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Treasury Report: Budget 2022 Health Bilateral: Emerging Health
Transitional Package
Executive Summary
This report provides you with advice ahead of your meeting with the Minister of Health at
4.15pm on 14 February to discuss investment in Vote Health through Budget 2022.
Overview of Treasury’s draft Vote Health Budget Package
The Minister of Health is seeking [33]
addition to a [33]
for Vote
Health cost pressures. He has also provided new investment packages of $300/$600/$900
million per annum. Further, the Minister of Health is seeking a [33]
increase to the
Health Capital Envelope. Our advice on capital will be provided separately ahead of a
discussion you are having with the Minister on health capital on 7 March and, accordingly,
this is not anticipated to be a subject for discussion in the bilateral meeting on Monday.
Based on current information, and with adequate monitoring and accountability
arrangements in place (see below), the Treasury supports a [33]
We are
continuing to work with the Ministry, Transition Unit and interim Health NZ to refine this range
and the rebase costs and will provide further advice over the coming weeks. Following the
bilateral we propose you write to the Chairs of interim entities communicating an indicative
monetary range for the uplift to business-as-usual health funding as a Budget planning
assumption (as you have agreed to do, refer T2022/47). This will enable key information
from Health NZ’s internal planning process to feed into Government Budget 2022 decisions,
and support the development of entity budgets for Day One and the interim NZ Health Plan
(iNZHP).
Our assessments of the rebase and cost pressure funding requests are based on setting the
new system up for success, in line with Cabinet’s decision to provide sufficient funding at
Budget 2022 so that Health NZ would have a starting balance sheet with no deficits, be able
to meet its expected costs and not be forecasting a deficit position on Day One (refer SWC21-MIN-0157). Based on work to date, we consider that together the recommended funding
provides a credible level of revenue that will enable the Health NZ Board to plan for and
operate without a deficit in the first two years.
It should be acknowledged that the overall scale of the currently recommended Health
package will present challenges in managing within the current Budget 2022 allowances.
Ultimately all components of the package could be scaled if the fiscal context necessitates it.
However, scaling the cost pressures or rebase initiatives would risk Health NZ’s ability to
deliver no deficits, and this would likely need to be reflected in central forecasts. You will
receive advice from the Budget Team tomorrow (T2022/6 will refer) outlining broader Budget
2022 trade-offs.
As per Cabinet’s earlier agreement, changes to funding arrangements should depend on the
adequacy of monitoring and accountability arrangements, so that risks to financial outcomes
are identified early and managed well (refer SWC-21-MIN-0157). We are broadly comfortable
with work to date, subject to upcoming Transition Unit-led advice towards the end of
February on monitoring in the new system, and clarity on progress with the iNZHP and
associated reporting. This briefing is therefore written on the basis that Ministers are
satisfied with progressing based on the arrangements in place. We will provide further advice
to you in early March, ahead of Budget Ministers 4, on any additions or changes we consider
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are needed to monitoring or accountability before the new funding arrangements can be
implemented at an acceptably low risk.
The key area you have discretion on in the Vote Health package is investment in new
initiatives. The Treasury’s draft new investment package averages $487 million operating
expenditure per annum and will make some initial progress towards supporting key reform
shifts, critical sustainability issues, and a small number of manifesto commitments. Our
assessment of new initiatives has been heavily influenced by deliverability, particularly given
the workforce and capacity constraints facing the health sector in light of COVID-19. Whilst
there are options for scaling the new investment package, there are risks to doing so,
particularly in areas that seek to capture early gains from reform.
Speaking points
Annex A suggests a draft agenda for the meeting. At the meeting you may wish to raise the
following points:
•

•

•

Rebase and cost pressures: we are supportive of communicating a range for core
funding (rebase and cost pressures) to interim entities following this meeting, and note
that:
-

further work is required before final amounts can be agreed, including the internal
Health NZ budget setting and the interim NZ Health Plan (iNZHP) which will provide
confidence that Health NZ will not run deficits and feed into final Government Budget
2022 decisions; and

-

as agreed at the Social Wellbeing Committee it is important that the change to
funding arrangements happens once there is sufficient confidence in governance
and accountability arrangements. Upcoming deliverables on governance and
accountability in the new system and the iNZHP will be critical to providing this
confidence.

COVID-19: a better understanding of the interface between business-as-usual and
COVID-19 activity and funding is needed. Further information is required on:
o

where COVID-19 funding is being spent

o

whether constrained capacity means there is any displacement of BAU activity

o

to what extent is the spending being permanently built into cost structures,
and

o

the options and strategy for reducing costs over time.

New investments: what are Minister Little’s priorities for new investment? What from
the Treasury package could be further scaled or deferred to Budget 2024 if the Vote
Health package needs to reduce? What confidence does he have in deliverability of
new investments particularly in light of COVID-19 and workforce constraints?

We expect that Minister Little may wish to ask that specific bids not currently included in the
draft Treasury package be included. We understand he is likely to raise [33]
, equity
adjustments to primary care capitation, [33]
additional funding
for acute mental health, [33]
Paragraphs 28 to 40 cover our advice on new investments with key points on individual bids
set out in Annex C.
Next steps
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Treasury will continue to provide iterative advice on the Vote Health Budget 2022 package
over the coming weeks to feed into Budget Ministers’ discussions. By Budget Ministers 4
and 5 Meetings in March we expect to be in a position to provide our near final advice
on the rebase and cost pressures; at this point the Treasury expects to have sufficient
visibility over the governance and accountability work, and information from the initial Health
NZ bottom-up budget. Annex E includes key upcoming deliverables over the coming weeks.
Your communication of Budget planning assumptions with interim Health NZ and the interim
Māori Health Authority following this bilateral will be a key input into the entities’ bottom-up
budgeting process and Treasury’s judgement around the appropriate level of the rebase and
cost pressure funding.

Recommended Action
We recommend that you:
Strategic choices for Budget 2022 in Vote Health
a

Note that in October 2021 Cabinet agreed to a two-year Budget 2022 package with
sufficient funding so that at establishment, Health NZ would have a starting balance
sheet with no deficits, be able to meet its expected costs, and not be forecasting a deficit
position on Day One (refer SWC-21-MIN-0157)

b

Note our assessment of the rebase and cost pressure initaitives is based on providing a
level of funding that credibly enables the Health NZ Board to plan for and operate without
a deficit in the first two years and that further scaling these initiatives risks changing the
currently planned approach to the central fiscal forecasts

c

Note the key area you have discretion on in Vote Health is the level of funding for new
investments

Establishing the health system on a sustainable footing – rebase and cost pressures
d

Note that, based on work to date, the recommended funding for the rebase and cost
pressures results in a combined uplift for Vote Health ranging from [33]

e

Agree, based on discussion with the Minister of Health, to communicate a monetary
range for the uplift in recommendation d with interim entity Boards and agreed officials in
interim Health NZ and the interim Māori Health Authority as draft Budget planning
parameters
Agree/disagree.

f

Provide feedback from yourself and the Minister of Health on the draft letters at Annex D
communicating draft Budget planning parameters to Board Chairs, Chief Executives, and
Chief Financial Officers
Yes/No.

g

Note officials will provide you with final letters to sign following the bilateral and your
decision on recommendation e

h

Note Treasury’s final advice on the rebase and cost pressures:
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(i)
(ii)

will be refined over the coming weeks through continued work with the Ministry,
Transition Unit and interim Health NZ, and
is contingent on further Treasury advice in early March on any additions or changes
needed to monitoring and accountability arrangements to manage risk well in the
new system

Draft Vote Health new investment package
i

Note Treasury’s assessment of new spending initiatives, with recommended investment
levels averaging $487 million operating expenditure per annum (refer Annex C)

j

Indicate in the table in Annex C setting out Treasury’s bid by bid recommendations:
(i)

Any comments on Treasury’s assessments

(ii) Any areas where you would like further advice on new investments
Next steps
k

Refer this report to the Minister of Health ahead of your bilateral discussion
Refer/not referred.

Jess Hewat
Manager, Health

Hon Grant Robertson
Minister of Finance
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Treasury Report: Budget 2022 Health Bilateral: Update on the Health
Transitional Package
Purpose of Report
1.

You are meeting with the Minister of Health, Hon Andrew Little, at 4.15pm on Monday
14 February regarding the initiatives he has submitted for consideration through Budget
2022. This report provides you with advice and talking points on a two-year transitional
Vote Health funding package to support your discussion.

2.

It also seeks your agreement to the Budget planning parameters to be shared with
Board members and agreed officials in interim entities to support setting of internal
budgets, the development of the interim New Zealand Health Plan, and to inform final
Government Budget 2022 decisions on the level of the rebase and cost pressures.

3.

This report does not focus on monitoring and accountability arrangements in the new
system. The Treasury will provide a briefing on the adequacy of these arrangements in
early March ahead of your Budget Ministers 4 discussion. Based on what we have
seen to date, we expect that briefing to indicate general comfort with the proposed
arrangements, and to outline any additions or changes we consider necessary to
ensure that risks to financial outcomes are identified and managed early in the new
system. One such change, now in train, was the addition to the statutory intervention
framework of a Crown Manager intervention option for Health NZ. We will advise on
any further additions or changes once we have seen the next piece of advice from the
Transition Unit on the proposed outcome framework and associated performance
monitoring (due to Ministers in late February).

4.

Five annexes are attached to this report:
a.

Annex A provides a draft agenda for the bilateral and suggested speaking points.

b.
c.

Annex B provides a baseline summary for Vote Health.
Annex C provides a full list of initiatives submitted in Vote Health, the funding
sought, and the Treasury Vote team assessment and recommendation.
Annex D provides draft letters to the interim Health NZ and Māori Health Authority
Chairs, Chief Executives and Chief Financial Officers including planning
parameters, expectations around the Budget process and ongoing financial
management.
Annex E provides a summary of key upcoming deliverables and pieces of advice
you can expect to receive over the coming weeks relating to health reform.

d.

e.

Context
Health spending has increased significantly in recent years
5.

Since 2016/17, DHB business-as-usual (BAU) spending has grown at an annual
average of 6.6% excluding COVID-19 and Holidays Act provisioning. Growth in
personnel expenditure has been weighted significantly towards wage growth rather
than FTE, reflecting the constrained labour market and the employment relations
environment.

6.

In addition to this, the health system has received a total of $8.8 billion for the Public
Health response to COVID-19 since the beginning of the pandemic, and we expect a
further [33]
will be required to continue the response programme in 2022/23.
These costs will be met from the CRRF and we expect a Cabinet paper seeking this
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funding next month. There is a real risk that some of the increased expenditure will
become permanently ‘baked in’ to health cost structures, and a key priority for Health
NZ and the Ministry of Health should be getting a better understanding of COVID-19
costs and activity across the country, and its interface with BAU activity.
The capacity for significant new investment, particularly that which requires clinical
workforces, is likely to be limited over the next two years
7.

Workforce constraints in health are significant. Pressures on the workforce, particularly
clinical workforces, are expected to increase over the next few months with the spread
of Omicron, and this pressure will be further exacerbated by staff sickness, isolation
requirements and the flow-on impacts of school or early childhood education closures
due to sickness or isolation. Beyond the next few months, there is significant
uncertainty about COVID-19 case numbers, and we expect to see continued pressure
on a health system already facing significant workforce shortages, particularly in light of
tight broader labour market conditions. Limited workforce capacity has formed a key
part of our assessment of new investments.

Over the medium to longer term, funding and budget decisions need to further
support a rebalancing of the system towards primary and community care
8.

Historically, funding growth has tended to favour hospitals rather than primary and
community care. Rebalancing the focus and resources across the health system
towards early intervention and prevention will take time. Whilst some targeted
investments in primary and community care will be important to test new approaches
and show commitment to change, delivery constraints due to COVID-19 and the need
for further work on future models of care limit investment possibilities in the first two
years. [33]

There are several critical deliverables related to health reform over the coming weeks
9.

Work is ongoing to set up the new health system for Day One. There is a lot still to be
done and significant unknowns and risk across the programme which will need to be
carefully managed. We will keep you informed of progress over the coming weeks,
including advice on the completeness of governance and accountability arrangements
in early March. Annex E provides a summary of key upcoming deliverables and
pieces of advice you can expect to receive over the coming weeks.

Strategic Choices for Budget 2022 in Vote Health
10.

In October 2021 Cabinet agreed to provide a two-year transitional funding package for
Vote Health in Budget 2022 which would provide a sufficient baseline uplift to establish
Health NZ with no deficits and sufficient funding to meet cost pressures (refer SWC-21MIN-0157). Our assessment of rebase and cost pressure funding is discussed in
paragraphs 16 to 27 and is based on our current understanding of the quantum
sufficient to provide a credible level of funding that will enable the Health NZ Board to
plan for and operate without a deficit in the first two years. Scaling beyond the
recommended quantum would risk Health NZ’s ability to deliver no deficits, and for this
reason there is little discretion in relation to the rebase and cost pressure initiatives.

11.

The key area of choice in Vote Health is the overall size and priorities within the new
investment envelope. The Treasury’s draft Budget package averages $487 million
operating expenditure per annum for new investments. Our assessments have been
heavily influenced by significant deliverability constraints related to COVID-19, and the
fact that in some areas decisions are being sought well ahead of policy and design
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work and the comprehensive baseline review that will be needed ahead of Budget
2024.
12.

For new investments, Ministers have choices on the balance between the investments
to support key reform shifts, addressing sustainability issues, and specific manifesto
priorities. The Vote Team’s recommended package includes some investments across
each of these areas including:
•

investments in primary and community services (including Māori and Pacific
commissioning), digital, and entity establishment to make some early progress in
delivering upon reform objectives;

•

funding for road and air ambulances to address price and volume pressures,
beyond that funded via the cost pressure envelope. [33]

•

a modest number of manifesto and Ministerial priorities that have some value and
are likely to be deliverable. This is the area that we would suggest scaling if you
wish to reduce the package while still demonstrating a commitment to key reform
shifts.

13.

We have recommended contingencies in a number of areas where we think some
investment is needed to support reform objectives, but further policy or design work is
needed prior to decisions being taken.

14.

Investment in the Vote Team’s recommended package would result in a total uplift in
Vote Health in 2022/23 of [33]
with an additional [33]
in 2023/24. This
would represent an uplift of an average 7% per annum to the Vote Health baseline in
2022/23 and 2023/24. Health appropriations have historically grown at 6% per annum
since 1999, noting that in recent years, the fiscal impacts of DHB deficits has been
recognised separately and retrospectively.

15.

It should be acknowledged that the overall scale of the currently recommended Health
package will present challenges in managing within the current Budget 2022
allowances. Ultimately all components of the package could be scaled if the fiscal
context necessitates it. However, scaling the cost pressures or rebase initiatives would
risk Health NZ’s ability to deliver no deficits, and this would likely need to be reflected in
central forecasts. Health NZ’s first draft budgets will provide more information on the
choices that would be required at the scaled funding level. You will receive advice from
the Budget Team tomorrow (T2022/6 will refer) outlining broader Budget 2022 tradeoffs.

[33]
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Establishing the new health system on a sustainable footing (cost pressures,
rebase and working capital)
Treasury’s draft health package includes a significant funding uplift to establish the
new system on a sustainable footing
16.

In line with Cabinet’s decision on a transitional funding package for Vote Health (see
paragraph 10 above), the Treasury draft package includes funding for:
• DHB Deficits Rebase to recognise the cost of the existing health system by
funding the activity currently incurred as deficits; and
• Cost pressures for Vote Health for 2022/23 and 2023/24 to provide sufficient
funding increases over the next two years to enable the health system to meet
forecast pressures, including projected volume, price, and wage increases, without
cutting services or incurring a deficit.

17.

Scaling funding for these initiatives risks compromising Health NZ’s ability to
begin operations without forecasting a deficit. For this reason, we consider there is
less discretion in relation to the rebase and cost pressure initiatives than other package
components.

18.

Whilst the recommended package includes Treasury’s best current estimate of the
quantum needed for the rebase and cost pressures, we will refine this with the Ministry
of Health, Transition Unit and interim entities over the coming weeks. Following the
bilateral we recommend you communicate a range for the rebase and cost pressures
to interim entities for Budget planning purposes (as you agreed to in T2022/47).
Information from Health NZ’s internal budget and planning process on the implications
of funding at the lower and higher ends of this range will be used to inform our advice
and your decisions on the final level of funding in Budget 2022.

19.

Table 1 below sets out the funding sought by the Minister, the range Treasury
recommends you use as a basis for communicating Budget planning parameters to
interim entities, and what is currently reflected in the draft Treasury package. Further
detail on the rationale for Treasury’s assessment is covered in paragraphs 21 to 25
below.
Table 1: Rebase and cost pressure funding
Planning parameters
Low end
(scaling option in
overall Treasury
Budget advice,
T2022/6)
2022/23

Rebase
+ 2022/23
cost
pressures
+2023/24
cost
pressures
Cumulative
uplift

2023/24
(Budget
23)

MoH sought

Current Treasury
Vote team
recommendation

2022/23

2023/24
(Budget
23)

High end

(updated for HYEFU)

[33]

[33]

1,007
(5.34%)

1,007
+1,103
(5.45%)

1,207
(6.4%)

1,207
+1,308
(6.4%)

[33]

[33]
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20.

[33]

Treasury’s recommendations are based on our best estimate of what is required to
meet Cabinet’s expectations of no deficits in the future system
21.

Our advice on the rebase and cost pressure bids is focused on achieving a revenue
level that fairly reflects cost growth in health and the relatively limited ability to manage
down BAU cost growth in the short term. In the past, the revenue level in health has
sometimes been set in a way that assumed efficiencies in the health system that the
sector was not in a position to deliver. Health reform and Budget 2022 provide an
important opportunity to refresh financial expectations for the sector on the need to live
within budgets.

22.

At this stage we recommend a rebase of [33]
which broadly
reflects the planned deficit in the current financial year and current year-to-date
performance. At this stage, we do not consider it necessary to fund the [33]
included in the Minister of Health’s bid; we are currently
observing less in-year deterioration of the deficit compared to previous years, and
funding for deferred expenses such as asset maintenance need fuller consideration
through the capital settings work. We will provide further advice on the size of the
rebase required alongside advice on the final scale of the cost pressure funding.

23.

Our cost pressure range of [33]
is based on Treasury and international best estimates of drivers
of health spending, including demographic changes, wage pressures, price pressures,
and a ‘residual’ pressure that applies to all health systems.

24.

The ‘residual’ pressure reflects that in health, historical expenditure growth exceeds the
combined impact of economy-wide volume, wage and price increases. This is not
unique to New Zealand and affects all health systems around the world. It is the ‘great
unknown’ in health forecasting; it is very volatile, and whilst it includes the impacts of
new policy or decisions to increase or improve service provision, it also reflects price or
wage differences between the health sector and the wider economy, and what is
known as the ‘Baumol’ effect – the lower productivity in health compared to other
sectors (resulting in faster FTE growth).2

25.

There is not an absolutely “right” amount for the cost pressure uplift and judgement is
required, including through using bottom up information from Health NZ’s internal
planning process. The range we propose you communicate to the Board as a planning
assumption uses a consistent assumption on demographic change but different
assumptions relating to:
•

inflation –

[33], [38]

2https://www.treasury.govt.nz/sites/default/files/2021-10/ltfs21-demographic-economic-fiscal-

assumptions-logic.pdf
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•

the ‘residual’ growth factor –

[33]

We will provide iterative advice over the remainder of the Budget process as more
information becomes known, for example about the impacts of Omicron on the final
2021/22 DHB financial position, following the preparation of the first Health NZ draft budget,
and as updated economic forecasts become available. We expect to be in a position to
provide our near final advice on the rebase and cost pressures by Budget Ministers 4 and 5.
Communicating the Budget planning assumptions to the interim entities
26.

You have agreed to communicate planning parameters to Boards and named officials
within Health NZ and the Māori Health Authority to support better planning and
budgeting for 2022/23 and 2023/24 with information initially going to Board Chairs,
Chief Executives and Chief Financial Officers (refer T2022/47).

27.

A draft letter to these officials communicating draft Budget planning parameters and
financial management expectations is included at Annex D. Officials are still refining it.
Subject to the outcome of your bilateral discussion and your comfort with the draft
letter, we will prepare a final letter for you and the Minister of Health to send to interim
entities setting out Budget planning assumptions.

Draft Vote Health New Investment Package
28.

You requested Minister Little submit new investment packages of $300 million, $600
million and $900 million and this has been helpful to show trade-offs between different
investment levels in health. Treasury’s draft package funds new investments at an
annual average of $487 million operating. Our assessments are based on
deliverability, value, and alignment with reform and Government objectives. Treasury
has concerns about the deliverability and affordability of a new spending package
significantly above this level.

29.

As discussed in paragraphs 11 and 12 there are choices for Ministers about the size of
the envelope and the balance of priorities within the envelope (reform, manifestos and
Ministerial priorities, and sustainability). This section provides a brief overview of key
elements and choices for the Vote Health new investment package. A more detailed
table with the Treasury’s recommendations across every bid is included in Annex C.

Primary and community care

[33]

30.

There are a number of investments that collectively aim to make some initial steps to
rebalancing the health system towards primary and community care, and test new
approaches to addressing health inequities. The Treasury’s scaled package reflects
deliverability concerns and the desirability of deferring some decisions for consideration
alongside the 2024 NZ Health Plan.

31.

There is a choice about the balance of investments via targeted funding streams (e.g.
hauora Māori and Pacific commissioning) versus general price adjustments (e.g. equity
adjustments to primary care capitation). Whilst we agree that addressing the primary
care capitation formula needs to be a high priority, developing and consulting upon a
new formula will take time – as was the experience with the schooling sector – and

3

Figures presented in this section are totals across the forecast period
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needs to be considered in the context of future funding models for primary and
community care more generally. In the short term, we recommend prioritising targeted
funding streams with work on funding mechanisms and capitation happening in time for
Budget 2024 alongside the 2024 NZ Health Plan.
32.

Key areas where the Treasury supports funding include (refer to Annex C for detailed
recommendations):
•

funding to enable localities to be rolled out to [33]

•

fully funding bids covering Hauora Māori and Pacific commissioning, and Māori
and Pacific provider development. These provide opportunities to test and
support innovative approaches and establish credible initial commissioning
budgets for the Māori Health Authority and Pacific commissioning arm of Health
NZ.

•

funding to support Well Child redesign and transformation. We recommend
some of this funding be put in contingency subject to further work on the best mix
of investments to address equity and other issues identified by the Well Child
review.

•

scaled workforce development funding to implement key localities, Pacific and
Māori commissioning investments, as well as a [33]
contingency targeted
towards the areas of greatest workforce need.

of New Zealand by 2023/24.4

Digital investments
[33]

33.

There is a strong case for additional digital investments to address low digital maturity
in health and prototype and support new models of care. Funding provided in Budget
2022 will be in addition to $400 million over the forecast period provided for digital
remediation in Budget 2021 and $193 million of time-limited funding for COVID-19
technologies in 2020/21 and 2021/22.

34.

Key areas where Treasury supports funding include (refer to Annex C for detailed
recommendations):

4

•

a contingency to strengthen health digital infrastructure and to prototype new
digital models of care to improve equity and health outcomes. Whilst these are
essential enablers to health system reform, the priorities are not yet well
understood as the system operating model is still evolving and the interim NZ
Health Plan is still being developed.

•

public health digital and data capabilities – this would convert the current,
predominantly contracted model of COVID-19 technology into a permanent
function with potential for wider public health applications [33]
at relatively lower cost, and provide the key infrastructure needed to
establish the National Public Health Service.

•

a contingency to fund the digital infrastructure required for New Dunedin Hospital.

Budget 2021 funded localities for 5% of the population.
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Entity establishment

[33]

35.

Whilst Budget 2021 provided significant funding for the Māori Health Authority’s
operational budget and the cost of change for Health NZ, at the time Budget 2021
decisions were taken it was too early to understand the costs of implementing some
important new functions in the reformed health system and strengthening capabilities
or capacity in critical areas.

36.

Annex C contains Treasury’s recommendations for individual bids. Key areas Treasury
supports funding include iwi-Māori Partnership Boards, enhanced Health Quality
and Safety Commission (HQSC) consumer/whānau voice functions,
strengthening the Ministry of Health, and the Public Health Agency/National
Public Health Service.

37.

We recommend funding for strengthening the Ministry of Health, and the Public Health
Agency (PHA)/National Public Health Service (NPHS) be put in two contingencies.
Whilst we recognise that funding is likely to be needed to bolster capability and
capacity in these entities, we have concerns about the lack of design work
underpinning the Budget bids and that further work is require to align work across
agencies. An upcoming March Cabinet Paper on public health provides an opportunity
to articulate the future public health operating model, including relative resourcing
needed across the NPHS, PHA and the future of Ministry’s COVID-19 directorates.
and broader sustainability issues

[33]

38.

[33]

Treasury supports funding to address critical price and volume pressures relating to air
and road ambulance. [33]

Other manifesto and Ministerial priorities

[33]

39.

The draft Treasury package includes a package of manifesto commitments and
Ministerial priorities that we have prioritised based on deliverability and value. As
discussed in paragraph 12, this is the key area that we would suggest scaling if you
wish to reduce the package but still demonstrating commitment to key reform shifts.

40.

The Vote Team’s bid assessments are set out in Annex C. Key areas to note include:
•

Mental health – whilst we fully support baselining funding for the Mana Ake
and Piki time-limited pilots, [33]

•

Combined Pharmaceuticals Budget (CPB) – The Treasury does not support
funding to increase the CPB given recent investments and higher needs across the
Health package. [37]

•

[33]
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Health Capital Envelope
41.

42.

is sought in Budget 2022 as a top-up to the Health Capital Envelope. The
Treasury is supportive of the overall quantum sought through Budget 2022, and notes
that this will likely cover primarily existing projects, cost escalations and contingencies
for future unknowns.

[33]

Budget 2022 Health Capital is being discussed at a Joint Ministers meeting on 7 March
2022 alongside advice on future settings for the health capital system. Treasury will
provide further advice ahead of this meeting.

Next steps
43.

You will receive advice on the overall Budget 2022 draft package, including options for
scaling the health package on Friday 11 February.

44.

The Treasury will continue to provide iterative advice on the Vote Health Budget 2022
package over the coming weeks to feed into Budget Ministers’ discussions. Annex E
includes key upcoming deliverables over the coming weeks. Key points to note include:

45.

•

Your communication of Budget planning assumptions with interim Health NZ and
the interim Māori Health Authority following this bilateral will be a key input into the
entities’ bottom up budgeting process and further Treasury advice on the
appropriate level of the rebase and cost pressure funding.

•

By the time of Budget Ministers 4 and 5 Meetings in March we expect to be in
a position to provide our near final advice on the rebase and cost pressures.
At this point the Treasury expects to have information from the initial Health NZ
bottom-up budget on the implications, trade-offs and risks of funding at the lower
end of the range provided in the Budget planning parameters to Health NZ. We
also expect to have briefed you on any changes or additions needed to the
proposed monitoring and accountability arrangements to ensure that risks to
financial outcomes in the new system are identified early and managed well.

•

Treasury’s advice on the Health Capital Envelope and capital settings for the
reformed system will be provided ahead of a Joint Ministers discussion on 7 March
2022.
Once Budget 2022 is settled it will be important to shift the focus quickly to Budget
2024 and setting up an approach that delivers an improved understanding of the
cost, value and choices for delivering health services. This presents an
enormous opportunity to realise some of the key benefits of health reform and an
early chance to test the Treasury’s vision for Public Finance modernisation.
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Annex A: Suggested agenda and points to raise
1.

Rebase and cost pressures
Supportive of communicating a range for core funding (rebase and cost pressures) to
interim entities following this meeting, but:

2.

•

expect work from internal Health NZ budget setting and the interim NZ Health Plan to
feed into final Government Budget decisions and provide confidence that Health NZ
will not run deficits,

•

as agreed at SWC it is important that the change to funding arrangements happens
once there is sufficient confidence in governance and accountability arrangements.
Upcoming deliverables on monitoring in the new system and the iNZHP will be
critical to providing this confidence.

•

need to understand how funding will be allocated across appropriations

•

need to understand how scale of the Health package in its totality can be
accommodated within total Budget 2022 allowances

COVID-19:
•

3.

Need a better understanding of the interface between business-as-usual and
COVID-19 funding. This includes what it is being spent on, to what extent is it being
built into cost structures, and what are the options and strategy for reducing costs
over time?

New investments:
•

What are Minister Little’s priorities for new investment?

•

What from the Treasury package could be reduced or deferred to Budget 2024 if the
Vote Health package needs to reduce?

•

What confidence does he have in deliverability of new investments particularly in
light of COVID-19 and workforce constraints?
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Annex B: Baseline Summary
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Annex C: Submitted initiatives
Department Sought ($000)

ID

Initiative

Average
annual
opex

Total opex

Treasury Recommended ($000)

Total capex

Average
annual
opex

Total opex

1,206,904

4,827,616

981,345

3,925,380

Total capex

Treasury Comment

Minister of Finance comments

REBASE AND COST PRESSURES SUBPACKAGE
13856

DHB Deficits Rebase

13981

Vote Health cost pressures
(2022/23 portion)

1,048,183

4,192,732

Vote Health cost pressures
(2023/24 portion)

865,671

3,462,684

14063

[33]

-

-

-

Support, noting quantum may yet move. Recommended funding includes impact of HYEFU inflation forecasts and
assumes current projected approach to the rebase [33]
). Scaling options are available by using a medium
term assumption rather than annualised, and by further reducing the residual growth factor, [33]
Further advice will continue to be provided to you on this
initiative.

-

Support, noting recommend quantum may yet move. To be charged against Budget 2023 operating allowance.
Consistent with Year 1 of this initiative (13981) , the recommended amounts are updated for HYEFU annualised
forecasts, and the current projected rebase [33]
and new initiatives at B22 of only $400 million. Scaling is
available by using medium term assumptions or by further reducing the residual growth factor. We will advise on
the parameters for sharing with interim entities in our bilateral briefing.
Please note only three years of funding are included in the forecast period, and the average operating is therefore
lower than the total in each of the three years.

[33]

Subpackage total

[33]

PRIMARY, COMMUNITY, POPULATION HEALTH AND WORKFORCE SUBPACKAGE
13860

Hauora Maori Commissioning

13863

Health workforce development

-

13864

Service integration for priority
cohorts

-

[33]

-

[33]

8,105

32,418

-

Support in full. This funds 3 areas of commissioning by the Maori Health Authority. “Transforming wai ora, mauri
ora and whanau ora” will fund outcome-focused services to be determined in consultation with Iwi-Maori
Partnership Boards. “Lifecourse interventions for Maori whanau” will fill specific service gaps for tamariki,
rangatahi, kaumatua, and Maori with chronic illness. “Matauranga Maori solutions for service delivery” will enable
innovative practices at Maori providers to be formally recognised, rewarded and shared, and will expand delivery of
existing whanau “healthcare literacy” programmes and rongoa Maori. Funding, evaluating and (if suitable) scaling
up innovative primary and population care by and for Maori is critical to learning new and better ways to address
inequities.

-

Support – scaled, with a partial contingency. The Treasury recommends funding the low package quantum
requested for primary and community care teams ($34m) and hauora Maori ($39m), as well as $3m from the
Pacific workforce component to support the implementation of the ‘Health reform: delivering equitable local health
services’ omnibus primary care initiative (13878/13860/13884). In addition, we recommend providing an arbitrarily
scaled amount of [33]
in contingency to be accessed for further workforce development initiatives, given a
lack of implementation detail in the bid. [33]
Drawdowns
on this contingency should demonstrate a clear link to areas of greatest workforce need in the health system.

-

Support - scaled. This initiative provides FTE support to enable existing health providers, including many small
NGOs lacking back-office capability or capacity, to reconfigure themselves into cohort-based networks in support of
Comprehensive Primary Care Teams (see 13878). This draws on the principles and builds on the success of the
Health Care Homes model. We propose this be funded in full in its first two years,
[33]
Fixed-term rather than
ongoing funding would probably be appropriate given the nature of the roles; [33]
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13865

Equity adjustments to
capitation

[33]

-

-

[33]

Do not support. While Treasury supports additional funding into the primary and community care sector,

[33]

In the meantime, significant funding is being targeted to providers and initiatives serving
more vulnerable populations, including through the Primary Care package of initiatives (#s 13878, 13864, 13860,
13875, 13876 & 13884). [33]

13875

Maori provider development

-

-

Support in full. This provides an uplift for an existing fund to support Maori providers [38]
This capability fund bridges the gap but has not been increased for five years despite
increasing demand and costs. It also provides funding to help Maori providers improve their digital and data
infrastructure and to prepare to engage in localities-based provision. This is critical to enabling small and innovative
Maori providers to compete with larger, more digitally capable providers in the new system, which is desirable to
ensure diversity of service delivery.

13876

Pacific provider development

-

-

Support in full. This provides an uplift for an existing fund to support Pacific providers [38]
This capability fund bridges the gap but has not been increased for five years despite
increasing demand and costs. It also provides funding to help Pacific providers improve their digital and data
infrastructure and to prepare to engage in localities-based provision. This is critical to enabling small and innovative
Pacific providers to compete with larger, more digitally capable providers in the new system, which is desirable to
ensure diversity of service delivery. It also funds expertise in Pacific healthcare commissioning in Health NZ.

13878

Comprehensive primary care
teams

-

-

Support - scaled. Following on from prototypes funded at Budget 2021 and being implemented shortly, this
initiative funds the first big tranche of the proposed new model for primary care delivery at the heart of the reformed
localities-based health system. It draws on the principles and builds on the success of the Health Care Homes
model. The bid strikes a good balance between ambition and deliverability in terms of its proposed scale, timing
and workforce composition. We propose this be funded in full in its first two years, with scaling beyond that.
[33]

13884

13963

13972

Addressing the burden of
diabetes for Pacific
communities

-

-

Support in full. This initiative funds a diabetes prevention and management programme in South Auckland.
Diabetes is a major contributor to the health and longevity gap between Pacific and other New Zealanders, and
also drives high public health costs. This initiative if successful will represent a good value-for-money preventative
investment. The bid includes funding for continuous improvement and evaluation so that effectiveness is tested
early and lessons learned to inform ongoing design.

the Well Child
Tamariki Ora (WCTO)
Enhanced Support Pilots

-

-

Support in full, [33]
($6.150m) can be appropriated at Budget 2022,

Funding to stabilise and
Well Child Tamariki
[33]
Ora (WCTO)

-

[33]

-

Support – scaled, in contingency. Investment in redesigning Well Child Tamariki Ora (WCTO) is needed to address
the WCTO review and previous reviews of early years services. However, there is insufficient information in this
initiative to be confident that it will deliver the best mix of investments (i.e. price increases compared with extra
services) and cost modelling is incomplete. Therefore, funding for this initiative should be held in contingency,
[33]

[33]
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Continuation of existing Enhanced Support Pilots (ESPs)
[33]

[33]

13985

Implementing the Smokefree
2025 Action Plan

-

[33]

8,250

33,000

31,329

125,315

16,050

64,200

-

Support - scaled, in contingency. This bid, which is part of the Minister of Health’s ‘high’ package, comprises two
separate initiatives. We recommend funding implementation of the Smokefree Aotearoa 2025 Action Plan in
contingency, with drawdown conditional on the passage of related legislation and Cabinet agreement to a
regulation and compliance regime. [33]

-

Support in full, subject to reporting to joint Ministers in two areas: programme governance arrangements, including
arrangements for technical quality assurance; and alignment between this initiative and other public health data
and digital investment, specifically for the National Public Health Service (see initiative 14236). [33]

[33]

Subpackage total

[33]

DATA AND DIGITAL SUBPACKAGE
13983

13994

Establishment of Population
Health & Disease
Management Digital
Capability

Southern Health System
Digital Programme

31,329

125,315

16,050

64,200

161,300

Support in full, in contingency. This initiative is closely linked to the New Dunedin Hospital programme and is
needed to achieve the full benefits of that investment. Holding funding for this initiative in contingency, pending
Ministers’ approval of a Detailed Business Case, will enable further planning work to be completed.

161,300

[33]

14023

14236

Implementing the Cyber
security roadmap
Establishing the National
Public Health Service – digital
and data infrastructure

24,200

96,800

2,700

10,800

23,000

92,000

-

-

2,700

10,800

-

Do not support. Cabinet has already agreed to implement and fund this initiative from the Data and Digital
Infrastructure and Capability – Enabling Health System Transformation contingency established in Budget 2021
(SWC-21-MIN-0158).

-

Support in full, in contingency, subject to evidence of investment readiness and consideration of alignment with
other public health data and digital investment (specifically, for the COVID-19 response – see initiative 13983).
This initiative would meet the immediate data and digital needs of the National Public Health Service by funding an
interim common digital platform and an interim solution for aggregating primary care data. Lessons from these
interim solutions should inform consideration of longer-term data and digital requirements for public health.

[33]

14262

Critical Data and Digital
Foundations

[33]

100,000

[33]

Subpackage total

[33]
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Support at a higher level of operating funding than sought in the original bid. A digitally enabled health system is
essential for health system reform. Additional funding is needed, but the priorities are not yet well understood as
the system operating model is still evolving. A tagged contingency, similar to the approach taken at Budget 2021,
would enable funding to be accessed as these priorities become clearer. We envisage the contingency would
cover both foundational investment and prototyping of digital models of care to improve equity and health
outcomes. It would not cover data and digital capability for public health and the COVID-19 response, which we
recommend be funded separately.

ENTITY ESTABLISHMENT SUBPACKAGE
13857

13858

Iwi-Maori Partnership Boards

Health reform Consumer/whanau Voice
Framework

13869

Establishing the National
Public Health Service

13872

Strengthening the Ministry of
Health in its continuing role as
chief steward of the health
and disability system

13977

5,023

20,090

2,208

8,830

5,023

20,090

2,208

8,830

-

[33]

4,000

Establishing new Public
Health Agency

[33]

Subpackage total

[33]

16,000

4,000

-

Support in full. This initiative will provide the staff needed to support Iwi-Maori Partnership Boards to fulfil their
functions in the new system, across data analytics, policy analysis and whanau engagement. Without this funding,
Iwi-Maori Partnership Boards will not have the support to undertake these functions and therefore strengthen the
understanding and response of the health system to the health needs, aspirations and priorities of local Maori
communities.

-

Support in full. This initiative provides continued funding for HQSC to develop and support the health system to use
consumer and whanau voices in the design, delivery, and evaluation of health services. It is a critical enabler of
health reform and we are confident in the deliverability. The majority of the work is already underway with funding
received in Budget 21 but will require ongoing funding in 22/23 in order to continue.

-

Support in full, in contingency. This initiative provides funding to establish a National Public Health Service (NPHS)
within Health New Zealand, manage and support the change and transition to the NPHS, and new capability and
capacity to enable NPHS to undertake its new role. We recommend holding this funding in a combined Public
Health contingency alongside the Public Health Agency initiative seeing as the operating model is not yet
confirmed and it is not clear what capability/resourcing is required across the NPHS, the Public Health Agency and
the Ministry of Health’s COVID-19 directorate.

-

Support in full, in contingency. We support the objective of strengthening the Ministry of Health and increasing
salaries to a competitive level, however it is unclear what roles the $4 million per year will be spent on and how it
will contribute to a stronger Ministry. We recommend holding this funding in contingency until the future operating
model and functions of the Ministry are confirmed and the Ministry can provide more information about how the
funding will be allocated. This funding could potentially be used to create/design a long-term change management
programme for a stronger Ministry, rather than using it directly for pay increases.

-

Support - scaled, in contingency. This initiative will fund capacity and capability building of the new Public Health
Agency (PHA). We recommend holding this funding in a combined Public Health contingency alongside the
National Public Health Service initiative seeing as the operating model is not yet confirmed and it is not clear what
capability/resourcing is required across the NPHS, the Public Health Agency and the Ministry of Health’s COVID19 directorate.

-

Support - scaled. Additional funding is required to address demand and cost pressures on current services while
implementing a simulation based funding and performance model. Funding increases for the first two years only
(with the funding track remaining at the level of year 2). This will allow any additional funding post-2024 to be
considered in the context of a wider ambulance strategy and sustainable operating model, aligned with Health NZ's
Health Plan as part of Budget 2024.

-

Support in full. Additional funding is required to address demand and cost pressures on current services. Any
additional funding post-2024 should be considered in the context of a wider ambulance strategy and the
Aeromedical Commissioning Programme, and aligned with Health NZ's Health Plan as part of Budget 2024.

16,000

[33]

PROVIDER SUSTAINABILITY SUBPACKAGE
[33]

13999

14001

Emergency Road Ambulance
Services – cost pressures

Emergency Air Ambulance
Services – cost pressures

Subpackage total

-

[33]

41,515

166,060

22,678

90,712

64,193

256,772

22,678

90,712

[33]
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MENTAL HEALTH SUBPACKAGE
13960

Continuing and expanding
integrated mental wellbeing
support for primary and
intermediate school-aged
children

13970

extending
[33]
the reach of specialist mental
health and addiction services

Support – scaled. The scaled version of this initiative would baseline service delivery of Mana Ake – Stronger for
Tomorrow in Canterbury and Kaikoura and enable the rollout of services in five areas where co-design work has
already occurred. [33]

[33]

-

[33]

-

-

-

Defer. Existing capacity constraints in the mental health workforce add significant delivery risk to the service
provision component of this initiative. Further, as the recommended Vote Health cost pressure uplift is significantly
more than the 2% per annum assumed in this initiative, ringfenced funding for mental health and addiction services
will experience a meaningful boost without allocating explicit funding.
[33]

13996

Continuing Piki, integrated
primary mental health and
addiction supports for young
people in the Greater
Wellington area

Subpackage total

3,063

12,250

3,063

-

Support in full. This initiative baselines a pilot mental health initiative which has been through evaluation and
supports the government’s mental wellbeing objectives. An extension of the initial pilot through to December 2022
was funded through reprioritisation of other Budget 2019 mental health funding which will be required from January
2023 for delivery of the Expanding Access and Choice Initiative. Therefore, additional funding is needed in Budget
2022 for the Piki initiative to continue.

Defer. Pharmac received an additional $200 million for the CPB as part of Budget 2021 and this satisfied the
manifesto commitment. Given recent investment, it is not clear that this bid should be prioritised against other
initiatives this year and there are outstanding questions about how medicines should be funded in the new health
system – either through the cost pressure uplift or through a separate formula specifically for medicines. Ministers
should consider these options, as well as the recommendations from the final Pharmac review report which is
expected to be released in late February, before allocating additional funding for the CPB.

12,250

[33]

PHARMACEUTICALS SUBPACKAGE
14007

Increase in the Combined
Pharmaceutical Budget

47,750

191,000

Subpackage total

47,750

191,000

546

2,182

629

2,516

Neonatal Retinopathy
Screening

1,749

6,996

Extending School Based
Health Services

[33]

-

-

-

-

-

-

-

-

OTHER SUBPACKAGE
13885

13886

13964
13965

Improving access to primary
health care services for
transgender people

Introducing a rights-based
approach to health care for
intersex children and young
people

546

2,182

629

2,516

-

-

-

-

3,137

12,548

-

Support in full. This initiative, submitted in the Minister of Health’s ‘high’ package, will support up to eight
community health providers to deliver gender-affirming services to approximately 200 transgender patients over
four years, and the updating and development of guidelines and workforce training to improve health services for
transgender people. Provider capacity and workforce capability have been considered as implementation
challenges, but the Ministry has identified particular individuals and providers in the sector who will be suitable to
deliver this initiative as a mitigating measure.

-

Support in full. This initiative, submitted in the Minister of Health’s ‘high’ package, will fund the development of
clinical guidelines, workforce training and resources to support intersex children and young people and their
whanau in their interactions with the health system to protect their rights and prevent unnecessary medical
interventions. Availability of expertise and uptake from clinicians have been considered as implementation
challenges. The Ministry of Health has identified working flexibly around the availability of key experts in the
development of guidelines and engagement with professional bodies to build support and buy-in as mitigating
measures.

-

Defer. A stocktake of national need for this service has not been completed. This initiative is part of the Minister of
Health’s ‘high’ package.

-

Support - scaled. [33]
This will meet the larger than expected costs of the rollout to
decile 5, while also expanding SBHS to Activity Centres and intensifying services in Kura Kaupapa. This targeted
expansion is expected to produce significant gains in youth mental and physical health through early intervention.
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13966

Initiatives to support the
implementation of the
Dementia Mate Wareware
Action Plan

[33]

-

[33]

-

-

-

-

Defer. [33]
it is not clear how outreach and innovative respite
services would be developed and delivered successfully. Work is underway to scope (by 31 March) what is
needed to deliver on the Action Plan and to identify where dementia/mate wareware supports could be improved
within existing funding, which may help guide future funding priorities. This bid is part of the Minister of Health’s
‘high’ package.

-

Support – scaled. This bid addresses a legislative change in 2020 which exposes the government to legal risk for
maintaining paid family care policies which discriminate on the grounds of family status or level of support need.
The cost estimates are very uncertain, so we recommend a scaled option of roughly 70%, and note the need to
manage the risk and uncertainty in costs. As this is a new demand-driven entitlement, delaying implementation is
unlikely to increase certainty of the cost estimates.

-

Support in full, in contingency. Extending bowel cancer screening to Maori and Pacific peoples aged 50-59 is likely
to produce significant public and private value through early identification and treatment. Maori and Pacific peoples
experience approximately twice the relative risk of developing bowel cancers when aged 50-59, making age
extension compelling from an equity perspective.

[33]

14022

14026

Allowing payment to family
members for support services

National Bowel Screening
Programme – Age extension

27,750

111,000

9,035

36,141

9,035

36,141

Drawdown for a full national rollout would be contingent on the findings of an evaluative implementation to test
alternative service delivery models designed to reach a 60% participation rate. This approach would manage the
risk of additional costs arising from a more intensive delivery model.
[33]

14240

Meeting the demand for organ
donation and transplantation

3,500

14,000

3,500

14,000

Support in full. Improving New Zealand’s rate of deceased organ donation would generate proven savings,
particularly through reduced reliance on dialysis. Continued support for FTE in ICUs to support donation alongside
implementation of the 2017 National Strategy for increasing deceased organ donation is likely to produce
meaningful donation growth. The success of similar programmes in Australia and the United Kingdom affirms the
viability and deliverability of this approach.
Increased deceased donation would have a significant impact on Maori and Pacific peoples. While accounting for
over 60% of dialysis recipients Maori and Pacific patients are respectively 3.5 and 4 times less likely to receive a
kidney transplant compared to the general population.

Subpackage total

[33]

T2021/3170 Budget 2022 Health Bilateral: Emerging Health Transitional Package

Page 22

INFRASTRUCTURE SUBPACKAGE
13991

Capital for Sector
Infrastructure

Subpackage total

-

- [33]

-

-

-

-

-

-

[33]

[33]

PACKAGE TOTAL

T2021/3170 Budget 2022 Health Bilateral: Emerging Health Transitional Package

Page 23

Support in full, subject to approval of investments by joint Ministers or Health New Zealand, noting that future
delegations are yet to be decided. The Ministry of Health is reporting over
of cost risks on existing
[33]
projects, including Whangarei Hospital. In addition, we recommend earmarking around [33]
for the Nelson
Hospital redevelopment, noting that costs are provisional as this project is still in its planning stages, and a Detailed
Business Case is expected in the current financial year. The proposed envelope would support these current
investments and existing commitments to proceed, while providing contingency for as yet-unknown risks that may
arise over the next two years. It should also enable some new investment in small, high-priority capital projects.

[40]
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[40]
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Annex E: Key upcoming deliverables on health

Policy, budget and accountability settings
Month
Budget
Health bilateral
(14 Feb)
Feb

Budget planning
parameters
provided to interim
entities (post
bilateral)
Budget Ministers
discussions
(ongoing)
Public Health
Cabinet Paper

March

COVID-19
funding omnibus
Cabinet paper
Proposed
appropriation
splits due (16
March)

Governance &
accountability
settings

Capital
settings

TU/MoH advice
on governance &
accountability
settings (mid and
late Feb)

Consultation with
Boards on draft
iGPS

Internal budgets

Entity
accountability
documents –
iNZHP, SPE

Bottom up
budgets from
districts (11 Feb)

Revised draft
iGPS to minister
Little

Treasury advice
on completeness
of governance &
accountability
settings (8
March)

Entity planning and accountability

Capital JMs –
capital settings
and Budget
2022 (7 March)
Capital
settings Cab
Paper (end Mar)

[33]

First draft HNZ
Budget to Board
(11 March)

Cabinet
decisions on
Budget (mid April)
Budget production
period incl.
Estimates
production
April

Updated Budget
planning
parameters
provided to interim
entities (post
Budget
Ministers/Cabinet
decisions)

May

Budget day

[33]

[33]

June
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