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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: T2015/2876 BM-2-1-2016 
 
 
Date: 4 December 2015 
 
 
To: Minister of Finance (Hon Bill English) 
 
 
Deadline: To discuss at Pre-Cab on Monday, 7 December. 
 
 
Aide Memoire: Bilateral meetings on B16 cost pressures 

This note provides some high-level thoughts about next steps on cost pressures, 
ahead of your bilateral meetings with spending Ministers, starting next week. 
 
Cost pressure process to date 
 
Agencies submitted cost pressure templates at the end of October, as a first step in the 
four-year plan and Budget processes.  We drew this information together and you 
presented a summary to SEC on 2 December.   
 
The breakdown of cost pressures into four categories (volume, wages, prices, policy) is 
best regarded as indicative – and a starting point for Budget discussions – rather than 
a definitive statement of the type and quantum of the pressures facing each sector.  
There will be plenty of wrinkles that we haven’t ironed out.  In particular: 

• Four year plans are “owned” by individual agencies.  Although we have 
standardised how cost pressure information is presented, we are aware that 
agencies have sometimes taken different approaches to categorising similar 
pressures.  Sectors are not all the same, so some variation is inevitable.   

• We have so far had limited opportunity to test assumptions for reasonableness and 
consistency.   

• We have not yet really begun to look for savings and scaling options.  The purpose 
of getting cost pressure information at an early stage was to give ourselves more 
context (and more time) to evaluate Budget bids, which are not due until today.  This 
work will also be informed by the completed four-year plans (not due until 9 
December).   

 
We don’t think Ministers will need to engage much with cost pressure bids until late 
February, when the social sector Budget package is put together.  In the mean time, 
Treasury officials will engage directly with agencies on their cost pressure proposals. 
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How things look at the moment (a preliminary view) 
 
Table 1 provides a summary of our very preliminary view of cost pressure funding 
requirements for different sectors.  This view is likely to change once we have worked 
through the numbers more thoroughly.  Our best advice at the moment is that cost 
pressure funding in Budget 16 is likely to absorb all or most of a $1 billion operating 
allowance, and may even exceed the allowance in out-years.   
 

Table 1: Preliminary view of cost pressure funding requirements, by sector 
 16/17 17/18 18/19 19/20 Comments
Health (DHB & other) 350   350  350 350 MOH will likely seek higher amount.  ($400m for DHBs?)
Ministry of Education 95  81       81 173 Forecast change, inc.ECE, Ops Grant, Schools volumes.

Simplification savings need to be worked through. 
Justice and Courts 69  83  31 29 Upper end of what we would support. 
Corrections 37  37  37 37 Estimated.  Based on full funding of 16/17 pressures.
Police 
Defence DMRR track.  Does not include scaling. 
Sub-Total 718  813  778 883

 
For completeness, the accompanying A3 provides more a more detailed breakdown of 
(i) total cost pressures signalled by agencies; and (ii) our preliminary view of actual cost 
pressure funding requirements, by sector.   
 
Pre-Christmas bilateral meetings 
 
We suggest that bilateral discussions before Christmas are merely exploratory.  With 
the possible exception of DHBs (discussed later), we recommend that you do not lock 
down, or even give firm indications of, the likely level of cost pressure funding at this 
stage.  There are a number of reasons for this: 

• We expect to be able to push back on cost pressures in some areas, and probably 
squeeze down the numbers in aggregate.  But it is too soon for us to give you good 
advice about specific areas where there is room for manoeuvre (or what the 
implications of greater restraint would be).  We need time to look at the bids and talk 
to agencies. 

• We have taken steps to improve transparency, through four year-plans and higher 
expectations of analysis supporting Budget bids.  Making decisions about cost 
pressure funding before we have engaged properly with this information would 
undermine these improvements and send unhelpful signals about what is needed to 
secure funding in future Budget rounds.   

• We think it will be harder to engage with agencies on the subject of baseline 
efficiency (and the scope for savings within baselines) once cost pressure funding is 
settled, as it will remove our main lever for opening up these discussions.   

[33]

[33]
[33]

[38]
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• We anticipate that early signals from you about the level of cost pressure funding for 
particular sectors would in some cases crystallise into bottom lines and become the 
starting point for later requests for additional funding.   

 
Discussion in the bilateral meetings could focus on walking your colleagues through the 
fiscal management approach as it applies to their Vote, and giving them an indication 
of how you intend to deal with cost pressures and other initiatives in Budget 16.  We 
have provided a couple of tables (Annexes A and B) that could form the basis for this: 

• Annex A: The  Fiscal Management approach.  This table provides a reasonably 
detailed summary of the fiscal management approach as it applied in Budget 16, 
and signals that (apart from the Justice Sector Fund no longer being available for 
cost pressures) a similar approach will be adopted in Budget 16.  Broadly 
speaking, this means that forecast changes for Vote Education will continue to be 
dealt with through the operating allowance.  Forecast changes for Vote Social 
Development will be managed centrally as in-year revisions.  Otherwise, fixed 
nominal baselines provide the starting point. 

• Annex B: Budget 16 approach to major Votes.  This table provides a fairly high-
level view of how you may wish to deal with cost pressures and new initiatives in 
Budget 16.  It avoids making specific commitments as to the level of cost pressure 
(or other) Budget funding for particular Votes.  It is based on the template that you 
sketched out a couple of weeks ago.  We have added more detail on forecast 
changes.  The table is otherwise non-committal about the extent to which cost 
pressure categories will be funded as we doubt that a formulaic approach would 
lead to an optimal distribution of funding. 

 
It would still be open to you to present final Budget decisions as meeting (say) x% of 
wage pressures and y% of volume pressures, but we think those decisions need to be 
built from the bottom-up, after we have examined the bids.  That is basically how we 
tackled the social sector Budget package last year. 

 
DHB funding signal 
 
As you know, we do support an early (formal) funding signal for DHBs.  This is partly 
for practical reasons, so that DHBs can work up their plans.  

  
Equally, we do not see much advantage in waiting.  We are familiar with the Ministry of 
Health’s cost pressure analysis (which is based on PBFF cost-weights and 
demographic projections from Statistics NZ), and we do not expect this to change 
materially between now and Budget day.  Our ability to use PBFF-funding as a lever to 
get into the baselines of individual DHBs is limited because the money is negotiated 
centrally and then distributed by formula. 

[33]

[33]

[33]

[33]
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We are currently working with the Ministry of Health to develop joint advice about a 
PBFF signal.  You are unlikely to receive this before 14 December, so a pre-Christmas 
funding signal seems unlikely.  We are also aware that the Minister of Health’s views 
about the appropriate level of funding are still evolving.  We think it is preferable (if 
possible) to reach agreement on a number that will stick, even if that means delaying 
the funding signal until the new year. 
 
 
 
 
 
John Marney, Principal Advisor, Health, 04 917 6151 
Ben McBride, Manager, Health, 04 917 6184 
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Annex A: The Fiscal Management Approach 
 

Vote Treatment in Budget 15 Treatment in Budget 16 
All Votes not 
specified below* 

• Fixed nominal baselines.  Cost pressures and new initiatives managed through the 
operating allowance.   

Health • Fixed nominal baselines.  Cost pressures and new initiatives managed through the 
operating allowance.  Annual Budget contribution towards cost pressures (from within the 
allowance). 

Social 
Development 

• Forecast cost of benefits and superannuation included in baselines.  Fixed nominal 
baselines for other expenses. 

• Forecast changes, except for jobseeker support, managed alongside other in-year revisions 
(in principle, counted against the operating allowance). 

• Other cost pressures and new initiatives managed through the operating allowance and 
counted against the social sector Budget allocation. 

Education • Forecast cost of existing policies included in baselines. 
• Forecast changes and new initiatives managed through the operating allowance and 

counted against the social sector Budget allocation. 

Justice Sector 
 

• Cost pressures and new initiatives 
managed through the operating allowance 
or the Justice Sector Fund. 

• Cost pressures managed through the 
operating allowance.  New initiatives 
managed through the operating allowance 
or the Justice Sector Fund.  

Revenue • Revenue impacts of tax policy changes managed through the operating allowance. 
• Other changes, and forecast changes, in general tax revenue dealt with outside the 

operating allowance to avoid pro-cyclical policy. 
• Forecast changes for other revue items managed alongside other in-year revisions (in 

principle, counted against the operating allowance). 
*  There are a handful of small items within these Votes that are captured as forecast changes and dealt with through 

the in-year revisions process discussed below. 
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Annex B: Budget 16 approach to major Votes 
 

Type of 
pressure 

Vote 

Health Education Welfare Justice / 
Corrections 

Volume 
pressure 

 Expected changes 
reflected in 
baselines. 

Forecast changes 
(inc. ECE, Ops Grant 
& Teachers Salaries) 
funded  through OA. 

Welfare payments: 
• Expected changes 

reflected in 
baselines. 

•  Forecast changes 
managed through 
In-year revisions. 

Contribution to other 
pressures tbc 

Contribution to 
pressures tbc 

Price    
pressure 

Forecast changes to 
depn through OA. 

Contribution to other 
pressures tbc 

Contribution to 
pressures.tbc 

Wages 
pressure 

Covered by existing 
contingencies 

Likely to require 
funding. 

Policy 
pressure 

Contribution to 
pressures tbc 

Contribution to 
pressures tbc 

Bulk pressure 
funding 

Contribution to 
pressures for DHBs 
and NDE. 

 

Social 
Investment Contestable funding pool. 

Other 
initiatives 

Priority informed by 
CBAx analysis 

Priority informed by 
CBAx analysis 

Priority informed by 
CBAx analysis 

Priority informed by 
CBAx analysis 
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