
NFER has explored the context to
these changes, considering a
number of issues around the
allocation and use of school funding
and examining variations in funding
between and within government
office regions. The evidence found
on pre-existing variations in levels
of per pupil funding at secondary
schools in England, demonstrates
the extent of a de facto pupil
premium linked to free school meals
pupils which already exists. Finally,
we consider schools’ spending
choices using the current premium,
as an indication of how the

coalition’s premium may be spent in
the absence of specific restrictions.

The government also announced a
premium linked to looked after
children and armed services
children, however, this accounts for
only a small share of the funding
and so we have focused here just
on the FSM premium.

Some of the findings are highlighted
in Figure 1 - the level of funding
provided for a pupil eligible for free
school meals in London is already
over double the level of funding for
non-FSM pupils in the South West.
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School funding and the
Pupil Premium
What�changes�will�the�new�system�bring?�

The Coalition Government have recently made a number of announcements on how

schools in England are to be funded. A pupil premium will be introduced which provides

additional funding to schools linked to the admission of pupils from disadvantaged

backgrounds, including an initial £430 for each pupil registered for free school meals (FSM).

A national funding formula is also planned to be consulted on, which will determine funding

on an individual school basis, replacing the current system whereby Local Authorities

determine how funding is allocated between schools in their area.

Figure 1 The new pupil premium in context

Ben Durbin

Approach

The majority of funding for schools
is through the Dedicated Schools
Grant, paid to each local authority
and calculated using a mechanistic
formula. However, how these funds
are distributed betweens schools
within each authority is agreed
locally. In order to examine how
per-pupil funding is determined
nationally we have therefore
constructed statistical models.
These are based on schools’
financial data for the year 2008/09
collected by the Department for
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Education, which includes a
detailed breakdown of the different
areas of income and expenditure
for every state school in England.
We have linked this to school
characteristics held in NFER’s
‘Register of Schools’ such as
numbers of pupils in each school,
and the percentage of whom are
eligible for free school meals and/or
have a statement.

In order to explore patterns in
income and expenditure, we
focussed our analysis on total
income, and operating expenditure
covering eight categories:
classroom staff, support staff,
indirect staff costs, learning
resources, premises, external
costs, extended schools costs and
other. For each of these we fitted
linear regression models looking at
how they vary according to the
numbers and types of pupils, and
according to their region and school
type. Note that our analysis is
based on mainstream state-funded
secondary schools in England.

Location location

The level of extra funding received
per pupil varies widely between
regions, and is greatest in London.
This is sometimes cited as unfairly
favouring pupils in the capital.
However, there are two reasons –
one supply-side, one demand-side
– why this is the case. Firstly, it is
not the level of funds which
ultimately matter to pupils; it is what
that funding buys, for example the
teachers, environment and
resources which deliver the
educational experience that
matters. Staff costs in particular are
higher in and around London than
elsewhere in the country, with the
differential in pay scales ranging
from 1 percent for head teachers at
the top of the scale on the fringes of
London to 25 percent for inner
London teachers at the bottom of
the main pay scale11 These

differences in costs are reflected in
the funding formula via the Area
Cost Adjustment (ACA). In our
models, when we normalise2

funding according to each local
authority’s ACA, regional
differences reduce substantially.

The second reason why schools in
London receive a higher level of
funding is the greater level of need.
London has a higher concentration
of educationally disadvantaged
pupils than many other parts of the
country. If we also take into account
the numbers of pupil with special
educational needs or who are
eligible for free school meals, then
regional differences all but
disappear. In other words, the basic
level of funding per pupil is similar
across all regions, but when
additional funds are allocated for
particular types of pupil then
differences naturally arise. Note
that the statistical nature of our
models means that there will still be
variation for particular schools or
authorities, and we explore this
further in the next section.

Winners & losers

Our findings so far are concerned
with the average per pupil funding
received by schools, based on their
in-take and where in the country
they are located. However, there
remains significant variation
between schools that is not
explained by our models. Figure 2
shows this variation – around 200
mainstream secondary schools in
England receive over £750 per
pupil higher funding than would be
expected, and a similar number
receive lower levels of funding in
excess of £750. To the extent that
this variation is due to Local
Authority decisions on how funding
is distributed locally, these
variations could disappear under a
national funding formula, thus
producing significant winners and
losers. To place this in context, for a

typical school with 1,000 pupils, the
impact would be swings in funding
of the order of £1m per annum.

Premium pupils

Our research shows that FSM pupils
on average already attract an
additional £4000 per annum to their
school. A question often asked in
relation to the proposed pupil
premium is ‘How will schools spend,
or be required to spend, these
additional funds?’ Whilst the
available data cannot determine
how existing funding is allocated in
relation to individual pupils, it does
provide evidence on what areas of
spending are higher. The majority of
marginal per pupil spending for
‘typical’ pupils covers the costs of
classroom staff (69 per cent), The
other major areas of expenditure are
premises costs (8 per cent), support
staff including administrative,
premises and catering (8 per cent),
and learning resources including IT
(6 per cent).

However, as illustrated in Figure 3,
additional funding for FSM pupils is
spent quite differently. Whilst
spending is higher in all areas, and
classroom staff remains the largest
area of expenditure, its share is
reduced to only 39 per cent of
additional funds. In contrast, the
increase in spending is particularly
high for external costs3 (15 per cent
of the additional expenditure),
support staff costs (15 per cent) and
learning resources including IT (12
per cent). It is not possible to
determine the detail of this spending
on a case by case basis, but it
would appear that schools are using
the additional funding to top-up their
budgets across the board, including
areas not likely to directly benefit
FSM pupils such as non-classroom
support staff. Nevertheless, the
emphasis remains on classroom
staff, and other areas which could
potentially be targeted. This includes
additional learning resources, and
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external costs including agency
supply staff – one use for which
could be providing cover whilst
permanent staff undergo additional
specialist training.

Discussion

This paper has provided evidence
relevant to a number of current
debates surrounding school
funding. We have shown that, on
average, variations in regional
funding can largely be explained by
differences in the costs they face
and their pupil in-take. However,
there remain significant variations
within regions affecting individual
schools and local authorities. This
may reflect some of the more
detailed intricacies of the current
funding formula, but is likely in large
part to be a consequence of local
decisions on how funding is
distributed.

Proposed moves towards a national
funding formula will remove these
variations, which raises the question
– is this a good thing? Whilst
perhaps freeing schools from Local
Authority influence, a national
funding formula could be seen as a
centralisation, and mechanisation,
of decisions currently negotiated
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locally. More detailed investigation
is required to explore apparent
discrepancies between schools
currently receiving more or less
funding than would be expected.
Perhaps they face unusual
circumstances in terms of the costs
they face or the individual needs of
the pupils or communities they
serve? If this is the case, then the
challenge for a national funding
formula will be to successfully take
into account these considerations,
often not obvious from simply
looking at the data.

An assumption made throughout
this paper is that the Area Cost
Adjustment (ACA) fairly captures
differences in costs faced by
schools in different parts of the
country. A further area of research
should be to examine this
assumption in more detail. For
example, are there local economic
and labour-market circumstances
resulting in particular LAs facing
higher premises costs, or higher
supply cover costs due to
difficulties recruiting suitable
permanent staff?

Despite these cost differences, the
government has set the pupil
premium at a fixed national rate. As
has already been highlighted by the

It is not the level of funds
which ultimately matter to
pupils; it is what that funding
buys

“
”

Figure 2 Variation in cost-adjusted per pupil funding, allowing for area and intake



Institute for Fiscal Studies, the
policy will benefit from this
simplicity - but if the money will buy
less in London and the south east,
will it be at the cost of equity?

Our analysis has also
demonstrated that the pupil
premium proposed by the coalition
government will only add to a
substantial pre-existing premium
already associated with pupils
eligible for free school meals. Even
ignoring the question of where
funding for the premium comes
from in relation to the overall
schools’ budget, the new pupil
premium is therefore less radical
than first appears. Furthermore, we
have shown that in the absence of
specific restrictions on spending,
this funding is currently spent on a
wide range of areas, not all of
which are likely to directly or
preferentially benefit disadvantaged
pupils.

Allowing schools to make their own
judgments on how best to spend
their budgets clearly takes
advantage of their unique
knowledge of their pupils and
circumstances. Nevertheless, it is in
everyone’s interests, not least the
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Will the additional funding 
filter through to directly 
benefit the pupils it is 
designed to? 

“
”

Figure 3 How do schools spend their funding?

1 http://www.tda.gov.uk/get-into-
teaching/salary/teaching-salary-
scales.aspx

2 Divide the financial data through by the
ACA cost index, so that we are making a
fair comparison between schools on the
basis of what their funding can buy

3 External costs consist of agency supply
teaching staff, bought in professional
servcies (curriculum) and bought in
professional service
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pupils themselves, that the success
of the new pupil premium in
reducing educational disadvantage
is tested. Will the additional funding
filter through to directly benefit the
pupils it is designed to, leading to a
narrowing of the gap in attainment?
And will it improve disadvantaged
pupils’ prospects of admission to
good schools seeking greater
funding? Or will it prove too blunt a
tool, which in the absence of an
explicit or tested ‘theory of change’
is an inefficient use of scarce
resources and, worse, fails to break
the link between social background
and educational disadvantage?

NFER is the UK’s largest independent
provider of research, assessment and
information services for education, training
and children’s services. Our work enables
policy makers and practitioners to make
better, more informed decisions, drawing on
sound evidence and accurate information.




