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Key to sections of the Official Information Act 1982 under which information has been withheld. 

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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Reference: T2015/2114 BM-2-1-2016 
 
Date: 9 September 2015 
 
To: Minister of Finance (Hon Bill English) 
 
Deadline: None 
 
Aide Memoire: Budget 16: Cost Pressures 

This note summarises how we are dealing with cost pressures in Budget 16.  The aim 
is to integrate three existing stands of work: 

• the approach to cost pressures adopted for social sector Votes in the last Budget, 

• analysis of expenditure trends and sustainability risks undertaken as part of our 
“Ministry of Finance” work-stream, and 

• existing four-year plan processes. 
 
Objectives 
 
In the run up to this year’s Budget, spending Ministers expressed some frustration 
about inconsistent funding arrangements between Votes, and a lack of clarity and how 
and why certain cost pressures were funded while others were not.  We doubt it will be 
possible to fully assuage these concerns in Budget 16.  However, we are attempting to 
develop a more consistent and transparent approach to cost pressures with a view to 
achieving the following objectives: 
 
• Provide Ministers with a shared understanding of fiscal expenditure trends and 

the overall fiscal management approach.  We will explain how and why 
expenditure is managed within the operating allowance, and what funding 
arrangements are used in particular sectors. 

 
• Establish a consistent framework for thinking about cost pressures that draws on 

analysis undertaken by departments for their four-year plans.  We are using the 
same cost-pressure categories adopted for the social sector in Budget 15 
(demand and volumes; wages and price; policy and other).  This should take us 
some way towards comparing apples with apples and help Ministers to hold each 
other to account for their cost pressure bids and underlying assumptions. 

 
• Draw out the key choices available around funding arrangements and the key 

operational and policy settings affecting cost pressures.  You have indicated that 
cost pressure bids should make clear what will be achieved for the money 
requested.  We suspect that the honest answer to this question will often be: 
current levels of service delivery within the existing policy framework.  However, 
adopting a more systematic approach should give us a better idea of the main 
drivers of cost pressures at departmental or service level, along with the ability to 
identify and test the more important assumptions. 
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Process 
 
Annex 1 provides an overview of the approach to cost pressures and how this feeds 
into the Budget 16 process.   
 
A cost pressure template was included as part of the four-year plan guidance issued to 
departments in July.  As in previous years, Treasury Vote Analysts will support 
departments to develop their four-year plans, but it is for departments themselves to 
develop and articulate robust methodologies on cost pressures.  The template needs to 
be completed by the end of October and will form the basis of a Treasury report to SEC 
on cost pressures across government towards the end of November.  An outline of that 
report was provided to HESDJ Ministers on 6 September and can be found at annex 2.   
 
Four-year plan guidance already issued to departments makes clear that they are still 
expected to achieve their strategic intentions and manage cost pressures within 
existing funding.  Some Ministers are pushing back on this, and in practice we know 
that it will not be possible for a number of departments, which will therefore submit 
Budget bids.  There is clearly also a risk that, having done cost pressure analysis for 
their four-year plan, departments which have hitherto managed within fixed nominal 
baselines will also decide to roll the dice and submit bids for cost pressure funding.  
The deadline for all Budget bids is 4 December.   
 
Unlike new initiatives, Budget bids for cost pressure funding will not be subject to 
CBAX analysis.  We will push for cost pressure bids to be clear about what the 
government is getting for its money; but in the end the larger social sector Votes in 
particular will have realistic expectations that they will receive additional funding for 
existing services.  So it will be important to make clear to departments that they are not 
only competing against each other for cost pressure funding, but also against their own 
bids for new initiatives.   
 
The November report to SEC will not include substantive Treasury advice about the 
cost pressure methodologies and assumptions used by departments (timeframes are 
too tight).  Nor will it provide Treasury advice about which cost pressures should be 
funded.  These matters will continue to be tested through the Budget process in the 
usual way. 
 
We understand that HESDJ Ministers see themselves as the group responsible for 
compiling the social sector Budget package.  We know from Budget 15 that social 
sector Ministers found it difficult to make the necessary trade-offs against each other to 
deliver an agreed package within available funding.  We will support them to do this in 
Budget 16 to the extent they choose to engage with us.  We will in any case develop 
separate Treasury advice about recommended Budget packages for consideration by 
Finance Ministers. 
 
John Marney, Principal Advisor, Health, 04 917 6151 
Ben McBride, Manager, Health, Health, 04 917 6184 
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ANNEX 1 
Overview of cost pressure process 

Four Year Plan
Cost Pressure analysis

Service/appropriation 
Baseline: Total

Personnel
Non-Personnel

Methodology and assumptions

30 October
Agencies submit total cost pressures 
template to the Treasury. Discussion 
and feedback.

Late November
Treasury report to SEC on cost 
pressures and the fiscal framework.  
Historical and forward analysis.

Budget
Sector Ministers to develop own 
Budget packages (e.g. HESDJ)?

Treasury advice on cost pressure 
bids and Budget packages.

9 December
Final Four Year Plans submitted,  
including key strategic changes to 
manage cost pressures.

4 December
Deadline for all Budget bids 
(including cost pressure bids).

July
Feedback on the previous year's 
Four Year Plan. Early engagement on 
cost pressure analysis.

 
 



Treasury:3294293v1  4 

ANNEX 2 
Outline of Treasury’s November 2016 report on cost pressures: 

given to HESDJ on 6 September 
 
1. Introduction 
 
Purpose of the report.  The purpose is to provide contextual information, ahead of Budget 
decisions, to allow Ministers collectively to: 

• look at cost pressures and related funding arrangements across Government, and 

• understand the different funding arrangements, and the choices available in relation to cost 
pressure funding in Budget 16. 

 
Relationship to 4YP and B16.  The process for collecting information about cost pressures has 
been aligned with the four-year plan (4YP) process.   (The same information will be used for 
both.)  The detailed methodology for cost pressures will vary between departments, but the 
information will be presented in a consistent format.  Cost pressure analysis represents the 
first stage in the 4YP and B16 processes.  Subsequent stages are: 

• Budget 16 initiatives (including cost pressures).  The deadline for bids, setting out why 
funding is required and what it will achieve, is 4 December. 

• Four-year plan.  Departments will need to outline their strategic responses to manage their 
cost pressures and other priorities in the finalised four-year plan (deadline 9 December). 

 
2. Analysis of current and historic baselines 
 
Analysis of existing baselines.  This will be at a fairly high level, based on the information that 
Treasury currently holds.  It will focus on the overall structure of expenditure (for example, 
spending by activity-type within sectors).   
 
Summary of historical spending growth trends.  This will look at spending growth over time 
(e.g. 5-10 years) by sector, as well as drivers or parameters influencing that growth. 
 
Overview of fiscal management approach.  Including how and why funding is managed within 
the operating allowance, and transparency about arrangements used for different sectors 
within the fiscal management approach.  For example: 

• demand driven vs capped budgets, formula -based approaches, automatic price 
adjustments, etc. 

• sector-specific arrangements, such as the Justice Fund. 
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3. Forward-looking cost pressure analysis 
 
A forward-looking (4 year) summary of cost pressures by sector / Vote.  Cost pressures will be 
presented by Vote, appropriation or activity, depending mainly on how departments have 
presented their figures for the four-year plan.  Pressures will be broken down using the same 
framework adopted in B15 for the social sector: 

• demand and volumes 

• wages and price 

• policy and other cost pressures. 
 
New initiatives (including unfunded in-principle decisions by Cabinet) will not be included in 
this analysis. 
 
Note.  The analysis will be based on information provided by agencies at the end of October.  
There will be a short window for the Treasury to consolidate this information and present it in 
a consistent format for Minsters in November.  The report will therefore not include a 
substantive Treasury assessment of the methodologies / assumptions used by departments.  
Nor will it provide Treasury advice about which cost pressures should be funded.  These 
matters will continue to be tested through the Budget process in the usual way.   
 
4.  Trade offs / choices 
 
Summary analysis of key choices around cost pressure funding.   These could involve changes 
to funding arrangements (and perhaps associated policy parameters) to achieve greater 
consistency between Votes and/or alter the incentives for particular departments / sectors. 
 
Note.  Advice about a B16 funding signal for District Health Boards (DHBs) may be provided at 
around the same time.   For planning purposes, DHBs normally receive a signal in 
November/December about their funding in the following financial year.  In the past, the  
funding signal has been decided by Cabinet without much contextual information about wider 
Government cost pressures.  The analysis outlined in section 3 above should help to inform 
any early (pre-Budget) decisions about DHB funding for 2016/17.   
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