidence and Supply Agreement with ACT New Zealand commits to implement
a charter school system, possibly starting in South Auckland or Christchurch, with the
aim of addressing educational underperformance in low decile / disadvantaged
cormnmunities.

T2011/2575 : Briefing for bilaleral with Minister of Education 21 December 2011 Page 3
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11. The policy detail in the agreement suggests charter schools will have:

a.  Public funding through operational grants.

b.  Flexibility to: recruit and retain teachers, contract out management, raise their
QWnN revenue,

c.  Restrictions on how they select students — they cannot gelect based on ability but
may choose to conduct entrance on ballot if over-su d.

d. A contractual relationship between the school and
latter responsible for ensuring student achievem
operational standards elc are met.

e. External accountability of the school to the g r
by ERO).

spons it

via exterw (eq.
ol desi ear {o create
rgoverpance an ent. However,

i2. These parameters are typical of overseas ¢k

13. We think charter schools could ato e tged to pilol % fhat increase
i t achievement (in ways
, as well as increasing

@ Ctice teacher appraisal methods.

14. Charter schools coyld/b@ Stated on e | slies (either thorough closing a struggling
school, or a schoetelectirig’to converl {0 ter school status), or they could add to

the network of -@w Srovisiornyby Siartiag on a new site. The former approach has

some appealas-if wogld allow e ling infrastructure to be used and presents an
opportunity.{ov&invigorate pobry perip
greater ity {e.g. currg

es and procedures regarding school closure) and
Istance withi

infr nd if sugeessful may threaten the viability of neighbouring schools over
i gressive approach to initial implementation.

6 silent on the scale and pace of implementation of

c r scho R y be set up. Different implementation approaches might be

taken depe o@he scale envisaged. A lower number of charter schools allows
& devoted to supporting success, and to manage initial risks and

reformrprogramme. Initial work by the Ministry suggests that legislative change will be
required and 2014 appears the earliest feasible year for implementation. Officials will
need to test Ministers sense of urgency around charter schools, and seek clarification
of the role of the implementation group referred to in the Confidence and Supply
Agreement, as this will have implications for the timeframes and process for
implementation.

i7. There are a number of risks that will require management during the development and
implementation of charter schools. These include:

a.  Upside financial risk of over-investing in capacity, as well as risks of poor
financial management if providers are not carefully selected or inadequate
financiat accountability mechanisms are used.

T2011/2575 : Briefing lor bilateral with Minister of Education 21 December 2011 Page 4
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Performance risks for nearby state schools if rolls and funding drop. While the
decline of some state schools may be a means of creating genuine entry and exit
from the schooling market, there could be significant risks for the cohorts of
students involved in this process.

Related to point b, there is a risk of increasing the stratification (sorting by socio-
economic background) of schooling if nearby state schools decline but remain
open. OECD PISA data suggests higher levels of siratification are correlated with
lower average system performance.

International experience suggests that many chart
tinancially or in terms of student outcomes in thej

suggests the need for robust standards for au fion‘or selecti
sponsors, tight specification of charter conte expectations agehrobust

review and accountability requirements, at least iritially.
Publishing secondary schools performance inforip @

secondary school performance infor
about their child's learning environm

19. Our view is that there are quickw&y i ing and that improvements and

NCEA data and ERO . T his would

20. As a starting point a wepSité~ould repack
IO | 74
require action by S\??' e secto

21.

rapid implementation and would not

websité could include the following:

lmy h
Q‘
22 Thefg i€ dlso/a choice over which agency should implement the website:

e Ministry holds significant amounts of data on schools, has some data
ahalysis capability and is respensible for school accountability arrangements.

b.

ERO has a role in evaluating school performance and is a small responsive
agency. However, its view is that the type of school performance reporting would
not align well with its role in the sector (i.e. it wants to be an evaluation and not a
monitering agency).

We see no prima facie reason that the function could not be contractied out to a
private provider, aithough issues around data-sharing and privacy may need to
be worked through.

23. Other approaches to implementing reporting of secondary school performance
information are possible, for example:

a.  Enhanced requirements for the information provided in school charters or annual
reports could be created.
T2011/2575 : Briefing lor bilaleral with Minister of Educalion 21 December 2011 Page 5
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24. Review of the New Zealand Teachers Gouncil is a manifesto and Post-election

discussion of this action occur during its development p(os
to introduce legislation by the end of 2012 to be pas l‘ "

More effective teacher and principal appraisal

25. Improving teacher and principal appraisal is.& ' Plan
commitment and is strongly related to thefeg the Tea cil. A strong
professional body has the potential o cre landards, possibly
through an auditing and moderating ap g % mechanisms.

26. The recent OECD report Crealing rning Environments: First
gy distinguishes between

RdhD gressi quised appraisal. It may be possible

arilvomrd - i
% &xternally by a professional body

while their judgements
charged with selting

27.

We%@end

a agree to report with the Minister of Educaticn prior to your meeting at
5:30pm negday 21 December, and

b the matters raised in this report and the attached annotated agenda at this
meefing
Agree/disagree.

Nic Blakeley

Manager, Education and Skiils

Hon Bill English
Minister of Finance
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Agenda for bilateral meeting between the Minister of Finance and the Minister of
Education

5.30pm, Wednesday 21 December 2011

Purpose
» To outline the broad schooling reform agenda with a vigw ters eng

correcting it.

+ To seek some direction on policy parameters anzér\o B
schools and the schooling items of the Post-ele %

commencing implementation over January/
: ction Plan, and
egiand-coffectively outline a

sistent with the desired

The agenda for change

the Gonfidence and Supply Agreemen
bold reform programme for the schogfi
directions of change ideniified by Tregs

ncil to create a genuine
e sector.

res ging mog a-ltipcentivises performance.
eacher and prineipal appraisal.
v gpter teachers training and what they are taught.

he Youth Guarantee including specialist teachers withoul

s |ntrodugf] arter schools to lift student achievement
e

1. Whi sreare more detailed changes proposed to those outlined above in the
i ocuments referred to, from Ministers’ perspective is there anything
ignificait missing?

Funding context — Four-year Budget Plan

The Ministry's draft Four-year Budget Pl
il - i 2l nnes 92(

an relies on changes to teacher:student
()0 W ]

1Y)

2. Do you wish to provide officials with an indication of your views on the feasibility of
this approach?

3. Do you want officials to
TR
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Framing of change

International experience suggests it is difficult to implement successful reforms without
sector buy in. It may be possible to frame proposed reform positively as "enabling
teachers to lead the changes we need to help the 1in 5 students our system currently
fails".

4, Do you have any immediate view on the framing of ch ould h fﬂc\a@'
as they develop implementation planning?

Agreement with ACT to implement Charter schools & \>

5. Would you like to see the policy design of chartar schools linked slosely fo student
achievement? l.e., could you see contragting forrspecific_levets—of’measurable
student performance being a key part ofley, or is more oriented

towards flexibility of management accourgab
sufficient? %

6. Do Ministers have a view on the s 6}% ation? At the margin
there could be trade-offs belwn : hools swiltly and other
elements of the reform progra

7. ls there a preference to set \arter on G school site utilising existing

physical infrastructure (and closirig’a poorly g school} or to start a charter
school on a new site? /\

existing NCEA data
be made over {i &,

B. Is the LEK> iaplementati '\s%nental enhancement approach outlined above
 WithAour intent?

COM . A draft Terms of Reference is being developed by the Ministry of
Educs - we suggest Ministers schedule a discussion on this matter before it is
finalised in February. Gurrent planning suggests legislation will be introduced before
the end of 2012 with a view to it passing into law during 2013. We consider more
effective teacher and principal appraisal to be integral to the NZTC review and suggest
advancing this action in that context.

12. Are you comfaortable with the proposed timeframe for review of the Teachers
Council and subsequent legislation?

13. Do you agree there is an integral link belween the review of the NZTC and more
effective teacher and principal appraisal, with the resulting need for an integrated
approach to progressing these two actions?
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Date: 3 February 2012

Kailohutohu Kaupapa Rawa

To: Minister of Education

Aide Memoire: Agenda for meeting with the Tg@ §9
3.30 — 4.15 pm, Wednesday 8 February 2012, | I5.5, Th

Attendees (Treasury):

%

Vicky Robertson, Depuly Secretary,
Nic Blakeley, Manager, Education gr

M 5 gnd Ski@
tister Parata’s interests

Rohan Biggs, Senior Analyst,

o roperty management

%a ter schools

g 'R012 work programme

o What are the immediate priorities and how can Treasury help?
5. Four-year Budget Plan

o Treasury perspective

Treasury:2262860v1 IN-CONFIDENCE 1




Doc 6
Page 43 of 47 Released

IN-CONFIDENCE

item 1: How Treasury approaches the schooling sector (whai matiers and why)

Resources %@

Governance

School network
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ltem 2: Pricrities and pace of change — Minister Parata’s perspectives

ltem 3: Treasury — Sharing our thinking

sistent ap@ eacher and principal appraisal within the

to which New Zealand's teaching excellence is identified,
e benefit of all students.

¢ Such data should heip:
o teachers to determine ‘what works' in the classroom

o principals to start student achievement oriented performance
discussions with their staff

o boards to hold principals to account for student performance

o the Ministry to set expectations and moniter achievement, with a view to
targeting resources and intervention, and

Treasury:2262860v1 IN-CONFIDENCE 3
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o the public to hold local schools and the system as a whole to account.

* Change will require:
o the creation of the necessary data

o up-skilling of the sector, and

o culture change in the use of performance data.

eans of trialling interventions that could benetit the whole system.

ample, an opportunity to use value add data as a means of accountability
s an input into contracting.
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Iltem 4: The 2012 work programme

We would value any views you have on which elements of the 2012 work programme

Treasury could be most useful in advancing. ; é
=) betion A@ﬁa .

The National Party Manifesto - Education in Schools, thé
and the Confidence and Supply Agreement with ACT 16w
a bold reform programme for the schooling sector. This if

+ Review and reform the New Zealand Teachers Council atea genuine
professional body that provides leader: <ot sector.

O

ondary  schooling

agfand collectivi ine

¢ Using information and data to:

o Improve accountabiti
performance informajfon

o Better target re

Q

& _ptretidction of %
evise s %perly management so we get the best facilities more
efﬁcientI%
Treasu@e&y plans to prioritise work on:

@rkfcrce reform (including teacher and principal appraisal), and

s Schoal property management.
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Item 5: Fout-year Budget Plan — Treasury perspective

r:student
Change

Rohs iggs, Senior Analyst, Education and Skills, 917 6892
Nic Blakeley, Manager, Education and Skills, 917 6896
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