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Vote Health Budget 2018 package scenarios  

To: Hon Dr David Clark, Minister of Health 

Purpose 
This report provides you with advice on three Budget 2018 Vote Health package scenarios for your 
consideration. These scenarios are intended to demonstrate the range of options you have for the size 
and focus of the operating component of the Budget 2018 package, and the implications in terms of the 
number of initiatives funded, and the timing, phasing and scope of these initiatives. 

Key points 
• We have developed three Budget 2018 package scenarios that are intended to be a starting point for 

discussion with you:  
o Option 1:~$1 billion total for Budget 2018 (recommended) 
o Option 2:~$1.2 billion total for Budget 2018, and 
o Option 3:~$900 million total for Budget 2018. 

• The number of initiatives, and the timing, phasing and scope of the initiatives, varies under each 
Budget 2018 package scenario.  A spreadsheet comparing the three Budget 2018 package scenarios 
(Attachment A) is attached.  

• These scenarios are based on a large Budget 2018 package, followed by smaller subsequent 
budgets. Staying within the $8 billion funding commitment over four years will require trade-offs, 
phased delivery of some of the Government’s commitments, and reprioritisation savings within the 
managed national services and District Health Board (DHB) devolved funding.  

• The single largest initiative, comprising over 50 percent of the total quantum of each Budget 2018 
package scenario, is funding for DHB cost pressures. The decisions you and your colleagues make 
on this issue will have the greatest outturn implications over four years. You and the Minister of 
Finance have been provided with a joint briefing from the Ministry of Health and the Treasury seeking 
a decision on whether to commit to an early funding signal for DHBs for 2018/19 planning purposes 
(refer HR 20171681, which is provided concurrently with this briefing). 

• The Treasury requires all Budget 2018 cost pressure initiatives to be submitted by 8 December 2017. 
We would welcome the opportunity to engage with you about these cost pressures, ahead of 
submitting this information to the Treasury.  

• In line with Cabinet direction [CAB-17-MIN-0506 refers], we have commenced discussions with the 
Treasury and are working to identify opportunities to reprioritise baselines. We will brief you 
separately on a proposed approach to reprioritisation. 

• We will also provide you with separate advice on the DHB capital pipeline and immediate capital 
pressures next week, along with the implications for Budget 2018. 
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Recommendations 

The Ministry recommends that you: 

a) Agree to discuss the three scenarios we have developed for the operating 
component of the Budget 2018 package. 

Yes / No 

b) Note that you and the Minister of Finance have been provided with a joint briefing 
from the Ministry of Health and the Treasury seeking a decision from Ministers 
about whether to provide an early funding signal to DHBs for 2018/19 (refer 
HR 20171681). 

 

c) Note that if Ministers agree to provide an early funding signal to DHBs (Option 2 in 
the joint briefing HR 20171681), then the next step would be for you to seek 
Cabinet agreement to the new DHB allocation for 2018/19. 

 

d) Indicate, if you and the Minister of Finance agree to send an early funding signal 
to DHBs (Option 2 in the joint briefing HR 20171681), which of the following 
working allocations for DHBs for 2018/19 you wish to seek Cabinet agreement to: 

 

 i) $581 million (recommended), which would fund the estimated cost pressure 
for DHBs, or 

Yes / No 

 ii) $645 million, which would fund the estimated cost pressure for DHBs and 
allow an additional 0.5 percent adjustment for the cost of technology, or 

Yes / No 

 iii) $549 million, which would require DHBs to make a small (0.25 percent) 
efficiency saving. 

Yes / No 

 

Hamiora Bowkett 
Chief Strategy and Policy Officer 

Jill Lane 
Director, Service Commissioning 

Stephen O’Keefe 
Chief Financial Officer 

 

 
 
 
 
 
 
Minister’s signature: 
Date: 
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10. Staying within the $8 billion funding commitment over four years will require trade-offs, phased 
delivery of some of the Government’s commitments, and reprioritisation savings within the 
managed national services and DHB devolved funding. There may also be potential material 
savings that PHARMAC could deliver in respect of spending on medical devices.    

11. A large Budget 2018 would leave very little for new initiatives in subsequent budgets unless 
significant reprioritisation or material savings can be identified. 

DHB funding allocation for 2018/19 
12. DHB financial positions are complex. Their bottom lines are the result of operating decisions made 

throughout the financial year, affected by many factors, including collective negotiations, local 
decisions, seasonal impacts, and non-cash costs from capital investments. Underfunding DHBs is 
likely to result in deficits and impacts on services, while overfunding DHBs is likely to result in costs 
increasing ahead of the rest of the economy. Determining the appropriate amount of funding is 
about finding a balance between these points. 

13. DHBs require an annual increase to their funding to maintain access to existing services. This is 
allocated by the Government against the annual operating allowance in the Budget. The table 
below sets out the new DHB funding allocations from Budget 2009 to Budget 2017. At the time 
each of these funding allocations was determined, there was an expectation that DHBs would 
make an efficiency saving of approximately 1 percent.   

New DHB funding allocations (Budget 2009 to 2017) 

Budget 
2009 

($million) 

Budget 
2010 

($million) 

Budget 
2011 

($million) 

Budget 
2012 

($million) 

Budget 
2013 

($million) 

Budget 
2014 

($million) 

Budget 
2015 

($million) 

Budget 
2016 

($million) 

Budget 
2017 

($million) 

$440 $350 $350 $320 $250 $275 $300 $400 $439 

Quantum of new funding allocation for 2018/19 

14. If DHBs do not receive sufficient new funding then their overall capacity in 2018/19 will be 
somewhat diminished.  They would make efficiencies, but these would likely not be sufficient to 
absorb the full effect of cost increases from inflation and already agreed remuneration increases. 

15. To meet the balance of the pressures facing them, DHBs would need to prioritise the services they 
delivered. Some costs, such as the cost of the enrolled population in primary care and acute 
medical costs (eg, from serious accidents) are effectively unavoidable, so they would be prioritised.  
Avoidable costs, such as elective care, some emergency department attendances, and some 
inpatient and outpatient care would be deferred as a result (leading to unmet health need in the 
population).  Net financial positions would also likely worsen. 

16. The Ministry’s view is that a new funding allocation of between $581 million and $645 million would 
appropriately fund DHBs for their 2018/19 pressures, allowing them to maintain current service 
levels for New Zealanders.  Options are provided in the table below with adjustment options noted.  
The options have been determined based on estimates of health system demand and global 
estimates of cost inflation for the entire economy.  Detail of the methodology used to calculate 
estimated cost pressures on DHBs is set out in Appendix 1.   

Options for new DHB funding allocation for 2018/19 in Budget 2018 

Quantum 
(millions) 

Adjustment 

$549 0.25% efficiency 

$581 No adjustments 

$645 0.5% uplift for technology 

17. We can provide additional options modelled on higher efficiencies, if required.  
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d. The pressure reflects expected changes in service delivery across personal health services, 
health of older people services (including aged care), and mental health services. This 
includes additional enrolments in primary care and the delivery of additional medical and 
surgical services. 

4. 97 percent of DHB funding is allocated based on population share. 

Wage pressures for Budget 2018 
5. Remuneration or wage pressures were calculated based on the following assumptions:  

a. 65 percent of DHB expenses relate to remunerating staff. This reflects DHB personnel vs 
non-personnel expenses (excluding external provider costs) and is used as a proxy for DHB 
funded community providers (eg, aged care and primary care). 

b. Remuneration costs will increase, in line with the rest of the population, at 2.40 percent, 
which is the annual labour cost increase forecast by the Reserve Bank for the 2018/19 year.4 

c. This is higher than the typical bargaining parameters of 1.8 percent for recent collective 
agreement settlements. It reflects current expectations and the likelihood of there being 
additional costs in settlement currently under negotiation (eg, changes to terms as well as to 
base remuneration). 

Price pressures for Budget 2018 
6. Price pressures were calculated based on the assumption that the 35 percent of DHB costs not 

related to remuneration face some form of inflationary pressure. The Ministry used the Treasury’s 
Pre Election Fiscal and Economic Update (PREFU) estimate that consumer prices will increase by 
1.9 percent for 2018/19. 

Efficiencies or savings 
7. No specific efficiency dividend or savings expectation is included in this calculation. Prior to 

2009/10, a 0.5 percent pressure from technology costs and a 0.5 percent efficiency adjustor would 
have been included in the calculations. From 2009/10, efficiencies of around 1 percent of DHB 
appropriations (around $127 million) would likely have been expected. 

8. The Ministry considers that applying an efficiency dividend of around 0.25 percent would not be 
unreasonable. Any efficiency higher than 0.5 percent would likely be challenging for DHBs. 

Using “global estimates” of national pressures 
9. Given full funding for the estimated pressure, except in exceptional circumstances, we would not 

anticipate the Government having to provide additional funding to DHBs for other specific 
pressures. 

10. This is because the Ministry’s model uses estimates of pressures effecting the whole economy to 
estimate health sector pressures (eg, the CPI and Labour Cost increase). We anticipate that some 
cost pressures may be greater than the general pressure (eg, the hospice sector has indicated 
significant demand for palliative care), while other may be less (for example, pressures on the 
Combined Pharmaceuticals Budget will be managed within baseline funding by PHARMAC), there 
will be pressures that we have not factored into our model, and that there will be opportunities for 
DHBs to make trade-offs, savings, and efficiencies as part of their normal operations. 
 
  

                                                
4 June years provided by the Reserve Bank based on the figures provided in their Monetary Policy Statement for November 

2017. 
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Annex 2: DHB financial information 
1. This annex provides contextual financial information on the DHBs to support a decision on the 

possible quantum of funding allocated through Budget 2018. 
 
  $millions 

DHB Appropriation 
(2018/19) 

Full year plan (net 
position 2017/18) 

Draft new 
allocation 
(2018/19) 

Draft allocation as 
% of base 

appropriation 
Auckland 1,251 - +72.3 +5.8% 
Bay of Plenty 695 -2.7 +33.4 +4.8% 
Canterbury 1,380 -53.6 +49.5 +3.6% 
Capital & Coast 735 -21.0 +33.8 +4.6% 
Counties Manukau 1,373 -20.0 +70.4 +5.1% 
Hawkes Bay 482 +1.5 +17.3 +3.6% 
Hutt 385 -2.1 +14.0 +3.6% 
Lakes 314 -3.8 +12.9 +4.1% 
MidCentral 494 -3.8 +19.9 +4.0% 
Nelson Marlborough 418 +3.5 +21.6 +5.2% 
Northland 565 -5.2 +35.7 +6.3% 
South Canterbury 177 +0.0 +5.4 +3.1% 
Southern 847 -14.0 +34.4 +4.1% 
Tairawhiti 161 - +5.3 +3.3% 
Taranaki 336 -2.0 +11.0 +3.3% 
Waikato 1,140 -10.0 +53.1 +4.7% 
Wairarapa 135 -3.2 +5.5 +4.1% 
Waitematā 1,466 - +74.9 +5.1% 
West Coast 130 -2.0 +3.2 +2.5% 
Whanganui 219 -1.9 +7.4 +3.4% 
Total DHBs 12,702 -140.3 +581.0 +4.6% 

Notes:  
• The appropriation is as at the 2017 October Baseline Update. There may be some changes to the 

appropriations through the 2018 March Baseline Update. 

• The full year positions for 2017/18 are provisional, as the financial year is not yet complete. 

• The draft allocations for Budget 2018 are indicative and depend on assumptions made about the 
start point, top slices, transitional funding and funding minimums (2.24 percent) and maximums 
(6.38 percent). These assumptions are subject to Ministerial approval, internal review by the Ministry 
of Health, and may change. 

• The Ministry of Health will provide further advice on the split of the new funding by DHB through the 
Budget and funding and planning process. 

 
END. 




