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Tertiary Education Report: Budget 2009 — tertiary education

Executive Summary

This paper sets out reprioritisation options to meet the costs of providing an additional
200 medical student places, to meet the pre-commitments approved at Budget 2008 for
the innovation allocation (along with the Ministry of Economic Development and the
Ministry of Research, Science and Technology), and to provide initial advice to support
the line by line review required as part of Budget 2009 for your consideration.

In Budget 2009, you will need to make some difficult choices to rebalance expenditure
within the tertiary education system in order to meet the fiscal constraints set by the
Minister of Finance. The two key options that we have developed for you are:

*+ Making a few large changes by removing the Consumers Price Index (CPI)
adjustment for 2010 and 2011, along with reductions in scholarships programmes
and changes to reduce compliance costs (through reducing TEC operating
funding and removing funds with high compliance costs).

OR

» Making multiple smaller changes by advancing the above package but with a
smaller saving from removing CPI for 2011 only, and making larger reductions in
other areas, such as the TEO Component, Literacy, Language and Numeracy
Programmes and Skill Enhancement. This package would also involve reductions
in lower-priority spending areas: regulatory compliance qualifications, Aduilt and
Community Education.

While these savings options have been selected to minimise disruption to frontline
services, and to minimise compliance and administration costs, each of these does
carry risks for the longer-term quality and sustainability of the tertiary system,
particularly due to the scale of the reductions required, and is likely to elicit negative
public comment. Some of the more targeted reductions may have serious implications
for certain groups, students or providers, and all reductions will need to be managed
carefully to maintain the government’s over-arching priorities.

Removing the CPI adjustment in 2010 is a major area of risk. Over time, progressively
reducing the real price per student will reduce the quality of the programmes offered,
particularly in universities where the salary costs for high-quality teaching and research
staff present significant cost pressures. Although some efficiency savings are possible,
if the government removes CPI adjustments, it will at some stage have to consider a
high-level choice between restricting student numbers and allowing tertiary providers to
charge higher student fees.

On the other hand, making the reductions through more direct reductions of a larger
number of specified programmes may have implications for government priorities and
commitments. For example, you may need to make reductions to the funding for
language, literacy and numeracy programmes, when raising workforce productivity is a
priority in current circumstances.




[information deleted in order to maintain the current constitutional conventions protecting
collective and individual ministerial responsibility]

[information deleted in order to maintain the current constitutional conventions protecting the
confidentiality of advice tendered by ministers and officials]

Following your decisions on this paper, the Budget template for 200 medical student
places will be completed, we will supply material to the Ministry for Economic
Development for a Cabinet paper on the pre-commitments for the innovation allocation,
and we will include other savings and medium term work items in the line by line review
of Vote Education. These will be provided for your consideration in time for them to be
provided to the Minister of Finance by 5 February 2008,

Recommended Actions

It is recommended that the Minister for Tertiary Education:

a.  Note that the Minister of Finance has requested the following by 5 February:

i.  Budget initiatives, including the template for 200 additional medical student
places with offsetting savings.

ii. A Cabinet paper from the Ministry of Economic Development, developed
with the Ministry of Education, Ministry of Research, Science and
Technology, and the Treasury, on funding the unfunded elements of the
innovation allocation from Budget 2008.

fi. Aline by line review of Vote Education, including fertiary education funding.




b. Indicate whether all of the elements of the proposed savings package should be
provided to meet the costs of 200 additional medical student places and the

unfunded allocation.

4.year Ag reed?
2008/10 | 2010M1 | 204112 | 2012113 total
Savings required
Innovation allocation
Budget 2008 72.540 | 136,500 | 156.000 1 156.000 | 521.040
g?a%ea:“““’”a' medical 1470 | 3e27| so008| 13782| 26.887
Total | 73.710 ] 140,427 | 164.008 | 169,782 | &47.927
Options for savings
Opflon 1: Remove CPI -33.268 { -95.307 | -123.062 | 123,005 | -374.623
adjustment for 2010 and ' YE@
2011
Option 2, Remove CPI -5.423 | -33.847 | -66.737 | -BB.708| -172.718 £3NO
adjustment for 2011 only
Remave Top Achlever -2.500 ~5.000 -7.6001 -10.000| -26.000 @N o
Doctaral Scholarships
Reduce Step Up and -7.506 | ~16.261 | -23.244 | -27.481 ~73.502
Bonded Merit Scholarships @NO
{excluding capital impact)
Reduce TEC operating -8.300 ~1.375 -1.375 -7.376 ~31.425
funding @ NO
Remove small funds with -3.841 -71.682 -7.682 -7.682 | -26.887
high compliance and
administration costs @NO
(supports TEC operating
savings)
Reduce TEOC - -2.000 -4.000 -8.000 -8.000 1 -22.000
Encouraging and @\IO
Supporting Innovation
Total (Option 1) | -58.405 | ~134.626 | -176,853 | -183.6563 | -6b3.437
Total (Option 2) | -30.568 | -73.165 | -120.638 | -127.257 | -351.530

c. Indicate whether you would like further savings options to be developed, either to
replace elements of the package above (in particular if option 2 for the CPI
adjustment is selected), or to provide further savings as part of the line-by-line

review.
2012113 Four- | Agreed?
& year
2009/10 | 2010/11 | 2011/12 | oulyears | total
Alternative savings options
Remove Student -5.000 | ~10.000 | -10.000 | -25.000
Achlevement Component
funding for regulatory @NO
compliance qualifications ‘
Remove Skill Enhancement 214507 -4.300 | -4.300 -4.300 | -15.050 | {ESMO »
Reduce TEOC: ITO -1.750 -3.500 -3.600 -8.750 ENO
strateglc leadership fund

poach
Coaag™”

o MZLW
Q&Sﬂnb\@?.




Total

2012113 Four- | Agreed?
, & year
200910 [ 2010711 | 2011112 | outyears | total
Reduce TEOGC: Priorities for ~2.600 «5000 | -5.000} -12.500
Fdcus @NO
Reduce funding for -11.000 | -22.000 -22.000 { -55.000
universities {ripattite NO
| agreement =
Reduce Adult and -3.000 ; -6.000 -6.000 | -15.000
Community Education '
Funding for Tertiary @O
Education Ingtitutions
Reduce Literacy, Language | -14.200 | -22.700 } -28.700 | -28.700 " -24.300 NO
and Numeracy Package . @
. -16.350 | -47.760 | -77.000 | -79.500 | -225.600

d. Note that all of these options (or new savings options) would be required if option
two is selected for CPI adjustments.

e. Note that these figures are indicative, and will be confirmed via the Budget

process.

linformation deleted in order to maintain the current constitutional conventions protecting

the confidentiality of advice tendered by ministers and officials]

g. Note that the package of savings recommended by officials has been selected to
minimise the impact upon frontline services and reduce compliance and
administration costs, but that each saving proposed carrles policy and public
interest risks to-the government, which are set out in the body of the paper.

h.  Note that removal of CPl adjustments carrles a risk to the quality of tertiary

education in the medium term, and that it Is likely to elicit a public reaction, ted by

university vice-chancellors.

1. Note that the proposed reduction in small funds with high compliance and
administration costs is likely to lead to a public reaction, albelt from small
numbers of directly affected people.

I Note that some proposals, particularly reductions in regufatory compliance
qualifications and Adult and Community Education at tertlary institutions, carry a
risk of financlal failure at some public tertiary institutions

{information deleted in order to maintain the current constitutional conventions protecting the
confidentiality of advice tendered by ministers and officials]
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Tertiary Education Report: Budget 2009 - tertiary education

Purpose of Report

1.

This briefing provides advice on savings options for Budget 2009, in preparation
for the provision of advice to the Minister of Finance by 5 February.

Background

Line-by-line review

2.

The government has asked all government departments to undertake a line-by-
line review of their departmental spending in the lead-up to Budget 2009. All
departments are asked to identify:

a. Programmes that are inconsistent with the government’s priorities, and that
should be discontinued;

b. Programmes that may be inconsistent with the government’s priorities, and
that should be looked into;

¢. Programmes and expenditure that are not efficient or effective; or

d. Areas where performance information is insufficient to make a judgement
about efficiency or effectiveness.

Appendix One summarises the initial findings of the line-by-line review for tertiary
education spending.

This paper uses the key conclusions from that review to suggest possible areas
for savings in tertiary spending. These savings are needed not only to support the
line-by-line review but also in order to fund two areas of increased spending in
the absence of new appropriations:

a. A Manifesto commitment to provide 200 additional medical student places;
and

b. Unfunded elements of an allocation of “innovation” spending established at
Budget 2008,

We seek your approval of a package of savings, and also seek your direction on
related areas of work in the medium term.

Other Budget 2009 work

6.

You are being briefed separately on several other tertiary education Budget
matters:

a. We are preparing initiative templates for two other Manifesto commitments:
a 10% write-off for voluntary student loans repayments, and the introduction
of the Youth Guarantes;




b.  We are working with the Ministry of Research, Science and Technology on
the allocation of funding from the removal of the Research and
Development Tax Credit.

c. We are preparing advice on the implications of removing contingency
funding for the Tertiary Education Capital Investment Fund, and for fee
reimbursement for provider failure, and whether the three specific fiscal
risks for tertiary education that were Identified in the Pre-Election Fiscal
Update (PREFU)} should continue io be considered.

d. The Tertiary Education Commission is providing advice on the proposed
reductions to its operating funding and staffing.

Current funding policy

7.

The key choices that face government in tertiary education funding relate to
decisions on;

a. participation rates (volume);
b. levels of government funding {price);

c. levels of private contribution from students, their families and employers
(fees); and

d. student support (lcans and allowances).

The balance of policy choices made across all of these areas influences the level
of funding that Tertiary Education Organisations (TEOs) receive and the amount
of funding that the government provides.

Government funding flows fo TEOs in two ways — indirectly, through student
loans and other scholarships, and directly, as a subsidy to meet the costs of
providing educational services.

Indirect subsidies

10.

1.

Indirect subsidies, in the form of student support, cover funding for student loans,
allowances, and scholarships. They account for just under a quarter of all
government funding for tertiary education.

Funding decisions to pay for policy changes to the student support system are
made as the need arises, typically as part of the Budget process. Changes in
uptake are automatically incorporated into baselines via forecasting.

Direct subsidies

12.

13.

Direct subsidies support general teaching, learning and research. More than
three-quarters of all direct subsidies are paid through the general bulk grant to
TEOs, which is divided into the Student Achievement Component and the TEQ
Component.

The government sets the levels of direct subsidy on an annual basis through the
Estimates, and the Tertiary Education Commission {the TEC) then allocates




14.

15.

16.

17.

funding in accordance with policy set by the Minister via agreed Plans. The
government also regulates the level of fees and course costs that providers can
charge domestic students through the Fee and Course Costs Maxima policy.

Table One: Government funding for tertiary education

SUPPLY

DEMAND

The TEC manages direct funding within a three-year Plan cycle (2008 to 2010 at
present). This cycle was introduced from 1 January 2008 to create greater
stability and certainty of funding for the Crown and for TEOs. As a consequence,
the Crown has contractual arrangements with TEOs to 2010 that consirain its
ability to make changes to funding allocations that are detailed in Plans.

Funding rates for 2010 and beyond have not been explicitly set within Plans, as
they were to be adjusted to reflect updated Consumer Price Index (CPI)
forecasts. These rates present the best opportunity for the Crown to lower iis
fiscal commitments without facing legal risks from reneging on existing Plan
commitments.

Any reduction in volume or other funding covered by existing Plans would be
more legally risky and reductions could be applied from 2011 with less risk.

Further information about these matters is set out in Terfiary Education Funding
System (8 December, B/08/1457 refers).

Fiscal pressures to be met within current baselines

18.

This section discusses two fiscal pressures that must be met within existing
baselines.

200 additional medical student places

19.

20.

21.

The Manifesto includes a commitment o boost the number of funded medical
student places by 200 per year, phased in over five years.

The Manifesto commitment indicates that 60 new places will be funded in 2010,
an additional 20 in 2011, and an additional 40 in each of the following three
years. Costings have been completed on that basis.

These places will be funded directly through the Student Achievement
Component and TEO Compoenent as additional places at the medical schools at
Auckland University and Otago University. Indirect costs will arise from uptake of
student loans and allowances by those new students, and increased uptake of
the Trainee Medical Intern Grant in out-years.




22.

23.

24,

We understand that the government's commitment is for the additional medical
student places are to be funded from within the education allocation. The
required operating savings are included in the figures provided in the following
section. You have indicated you will speak further with the Minister of Health on
whether this ought fo be funded from Vote Heaith.

The Ministry of Health has confirmed that it will meet the additional costs incurred
by the Clinical Training Authority, which will not arise until 2016 (the sixth year of
education for people starting in 2010).

There is also a question to consider the additional investment that the universities
may need for infrastructure requiremenis o accommodate the additional
students. Although they are considering these and have indicated that up-front
investment will be required, they have not yet provided costed proposals for
capital investment and may not do so in time for Budget 2009.

finformation deleted in order to maintain the current constitutional conventions protecting the
confidentiality of advice tendered by ministers and officials]

Unfunded elements of the Budget 2008 Innovation Ailocation

26.

27.

Budget 2008 allocated funding of $1.156 billion over four years to “innovation”
funding for tertiary education (78 percent), economic development, and research,
science and technology.

Part of the cost of this allocation was to be met from future Budgets. The table
below summarises the funding that must be found.

Unfunded allocation and tertiary education share (% million, GST exclusive)

2009/10 | 2010711 | 2011/12 | 2012/13
Unfunded amount in the innovation allocation 93 175 200 200
Tertiary education share (78%) 73 137 156 166
28. In the absence of new appropriations, funds need to be found from within existing

29,

baselines to cover the allocation. Since tertiary education received 78% of the
funding, we suggest that we should meet 78% of the unfunded allocation.

The Ministry of Economic Development is working with the Ministry of Education,
the Ministry of Research, Science and Technology, and the Treasury, on a
Cabinet paper on these savings.

[information deleted in order to maintain the current constitutional conventions protecting the
confidentiality of advice tendered by ministers and officials]




Savings options for Budget 2009

31.

32.

Appendix Two lists tertiary education initiatives from Budget 2008. The main
spending areas for tertiary education were:

a. $587 million over four years for Student Achievement Component and TEQ
Component funding, in order to:

i. Adjust funding for CPI growth in 2009, 2010, and 2011;
ii. Purchase additional student places;
iii. Meet cost pressures in universities;
iv. Fund Industry Training Organisation strategic leadership; and

v. Increase the TEO Component to keep it in proportion to the Student
Achlevement Component;

b. $168 million over four years for literacy, language and numeracy
programmes;

c.  $131 million over four years for student support changes, to increase the
student loan living cost component, increase eligibility for student
allowances by adjusting the parental income testing threshold, and expand
the Bonded Merit Scholarship Scheme; and

d. $30 million over four years for operating funding for the TEC, to maintain
and enhance TEC’s leadership capability.

This section sets out a list of savings options based upon the principles for the
line-by-line review, and focussing in particular upon the funding provided in
Budget 2008.

Removing the CPI adjustments for 2009, 2010, and 2011

33.

34.

35.

The largest area of spending at Budget 2008 was to adjust several funds for CPI
inflation in 2009, 2010, and 2011: the Student Achievement Component, the TEC
Component, Industry Training Fund and Adult and Community Education. These
adjustments were spread across three different Bids and cost around 45% of the
total tertiary education Budget package.

There are two options for generating savings from this area of spending. The first
is to remove the CPI adjustments for 2010 and 2011, keeping funding at 2009
levels. This would require the TEC to amend its approval of current Plans for
2010. This would release a significant amount of money, paying for around two-
thirds of the amount of savings required for the additional medical student places
and the unfunded allocation.

The second option would be to remove CPI adjustiments from 2011 only. This
would mean the indicative funding for Plans would remain in place until Pians
expire at the end of 2010. This would release a smaller but still substantial

10




36.

37.

38.

39.

40.

amount of money, paying for around one-third of the savings required. All other
savings options presented in this paper would be required to make up the other
two-thirds.

Implications for Student Achievement Component

There is a core frade-off within tertiary education between quality, student
numbpers and costs. Since the introduction of the Fee and Course Cost Maxima
policy, this has largely been managed through annual CPl to government
subsidies, which has broadly allowed providers to respond to cost pressures.

If CPIl adjustments are to be removed, and terflary education providers are
unable to generate efficiency gains, the government will have to consider how to
manage the trade-off, with the major options being limiting student numbers,
allowing greater flexibility in setting student fees or accepting some erosion in
quality.

Removing CPl adjustments will elicit a public reaction, likely to be led by
university vice-chancellors. In their Briefing to the Incoming Minister, the
universities set out their case for significant increases in funding, including
continuing with cost adjustments, but at 1.6 times the rate of CPl. By contrast,
removing the adjusiment would represent a reduction in real terms, and a
reduction relative to the funding they currently expect to receive in 2010 and
2011.

Notwithstanding the likely reaction of the sector, it is important to note that there
have been substantial funding increases in the past decade, and in light of the
current fiscal situation, it seems reasonable to expect some efficiency gains to be
achieved within the largest areas of the tertiary sector.

Removing CPI adjustments only from 2011 would be less confroversial, and
would allow time to consider the government’s long-term approach to cost-
effactiveness in the tertiary sector. However, it would require that many smaller
areas of savings were found just to pay for the 200 new medical places and
unfunded innovation allocation. It would also make it unlikely that any extra
savings could be found from within the tertiary education budget for
reprioritisation within Vote Education or elsewhere.

[Information deleted in order to maintain legal professional privilege]

Performance Based Research Fund

42.

CP1 adjustments were also made to the Performance Based Research Fund, as
part of the unfunded Budget 2008 allocation, which we also propose you consider

i1




43.

44.
45.

46.

reducing to meet current pressures. The Ministry of Education and MoRST have
provided advice to you and the Minister for Research, Science and Technology
on the options for allocating funding made available from discontinuing the R & D
Tax Credit.

There are a number of options proposed for your consideration, which could be
used to increase the PBRF. However, only the first and second of those options
would fulfil the government’s manifesto commitment to increase the PBRF, in the
event that you remove CPI adjustments from the PBRF.

Industry Training Fund and Adult and Community Education

CPI adjustments for the Industry Training Fund and the Adult and Community
Education sector were introduced for the first time at Budget 2008. These sectors
do not face any constraints on the fees they can charge and there is less clarity
as to whether they face sustained cost presswres, and we recommend reversing
the declsion to adjust these funds. This would return funding rates for these
sectors to 2008 levels (down from a higher rate in 2009}. This approach has been
assumed in the figures discussed below.

Savings

The table below summarises the financial implications of the two options.

Table: Savings from removing CPI indexation ($ million, GST exclusive)

[ 200910 | 2010/11] 201112 2012/13

Option 1: Remove CPI indexation for 2010 and 2011:

Student Achievement Component 19.670 58.577 77.196 77.160

TEOC 5.172 14.665 18.583 18.572

TEOC Research (PBRF) 2.994 8.864 11.673 11.573
Option 2: Remove CP1 indexation for 2011 only:

Student Achigverment Component - 18.768 37.466 37.448

TEQC - 4.699 9.018 9.014

TEOC Research (PBRF) - 2.840 5.817 5.617
Both: Remove CPl indexation for 2009, 2010 and 2011;

Industry Training 4.580 11.252 13.386 13.386

Adutt and Community Education 0.844 1.948 2.315 2.315
Option 1 total 33.259 95.307 123.052 123.005
Option 2 total 5.423 33.847 66.737 66.709

Further savings options for Budget 2009

47. In order to identify options for further savings, we assessed the contribufion of

48.

current programmes to Government priorities, and focused on reducing unfunded
elements of the 2008 innovation allocation. This work was complementary to the
line-by-line review described in Appendix One.

The table below summarises savings options we have identified, including our
assessment of whether the programme:

a. is considered {o be inconsistent with government priorities, and should be
discontinued;

b. is not considered 1o be efficient or effective expenditure; or

12




49,

50.

51.

C. may be considered to be inconsistent with government priorities and shouid
be reviewed.

There are several packages of savings that can be constructed from these
options. The main ones are:

Package A: Make a few large changes by removing CP for 2010 and 2011,
along with reductions in scholarships programmes and changes to
reduce compliance costs (through reducing TEC operating funding
and removing funds with high compliance costs).

This option would [argely preserve existing levels of student access
to subsidised places, but would significantly erode quality in the
medium term, and presents the most significant risks of damaging
relationships with the tertiary sector.

Package B: Make multiple smaller changes by advancing the above package
but with a smaller saving from removing CPI for 2011 only, and
making larger reductions in other areas, such as the TEO
Component, Literacy, Language and Numeracy Programmes and
Skill Enhancement. This package would also involve reductions in
lower-priority spending areas: regulatory compliance qualifications,
Adult and Community Education.

This option introduces some restrictions on student access (albeit
in lower-priority areas) and is likely to have some significant
impacts on quality and financial viability at some tertiary institutions.
However, it has a lesser impact on quality generally and on
relationships with the tertiary sector.

The implications of this package are less definite at this stage, and
further work will be required fo confirm costs and to consult with
other agencies and stakeholders to manage these funding
reductions as carefully as possible.

Package C: Use Package A to meet the obligations for the unfunded innovation
allocation and the 200 medicai places, and pursue the additional
options described in Package B as part of the line-by-line review.

Package C would involve reductions in funding of more than $250 million per
year by 2011/12, or around 7% of total tertiary education funding. Whilst each
individual saving has merit, the fotal impact of this upon the sector could be
disruptive. If you wish to explore further reforms (for example to streamline
funding), it may be better to take minimal savings at this point, and retain your
options to further reprioritise or reduce funding at Budget 2010.

Once you have indicated which savings you wish to proceed with, we will include
the necessary level of savings in the initiative template we are preparing for the
¥200 new medical places” bid. it makes no technical difference which savings are
identified, but we suggest offsetting this bid with funding secured by reducing the
number of small funds with high compliance and administration costs

13
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