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Certain information in this document has been withheld under one or more of the following sections of the 
Official Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the 
international relations of the government 6(a) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, 
investigation, and detection of offences, and the right to a fair trial 6(c) 

[11] 
to damage seriously the economy of New Zealand by disclosing prematurely 
decisions to change or continue government economic or financial policies 
relating to the entering into of overseas trade agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information 
or who is the subject of the information 9(2)(b)(ii) 

[26] 
to prevent prejudice to the supply of similar information, or information from the 
same source, and it is in the public interest that such information should 
continue to be supplied 

9(2)(ba)(i) 

[27] 

to protect information which is subject to an obligation of confidence or which 
any person has been or could be compelled to provide under the authority of 
any enactment, where the making available of the information - would be likely 
otherwise to damage the public interest 

9(2)(ba)(ii) 

29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and 
individual ministerial responsibility 9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality 
of advice tendered by ministers and officials 9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank 
expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or 
prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper 
advantage 9(2)(k) 

[s18(c)(i)] that the making available of the information requested would be contrary to the 
provisions of a specified enactment  

[40] Not in scope   
 

Where information has been withheld, a numbered reference to the applicable section of the Official 
Information Act has been made, as listed above. For example, a [23] appearing where information has 
been withheld in a release document refers to section 9(2)(a). 

In preparing this Information Release, the Treasury has considered the public interest considerations in 
section 9(1) and section 18 of the Official Information Act. 
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Treasury Report:  Bringing Vote Health into the social sector Budget 
process 

Date: 3 July 2015 Report No: T2015/1471 

File Number: SH-1-6-9 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Note contents and indicate whether 
you want to discuss with officials. 

None. 

Associate Minister of Finance 

(Hon Steven Joyce) 

Note contents and indicate whether 
you want to discuss with officials. 

None. 

Associate Minister of Finance 

(Hon Paula  Bennett) 

Note contents and indicate whether 
you want to discuss with officials. 

None. 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

John Marney Principal Advisor 04 917 6151 (wk)   

Ben McBride Manager, Health 04 917 6184 (wk) 021-869-450 (wk)  

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 
 
 
Enclosure: No. 

[23]



T2015/1471 : Bringing Vote Health into the social sector Budget process Page 2 
 

 

Treasury Report: Bringing Vote Health into the social sector Budget 
process 

Executive Summary 

This note provides you with some background information on funding and purchasing 
arrangements in the health system and recent Budget trends for Vote Health.  It also 
discusses a possible strategy towards Vote Health in Budget 16. 
 
Ministers have indicated that Vote Health should be dealt with under the social investment 
track of Budget 16.  Political and practical constraints, along with the devolved nature of the 
system, mean that a successful investment approach for the health sector is likely to look 
quite different to the welfare or justice models or the work currently being developed on 
social investment.  In our post-election advice, we recommended a stronger emphasis on 
quality and enhanced accountability arrangements, particularly for DHBs as the main 
purchasers of services.  We also recommended changes to improve the way the system 
deals with vulnerable populations.   
 
Although we will be dealing with Vote Health under the social investment track, we expect 
that cost pressures will continue to dominate discussions in Budget 16 – as well as absorbing 
most of the available funding.  

Cost pressures for DHBs and 
Ministry-funded service lines are likely to account for a further $350 million or so from the 
operating allowance.   
 
DHBs traditionally receive a funding signal for planning purposes towards the end of the 
calendar year.

We will provide further advice about this in November, in the context 
of our wider analysis about cost pressures across the public sector. 
 

 
There is clear evidence of ethnic and income disparities in health outcomes and access to 
primary care, despite substantial increases in primary care funding over the last ten years.  
We therefore support a baseline review of the Very Low Cost Access (VLCA) scheme for 
primary care, which could be progressed as part of Budget 16.  The review could focus on 
using existing funding more effectively to improve primary care access for vulnerable groups 
(rather than trying to recycle the money to manage cost pressures).   
 

[38]
[38]

[33]

[33]

[33]
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Recommended Action 

We recommend that you: 
 
a note that, in thinking about how you can bring Vote Health more fully into the social 

sector Budget process, the following points are worth consideration: 
 
• political and practical considerations, along with the devolved funding model, 

mean that a successful investment approach in the health sector is likely to look 
different to models used in other sectors or the evolving work on social 
investment systems 

 
• Treasury’s post-election advice looked at how an investment approach might be 

implemented in the health sector, including improved information about 
performance, stronger accountability arrangements, and a sharper focus on 
vulnerable populations 

 
• although Vote Health will be dealt with under the “social investment” track in 

Budget 16, you can expect cost pressures to continue to dominate the discussion 
and absorb most of the available funding  and ~$350 
million for DHBs and Ministry-managed services) 

 
• 

 
• 

 
• a review of the VLCA scheme looking at how existing funds could be used more 

effectively to improve primary care access could be undertaken as a practical 
way of advancing a focus on vulnerable populations in Budget 16, and 

 
b indicate whether you want to meet officials to discuss these issues further. 
 

Yes/No 
 
 
 
Ben McBride 
Manager, Health 
 
 
 
 
Hon Bill English      Hon Steven Joyce 
Minister of Finance    Associate Minister of Finance 
 
 
 
 
Hon Paula Bennett  
Associate Minister of Finance 
 

[33]

[38]
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Treasury Report: Bringing Vote Health into the social sector Budget 
process 

Purpose of Report 

Ministers have signalled a four-track process for Budget 16: (i) social investment; (ii) cost 
pressures; (iii) other (BGA, savings, Canterbury); and (iv) place-based initiatives.  They have 
indicated that Vote Health will be dealt with under the social investment track, and that there 
will be no formal funding signal for district health boards (DHBs).  This note outlines existing 
health funding and contracting arrangements, describes how Vote Health has been dealt with 
in recent Budgets, and proposes a strategy for Budget 16. 

Existing arrangements 

Health services in New Zealand are provided through a network of government, non-
government and private organisations (figure 1).  The main purchasers of public health 
services are the twenty DHBs, which collectively manage about three quarters ($11.7 billion) 
of Vote Health.  They are responsible for providing hospital-level care and for purchasing 
most primary and community health services for their local populations. General practice and 
aged care services are mostly funded by DHBs but provided by non-government 
organisations and private businesses. 
 
Figure 1: Structure of the New Zealand health system 
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The Ministry of Health is responsible for directly managing around $2.8 billion of non-
departmental operating funding which it uses to purchase certain services directly, including 
disability support services for people under the age of 65.  Much of this centrally-managed 
funding is used to purchase additional services from the DHBs (such as electives).  The main 
exception to this is the $1.2 billion of funding for disability support services, which is 
managed by fifteen needs assessment and service coordination (NASC) organisation 
operating on a territorial basis.  While some NASCs are private organisations or trusts, the 
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majority are part of DHBs.  DHBs also receive some bulk funding from ACC for accident and 
emergency care, plus additional payments from ACC for accident-related treatment and 
rehabilitation costs.  Figure 2 provides a breakdown of forecast core Crown health 
expenditure in 2015/16.   
 

Figure 2: Core Crown Health expenditure, 2015/16 
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DHBs are funded using a form of risk-weighted capitation, and are responsible for ensuring 
the provision of health and disability services to populations within defined geographical 
areas.  This model has some advantages: 
 
• The importance of non-communicable and chronic conditions as sources of morbidity 

and mortality argues for vertically integrated healthcare, with secondary, primary and 
social care services managed as complements and substitutes rather than in isolation.  
In principle, the DHB model creates a framework within which this sort of integration 
can be achieved. 

 
• Managing demand for health services within fiscal constraints involves prioritisation – 

specifically, choices about which services are provided and to whom.  At an individual 
level, these decisions can be ethically and political difficult.  A devolved funding model 
ensures that Ministers remain (largely) removed from these decisions, making it less 
likely that clinical judgement is trumped by political considerations and more likely that 
the overall fiscal strategy is adhered to.   

 
This devolved structure organised around DHBs and clinicians is one reason why social 
investment in the health sector is likely to look different to the approach taken in other 
sectors, including the welfare and justice model or the evolving thinking on social investment 
systems.  In addition, most expenditure is organised around defined and largely non-
discretionary service lines (hospitals, GPs, aged care, disability support).  Hospitals services, 
in particular, have a relatively high proportion of fixed costs in order to operate safely, making 
disinvestment difficult.  Strong political resolve will be required to allow DHBs to make 
changes (like closing hospitals or ending specialist services) that seriously alter the overall 
balance of the system.  Even then, the scope to withdraw services deemed to have a low 
return on investment in order to reallocate spending to other parts of the social sector is likely 
to be quite limited.   
 
This does not mean that the status quo is optimal.  Our post-election advice looked at how 
an investment approach might be implemented in the health sector, with a particular 
emphasis on using information frameworks to measure and improve performance and 
refocusing support on vulnerable populations.   We recommended a stronger emphasis on 
quality and consistency of services at DHB level.  Accountability arrangements should be 
clarified, with a comprehensive performance measurement framework refocused on 
population health outcomes – in part, to balance the structural incentive for DHBs to focus on 
hospital-based services given their dual role as funder of district health services and owner-
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operator of the district hospital.  We also suggested reforms to strengthen the monitoring and 
management of DHB performance at the centre.  These are substantive changes that cannot 
be implemented by Treasury officials through the Budget process. 

Approach to Vote Health in recent Budgets 

Health spending has continued to increase in nominal terms.  However, the rate of growth 
has slowed considerably in recent years with the sector receiving less than its modelled cost 
pressures (based on demographic change and assumptions about wage and price 
increases).  Core Crown health spending is now falling slightly as a proportion of GDP as 
economic growth picks up (figure 3).   
 
Until recently, Vote Health was given a Budget allocation based on the fiscal headroom 
available and some judgement about the sector’s capacity to manage cost pressures and 
deliver existing services and government priorities within baseline.  Health received an 
operating increase of $350 million a year in each of Budget 13 and Budget 14, of which $250 
million went to DHBs.   
 
$400 million was provisionally earmarked for Vote Health in Budget 15.  In December, 
Cabinet agreed to a Budget funding increase for DHBs of $275 million, but decided that the 
standard Budget process should apply for the purposes of deciding whether the sector would 
receive any additional funding over and above this amount.  The standard process led to a 
proposed (total) operating increase for Vote Health of about $375 million a year (including 
the $275 million funding signal for DHBs).  Ministers then adjusted this amount upwards to 
$400 million (with $300 million for DHBs).     
 

Figure 3: Recent trends in Core Crown Health expenditure 
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Likely calls on Budget 16 
[38]
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Cost pressures and new initiatives (~$400 million) 
 
Operating increases for Vote Health over the last three Budgets are summarised in table 1.  
There is no doubt that both DHBs and the Ministry of Health will be assuming a similar level 
of increase (at least) in Budget 16.  Ministers have indicated that any increases for Vote 
Health  will be dealt with under the social investment track.  Nevertheless, we 
expect that – as in previous years -– the discussion will mainly focus on cost pressures. 
 
It will be straightforward for the Ministry of Health to show pressures in excess of $400 million 
using reasonable demographic, wage and price assumptions.  These pressures are real: it is 
hard to argue that greater volumes and higher wages do not increase costs.  The debate 
therefore generally revolves around the scope for the sector to continue to find baseline 
efficiencies.  Our judgement is that such scope remains, but it is impossible to quantify. 
 

Table 1: Recent Budget allocations for Vote Health 
 Budget 14 Budget 13 Budget 15
DHBs 250 250 300
Non-DHBs 100 100 100
Total 350 350 400

Possible strategy for Budget 16 

 
DHB funding signal 
 
The first crunch point will be the DHB funding signal.  DHBs have traditionally received a 
signal around the end of the calendar year about the level of new Budget funding they can 
expect. 

[38]

[38]

[34]

[33, 34]
[33, 34]
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 We will provide further advice on this in November, in the context of our overall 
advice on public sector cost pressures. 
 
Other cost pressures 
 
As part of the Budget process itself, we can expect the Ministry of Health to submit bids for 
cost pressures in areas of nationally-managed non-departmental expenditure, such as 
disability support, community midwifes, ambulances, and public health (which includes 
immunisation and screening).  These bids totalled about $56 million a year in Budget 15 
(after reprioritisations within baseline, and excluding in-between travel), of which about $40 
million was funded.  There may also be some bids for departmental cost pressures, but these 
are easier to push back on. 
 
Social investment initiatives across sectors 

Advancing the focus on vulnerable populations within Vote Health itself 
 
In terms of advancing the focus on vulnerable populations within Vote Health itself, the  
funding review undertaken by Murray Horn seems to be light on practical recommendations 
that could be implemented quickly.  A significant amount of policy work will be necessary to 
develop workable options.  We will report back to you with our detailed response in due 
course.   
 
In the meantime, we think it is possible to take some practical steps regarding primary care 
funding as part of a focus on vulnerable groups in Budget 16, focusing on the Very Low Cost 
Access (VLCA) scheme.  There is clear evidence of income and ethnic disparities in health 
outcomes and access to primary care, despite large increases in funding over the last 
decade or so.  One relevant factor is cost.  Co-payments for GP visits can discourage people 
from accessing primary care when they need it, particularly if they are on a low income.  In 
principle, we see a case for reviewing primary care funding arrangements as a whole in order 
to reduce barriers to access, but this may be biting off too much for Budget 16. 
 

[33, 34]

[33, 34, 38]
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The VCLA scheme is the main mechanism for reducing the cost of GP visits for adults and 
older children.  VLCA funding is provided to PHOs to subsidise practices that voluntarily cap 
co-payments at specific thresholds. The way in which VLCA has evolved over time means 
that the distribution of funding is not well targeted.  The programme began in 2006 and was 
initially open to any practice.  Since 2009, entry has been restricted to practices with 50% or 
greater high-needs enrolments (defined as Māori, Pacific or New Zealand Deprivation Index 
quintile 5).  Nevertheless, in two-fifths of practices that currently receive VLCA funding, less 
than half the enrolled population is classed as having high needs.  At the same time, high-
need patients in practices that do not meet the 50% threshold are unable to benefit from the 
scheme. The majority of VLCA funding does go to people living in the most deprived areas: 
the two most deprived quintiles account for 61% of people receiving VLCA funding.  
However, a substantial proportion goes to people living in the top three quintiles. 
 
We recommend that a review of the VLCA scheme focuses on how to better target this 
funding to improve primary care access to vulnerable groups, rather than seeking to 
reallocate the money to manage cost pressures.  Our conversations with the sector suggest 
that there is support for revisiting the current arrangements. 
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