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Briefing Note: Update on Budget Process and Inflation Pressures 

To: Hon Chris Hipkins, Minister of Education 

Date: 04 February 2022 Priority: Medium 

Security Level: In Confidence METIS No: 1281041 

Drafter: Duncan Wilson DDI: +64 446 31558 

Key Contact: John Brooker DDI: +64 446 30912 

Messaging seen by 
Communications team: 

No Round Robin: No 

Purpose of Report 

The purpose of this paper is to update you on the Budget Process, in particular the implications 
that current inflationary pressures have on the Budget package.  

Background  

1. You submitted a provisional education Budget 2022 package of approximately  
OPEX to the Minister of Finance on 10 December. 

2. When the Minister of Finance invited you to submit a  package, he said that 
the final allocation for the Education portfolio in Budget 2022 will very likely be less 
than  So, as is usual at this stage of the Budget process, the Minister of 
Finance is likely to indicate to you at the upcoming Budget bilateral that further scaling 
is needed.  

3. The provisional education package included 2% cost adjustments for ECE, Schooling 
and Tertiary funding based on assumed inflation forecasts at that time. The most 
recent forecasts predict inflation will be 3.4% for the relevant calendar year. This 
means the current cost adjustment initiatives are unlikely to fully cover the increased 
costs of services that providers will face. 

4. In addition, the sector is likely facing additional costs of delivery due to the COVID-19 
guidelines and working environment. Some of these costs have already been met by 
Cabinet or will be met through Budget decisions. We are advised that the CRRF is no 
longer an option to meet these kinds of costs which mean using in-year underspends 
or Budget 2022 remain the only option to address any further COVID-19 sector costs 
that may emerge as a result of the current Omicron outbreak. 
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Inflationary Pressures 

5. Treasury Half-Year Economic Fiscal Update (HYEFU) inflation projections released on 
15 December predict average inflation for the year ended June 2023 to be 3.4%. This 
is the quarter we have used since Budget 2018 to make annual adjustments to sector 
funding rates.  

6. The 3.4% forecast is significantly higher than the 2% cost adjustments in the 
provisional education Budget 2022 package. These initiatives as they stand are 
therefore unlikely to cover the increased costs facing providers, although the costs 
facing individual providers will vary. It would also be noticeably out of step with the 
annual adjustment process as communicated to the sector in previous Budgets.  

7. While the cost adjustments are the initiatives most directly impacted by the inflation 
rate, higher forecast inflation would also have smaller effects on additional bids (eg, 
Tuli scholarships,  

 

  
 

  
 
 

 

  
 
 

 

  
 
 
 

 

9. While a higher cost adjustment would bring additional benefits to learners and 
providers, absorbing this into the education package would be very challenging. It 
would require not funding or deferring some significant initiatives, as further scaling 
alone is unlikely to create enough headroom for a 3.4% annual cost adjustment. We 
would like to discuss your preferred approach to managing this risk and comfort level, 
if any, with a lower than CPI increase.  

10. Further, as noted above, it is likely the Minister of Finance will seek a  reduction 
in the provisional education package which would represent  of further 
reductions required. This would exacerbate the impact of trying to absorb a higher CPI 
increase into the education package.  

Additional activities for providers 

11. The COVID-19 guidelines and working environment mean there are a number of 
additional activities that providers must undertake to ensure they are maintaining a 
safe learning environment for learners and employees. There is also an impact on 
provider and school revenue, particularly in the early learning sector. 

12. Some of these costs we are already aware of, and plans are in place to deliver 
sufficient funding to providers (eg, mask requirements in schools, increased relief 
teacher usage, additional Te Kura places). However, there are likely to be additional 
issues that emerge as the COVID-19 environment evolves. For example, funding 
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sustainability of early learning services, increased use of digital learning environments, 
and additional funding to support distance education.  

13. We are putting a process in place to try and identify such emerging issues and costs 
as they arise.  

14. We are advised that seeking funding from the CRRF is no longer an option to meet 
direct COVID-19 related costs such as this. This leaves us with two possible sources 
to meet the cost of these emerging requirements, current Vote Education baseline 
funding or a pre-commitment against Budget 2022.  

15. The Primary and Secondary Education MCA is currently oversubscribed (this will be 
resolved through MBU), and there is considerable uncertainty as to what underspends 
may crystallize. Repurposing underspends outside of the Primary and Secondary 
Education MCA, may require Cabinet approval to shift the funding.  

16. Likewise, as set out above, Budget 2022 education package is also fully subscribed. 
Meeting any additional COVID-19 related costs will therefore require trade-offs across 
the education system.  

17. With this context in mind our proposed approach going forward is to use a mix of both 
these funding sources, that is: 

• the Ministry will continue reviewing existing baselines to identify underspends to 
meet the sector costs arising from COVID-19. This would be done on a month by 
month basis, and so underspends would only emerge gradually. Given the Primary 
and Secondary Education MCA is currently oversubscribed, this is likely to involve 
repurposing underspends outside of this appropriation and may require Cabinet 
approval. Using underspends is therefore more useful for costs that are known but 
where the funding is not required urgently. 

• Using pre-commitments to seek funding through the Budget 2022. These would 
need to be modest given the size of the current education package and would be 
most effective for activities where funding certainty is needed sooner, for example, 
funding for the provision of masks to teaching staff and some students. 

18. While this process will identify funding sources where available, these funding sources 
are unlikely to be sufficient to cover all possible COVID-19 related costs. As such, we 
will still need to prioritise the competing demands for funding that arise. 

Proactive Release 

a. do not proactively release this Education Report at this time because the information 
contained within it is Budget sensitive. 

Agree  Disagree. 
 
 
 
 
 
 
 
 
John Brooker Hon Chris Hipkins 
Group Manager Minister of Education 
Te Puna Kaupapahere 
 
04/02/2022 __/__/____ 9   2   2022
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