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5 March 2010  

Treasury Report: A Savings Target for Core Government 
Administration 

Executive Summary 

Context 
This paper seeks your in principle agreement to the introduction of a savings target for core 
government administration expenditure of 2% per annum for three years from Budget 2011. 
Recent discussions about changes to the funding responsibility for SSRSS and KiwiSaver 
employer contributions and departments absorbing the impacts of potential increases to 
capital charge and Government Superannuation Fund (GSF) reimbursement rates has 
prompted questions about the optimal way to drive savings and efficiencies from core public 
sector expenditure.  
 
Proposal 
If Ministers have a desire to drive faster than simply maintaining flat nominal baselines, 
Treasury recommends adopting an across the board savings target which would generate 
cashable savings of 2% a year for 3 years from Budget 2011. A 2% savings would generate 
approximately $200 million in savings. Savings should: 

• Apply to core activity, including policy advice, regulatory activity, monitoring, purchase 
functions and back office and corporate overheads. (We consider introducing such a 
target for Budget 2010 would be counter-productive at this late stage.) 

• Be cash-releasing (i.e.  Ministers could assign savings to other spending priorities, 
potentially across votes). Cost avoidance (e.g. absorbing IR pressures) would not 
count.  

• Be derived from cutting administrative costs, not programmes. However, savings of this 
level will likely require staff reductions of between 750 and 1500 FTES per annum and 
will have a consequential impact on the quality and level of departmental outputs.   

 
Rationale 
Treasury regards this approach as preferable to ad hoc consideration of policy options or 
savings proposals as it provides greater incentives for Ministers to identify savings and 
greater certainty for Chief Executives to plan effectively for reductions. This will mean that 
Cabinet will not be able to ask departments to absorb costs over and above the 2%. There is 
likely to be resistance to a savings target from Vote Ministers and Chief Executives. 
However, the target is intended to complement measures to provide agencies with greater 
freedom to manage pressures such as those proposed by the Senior Executives Group. 
Based on past experience, success will likely require strong Ministerial support and Chief 
Executive buy-in over several years.  
 
Applying a 2%, 2%, 2% savings target across all departments                             
without reference to their individual circumstances is a crude approach. However, a more 
sophisticated approach of setting individual departmental targets is not recommended as: 

• Central agencies do not have the information to derive individual (or more informed 
general) targets and we don’t expect the BAPs to provide this level of detail. 

• Individual targets risk shifting the burden of proof and focus onto re-litigation of the 
targets rather than delivery of efficiencies. 

 
However, there remains significant uncertainty about different departments’ ability to achieve 
ongoing baseline reductions on top of the inflationary and wage pressures they are 
managing (altogether, managing inflation pressure of about 2% and the savings target will be 

[2]
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equivalent to about 4% real per annum). Therefore, a safeguard of establishing an 
Expenditure Control Committee (ECC) appeals process is recommended for departments 
which assert they are not able to make further efficiency gains. This should include the 
requirement to complete a detailed review (including external assessment) as an 
appropriately high hurdle for reconsideration of the default 2% per annum target.    
 
Savings and efficiencies can also be advanced through cross-cutting functional reviews 
(such as the admin and support project) or the establishment of taskforces by ECC. The 
coordination between internal department strategies and cooperative processes will need to 
be monitored, but there is no reason the processes cannot be mutually reinforcing. For 
example, the Benchmarking Administration and Support Services project will deliver initial 
findings in mid-2010, setting the scene and hopefully offering some quick wins to assist Chief 
Executives with their Budget 2011 target.   
 
Next Steps 
If you support the savings target approach, Treasury will report back to you with 
implementation options (including definitions of core government, review process 
recommendations and ways to manage the integration with other processes) by the end of 
March. This could then inform a late April Cabinet paper alongside the fiscal strategy paper. 
We could also provide you with talking points to raise at Cabinet on 16 March alongside 
discussion of your ‘toolkits’ paper. 

Recommended Action 

We recommend that you: 
 
a agree in principle to a universal savings target of 2% cashable savings per annum for 

core government administration expenditure for Budgets 2011, 2012, and 2013;  
 
agree/disagree 
 

b note that there will likely be resistance by Ministers and Chief Executives to this 
proposal and it is intended to complement measures to provide agencies with greater 
freedom to manage pressures such as those proposed by the Senior Executives 
Group; 

 

c note that decisions will need to be made on how savings are re-assigned within and 
across Votes and this will have a bearing on the acceptability of a savings target for 
Ministers;  

 

d note that we will be advising you further with specific advice on the policy decisions on 
SSRSS and Kiwisaver, capital charge and GSF in line with the direction taken 
regarding a savings target; 
 

e direct Treasury officials, in consultation with SSC, DPMC and the Senior Executives 
Group, to report back to you in March with implementation options including: 

 
a. Definition of core government administration for the target 
b. Savings that will count against the target and how they will be re-employed 
c. ECC process for assessing appeals and considering reviews  
d. Integration with any cross-cutting functional reviews commissioned by ECC 
e. Integration with baseline relativity work  
f. Whether to build an across the board reduction into baselines 
 
yes/no 
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f refer this report to all Budget Ministers and the Minister of State Services. 

 

yes/no 
 

g agree to engage early with all Budget Ministers and the Minister of State Services to 
gauge their support for the savings target approach; 

 

agree/disagree 
 

h invite Treasury officials to meet with you to discuss the savings target and 
implementation options as well as how it will integrate with the wider budget processes; 

 

yes/no 
 
 
 
 
 
 
 
 
David Wood 
Deputy Secretary, Sector Performance 
for Secretary to the Treasury 
 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Treasury Report: A Savings Target for Core Government 
Administration 

Purpose of Report  

1. This paper seeks your in principle agreement to the introduction of a savings target for 
core government administration expenditure of 2% per annum for three years from 
Budget 2011. Further work on detailed implementation options canvassed in this paper 
would be carried out by the end of March with the intention of informing an April 
Cabinet paper to sit alongside the fiscal strategy paper if desired.  
 

2. The proposed savings target is intended to present a more systematic approach to 
identifying savings as an alternative to the consideration of one-off savings proposals in 
isolation – such as the options for reimbursement being considered around SSRSS 
and KiwiSaver funding changes and capital charge and GSF contribution increases. 
Some departments have also recently been asked to contribute towards the costs of 
establishing the Productivity Commission. A more systematic approach is likely to have 
less negative impact on the level and quality of departmental outputs. 

Driving Savings from Core Government Expenditure 

3. The Government has a commitment to driving savings in the public sector, demanding 
stronger performance from government agencies, and lifting the quality of public 
services. The drive for savings has the dual goal of both freeing up resources to create 
spending headroom for other spending priorities, or reduce tax or debt, and creating 
pressure to do “more for less”.  

 

4. The initial target for this drive for savings is core government administrative services 
comprising policy advice, regulatory activity, monitoring, purchase functions and back 
office and corporate overheads. This builds on the core Government FTE cap work 
(CAB(09)111 refers).  

 
5. Depending on the exact definition (discussed in more detail below), core government 

administration spending (including policy advice, regulation, monitoring, purchasing 
and corporate overheads) represents between $10 billion and $12 billion. This part of 
the state sector has grown rapidly (Departmental Output Expenditure has grown by 
approximately 38% in the past four years), and there is likely to be scope for efficiency 
and effectiveness gains. However, savings from this area alone will not be sufficient to 
manage the Government’s pressures and achieve the Government’s fiscal objectives. 
For example, the Benchmarking Administration and Support Services (BASS) 
programme is roughly estimated to generate between $150 million and $300 million of 
savings over a number of years based on overseas experience. 

 

6. Current forecasts are that the capital and operating allowances for Budget 2011 will be 
oversubscribed by around $500 million each (note: this is based on a very conservative 
estimate of likely pressures and we expect this to be closer to $1 billion, perhaps 
more). Although not the focus of this paper, a programme to pursue productivity gains 
in frontline services will also be necessary. 

 

7. The savings/efficiency drive needs to produce a sustained shift in behaviours and 
modes of operating. Previous experiences provide lessons for success: 
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• Need a sustained approach with follow through. One-off or continually rebranded 
processes are generally treated as short-term compliance exercises and don’t 
deliver ongoing change. 

• Senior Minister buy-in and backing is essential and all Ministers should recognise 
that they will face output trade-offs.   

• Appropriate incentives for Chief Executives (and Ministers) backed by 
consequences if targets not achieved. 

• Credible savings targets create incentives to identify sustainable savings 
opportunities. 

• Manage risks of unintended consequences such as between Vote cost-shifting, 
individualistic responses and undermining capability in critical areas.  

 
8. It is not feasible to introduce additional savings goals to release resources for Budget 

2010. Ministers and departments have bought into the current Budget process and 
rules, including the right to keep identified (non-windfall) savings within Votes to 
manage pressures. Baseline alignment proposals are due on 8 March demonstrating 
how Ministers propose to use their given baseline, and should already reflect a suitably 
ambitious level of savings action. If the baseline is, in effect, cut before this process is 
complete, the analysis appears to be of little value.  Finally, it would be difficult to 
provide assurances about risk management or unforeseen consequences of absobing 
savings now with limited lead times for further analysis. Therefore this paper focuses 
on options for driving savings for Budget 2011 and beyond. 

Proposal: Across the Board Savings Target 

9. Potential policy changes have been put to you on GSF, capital charge, SSRSS and 
KiwiSaver with options of not compensating affected departments or Crown Entities for 
the funding implications. Similar questions may arise with any changes to GST. 
Directing agencies to absorb pressures or deliver savings to fund particular 
programmes could be one way of both reducing pressure on the Budget and 
generating savings for other priorities.  

 
10. While these proposed policy changes would force agencies to free up resources, this 

ad hoc approach may be counter-productive to achieving the Government’s goal of a 
sustained shift in departmental behaviours:  

 
• Apparently ad hoc pressure decisions reduce planning certainty for Chief 

Executives to optimally manage their businesses and drive efficiency gains over 
several years. 

• They will have differential impacts on departments which will not necessarily 
reflect the level of poor value expenditure or ability to absorb pressures. (The 
SSRSS and KiwiSaver pressures predominantly arise from frontline service 
provision - nurses, teachers, police etc.) 

• It is unlikely that heavily impacted Votes could manage forecast pressures 
without programme and/or service cuts -                                      
                                                              

• It may undermine departmental acceptance and support for the current budget 
process. 

• Changes present one-off opportunities, not embedded in an ongoing process.  
 
11. Treasury’s preferred approach for achieving Ministers’ current goals is the introduction 

of a savings target for departmental administration. This would provide a more 
systematic approach to driving an efficiency agenda which retains the certainty for chief 
executives about future baselines, but requires them to manage pressures within a 
reducing nominal baseline. Under this scenario, absorbing the costs of new policy 

[2]
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decisions such as those you are currently considering for SSRSS and Kiwisaver, and 
capital charge etc, could count against the savings target in appropriate circumstances.  

 

12. The simplest version of this is the broad ‘x% reduction in targeted expenditure for all 
nominated agencies’. Treasury recommends a universal 2% per annum savings target 
to apply to all identified core Government administrative activity for three years from 
Budget 2011. The considerations and assumptions that sit behind this are outlined 
further on in this report. A 2% target is equivalent to savings of approximately $200 
million per annum. The savings target could be built into baselines by reducing 
appropriations across the board up-front and requiring departments to manage this 
reduction, or through an expectation that savings will be released at a later date. We 
will report back with more information on the most appropriate option.   

 

13. A target is a crude lever and not an ideal approach, but it provides immediate bite for 
the savings process in a way that softer review processes might not, while also 
providing medium-term certainty for Ministers and Chief Executives about their 
operating parameters and expectations. A target approach will need to be carefully 
designed to ensure the right incentives are placed on departments to deliver the 
outcomes sought and to ensure it is supported by a safety valve process where they 
may be facing unacceptable service cuts.  

 

14. There is likely to be resistance to a savings target from Ministers and Chief Executives. 
Linking this to other processes and strategies will be one way of getting greater buy-in. 
For example, the savings target could be set up as quid pro quo for implementing the 
SEG recommendations for providing greater financial management flexibility.  
 

Other options for a more systematic approach to savings 
 
15. There are other options for an overarching multi-year efficiency and savings drive 

aimed at core government administration. The speed and likelihood that they will 
deliver the desired change needs to be considered.  

 
Maintaining flat nominal baselines 
 
16. The most direct tool is the top-down budget constraint. The simplest approach is to 

maintain fixed nominal baselines. Chief Executives are expected to manage all wage, 
inflation and other pressures within a flat baseline over time. This creates a pressure 
requiring annual efficiency gains of about 2% (medium-term CPI assumption). Under 
this approach, baselines would need to be adjusted for additional expenditure or 
pressures they are not currently funded for such as the policy changes above.  

 

17. This approach is likely to be the most favoured by chief executives as offering certainty, 
while representing a challenging target over time. The downside from the 
Government’s perspective is that this will not provide cash releasing savings for 
reallocation to other priority areas in upcoming budgets and may not be perceived as a 
strong enough efficiency drive in the short-term.  

 
Tailored Target  
 
18. A target is generally a crude approach to improving efficiency, especially if applied 

across the board. A more sophisticated and targeted approach could be designed 
which would require greater savings from agencies perceived to have the most fat in 
baselines. This could be based on an initial negotiation with chief executives, or, based 
on a central agency assessment. 
 

19. Treasury does not support this more sophisticated targeting approach: 
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• Central agencies do not have the information to derive individual (or more 
informed general) targets and we don’t expect the BAPs to provide this level of 
detail. 

• Individual targets risk shifting the burden of proof and focus onto litigation of the 
targets rather than delivery of efficiencies. 

 
Process-based approach 
 
20. You may want to consider relying on more formal mechanisms such as cross-cutting 

reviews or taskforces to generate savings. This approach is already in use to some 
extent through the Benchmarking Administration and Support Services (BASS) and 
procurement projects underway and further reviews that could be commissioned by 
ECC. A savings target would need to be integrated with these types of reviews to 
ensure they work in concert.  

Design of Proposed Savings Target 

21. The savings target needs to be designed to incentivise Ministers and departments to 
shift behaviours and achieve the outcomes sought. A number of key issues for 
consideration are outlined below.  

 
Scope of Expenditure to be Targeted 
 
22. The intent is to target core Government administrative services. This includes policy 

advice, regulatory activity, monitoring, purchase functions and back office and 
corporate overheads. The scope will be primarily departments, though some areas 
where services are provided to the public can be excluded.                           
                                                                                       
                    
 

23. Ministers have already agreed a definition of core Government administration for the 
FTE cap work (CAB(09)111 refers). This can serve as the starting point, although the 
different purposes suggest the definition may need to be broadened to include 
operating expenditure from more agencies. There is also some benefit in a more 
simplistic definition, such as departmental expenditure, which should be considered. 
Given these options, the target for this work will fall somewhere between $10 billion 
and $12 billion of spending.  

 
24. Ministers will have a choice to make about the treatment of frontline departmental 

services such as Work and Income offices. These are excluded under the FTE cap 
definition. Caution will be needed to ensure pursuing savings in these areas does not 
have undesirable impacts on service quality for the public. Nevertheless it is 
reasonable to assume that there is scope for efficiency gains in these services as well, 
before service impact tradeoffs become unacceptable. If Ministers do not wish to 
include these areas in a general savings target, thought should be given to other 
appropriate forms of performance benchmarking and target setting for these areas.  

 

25. A clear working definition of core government bureaucracy or administration 
expenditure would need to be developed. Treasury can work up more detailed options 
for a Cabinet paper in April.  

 
Counting savings against the target 
 
26. Part of the intention is to release resources from existing baselines to provide 

headroom for advancing priorities. Therefore the savings criteria should require that 
only cash-releasing savings will count. These are savings that could result in a 
permanent baseline reduction or permanent increase in revenue paid to the centre 

[2]
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(such as capital charge rates) that would release resources for other priorities. 
“Savings” that are either one-off underspends (windfall gains) or represent cost-
avoidance or pressure management should not be counted.  
 

27. For example, the choice not to fill budgeted vacancies resulting in funding being offered 
back to the centre would count. The same action where the funding is reassigned to 
meet other departmental pressures would not count. Similarly, productivity or 
procurement gains that allow an agency to do more with the same number of staff or 
get more materials from the same Budget, though a welcome efficiency gain, would not 
be cash releasing and therefore would not count.  
 

28. The changes to SSRSS and KiwiSaver funding would be cash releasing for other 
priorities                                                                          
                       The capital charge and GSF increases will generate 
increased revenue which could be used to fund other priorities, or offset debt ($52.4 
million).  
 

29. We recommend that Ministers should consider these policy changes, but in the context 
of a more systematic efficiency and savings incentive process. This could include 
allowing these pressures, if absorbed, to count against a departmental savings target 
(see below). Further advice will be provided on individual options. A decision on GSF is 
needed shortly, though decisions on SSRSS and KiwiSaver can be deferred. 
 

Size and Phasing of the Savings Target 
 
30. The level of the target is important. It should present an appropriate efficiency 

challenge that will require chief executives to take action. However, the target also 
needs to be perceived as reasonable to chief executives to achieve the necessary buy-
in. Treasury does not have the information to identify the likely impacts of different 
efficiency targets on different departments with any assurance. Furthermore different 
departments will be at different starting points based on recent actions and have 
different abilities to make further reductions.  

 

31. Noting this uncertainty, Treasury proposes using a target of 2%. This rate: 
 

• Mirrors the inflationary pressures agencies are already absorbing (assume 2%). 
• Will be sufficient (at 4% real) to require real action, but should not provide an 

impossible target based on a sense of general departmental capacity.  
• Will create pressure and free up resources ($200 million) approximating the level 

of the GSF, capital charge and SSRSS and KiwiSaver proposals. 
• Is similar to back office savings targets employed in the United Kingdom. An 

initial review sought 2.5%, followed by a 3% target. 
• Administration and Support benchmarks suggest savings of between 10% and 

15% of the relevant base several years into implementation, though some quick 
wins towards this are hoped for within the next 2 to 3 years.  

 

32. A 2% savings target will have a consequential impact on departmental outputs. 
Savings would be expected to be derived from cutting administrative costs, not 
programmes. Personnel costs make up the largest cost area so savings of this level 
will likely require staff reductions of between 750 (2% of FTE cap) and 1500 ($200 
million at $120k cost per FTE) FTES per 2% reduction. This is from a base of 
approximately 38,000 FTEs identified in the FTE cap work. Vote Ministers will need to 
discuss savings plans with their agency chief executives or Boards including the 
consequential trade-off options as part of annual output plan agreements. 

 

33. We also recommend identifying a target of 2% per annum for 3 years from 2011/12. 
Different phasing options are possible, such as longer lead times with 0% for 11/12 and 

[2]
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then 3% in the subsequent years, or a rising profile of 1%, 2%, 3%. We recommend 
starting with 2% in 2011/12 as a way of making the target real in the shorter term (chief 
executives will need to start planning now). Running for 3 years provides a reasonable 
planning horizon and a strong signal that this is a sustained project.  

 

34. Ultimately, departments will not be able to run this level of efficiency target indefinitely. 
This proposal represents a 6% (approx. 12% real) baseline reduction over three years 
with a single year’s lead time. The viability of this savings target beyond this period will 
need to be assessed. There are likely to be trade-offs between more savings and 
output quality over time but we do not know how service delivery will be affected across 
department. For example, the amount of policy advice provided will probably decline if 
there are real cuts of 12% over 3 years.  Likewise, if we reduce funding available for 
law drafting at PCO then it is likely that not as much legislation can be drafted in any 
given year.  These might not necessarily be bad outcomes, but at this point we don’t 
really know what impact such cuts would have on the quantity (or quality) or services 
provided by departments. 

 
 
35. Ministers will also need to give particular consideration to the resource impacts of any 

new demands placed on departments in this period. This can be primarily a role for 
individual Ministers and their chief executives, but there should be consensus at 
Cabinet that asking agencies to take on new roles needs to be supported by explicit 
discussions on the current services or outputs that are being given up to do so. 

 

Safeguards and Review Process  
 
36. The universal savings target approach is not tailored to specific departmental situations 

or based on assessment of what the department is reasonably able to achieve. Some 
departments will likely struggle to make this level of savings over three years on top of 
the inflationary and wage pressures they are managing (altogether about 4% per 
annum) without a material impact on outputs and capability to provide services to 
Ministers or manage risks. This may reflect an agency that is already productive and 
efficient, or a lack of flexibility or capacity to introduce necessary efficiency reforms 
(small agencies may find this a particular challenge if operating alone). 
 

37. There should therefore be safeguards for those agencies who believe they are as 
productive and efficient as possible. However, this should not be a costless option to 
ensure the incentives remain on agencies to pursue the goal and not opt out. For 
example, the requirement for Votes to make a detailed submission on the Budget 2010 
allocations if they considered they couldn’t manage is believed to have reduced the 
number who requested new funding.  

 

38. One option is to allow them to nominate to enter into a VFM review process (potentially 
run by a mix of internal and external reviewers) that feeds into ECC. This could be 
accompanied with a loss of decision rights over the reassignment of any savings 
opportunities identified beyond the 2% for the target. We will develop some review 
process scenarios for further consideration. 

 
Integration with process-based approaches 
 
39. The introduction of a savings target may lead to Chief Executives being incentivised to 

pre-empt the outcomes of programme reviews and evaluations, and cross-cutting 
reviews to find the necessary savings. A savings target will need to be integrated with 
the current and future reviews. 

 
40. Treasury is currently leading the BASS programme with significant uptake from State 

sector agencies. You are also in discussion with Hon. Hide on the potential 
establishment of performance and expenditure taskforces. Treasury will provide further 
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advice on potentially fruitful focuses for any further reviews, and local and international 
lessons about how to get the best results. Some initial principles are: 

 

• Reviews should focus on cross-cutting areas of spend leveraging private sector 
expertise, rather than focussing on broad policy areas. 

• Reviews should be used sparingly: overseas jurisdictions have 2 to 4 reviews in 
any given year. 

• Reviews should not be independent– they should be initiated by, and report to 
and through, Government.   

• Reviews should be lean and exist for a short period of time.  Most make use of 
seconded staff (primarily public sector but can also have private sector/NGO) 
who are co-located for a fixed period of time.   

 

41. The cross-cutting reviews present valuable resource and assistance for chief 
executives in pursuing their savings targets. For example, the BASS project is 
expected to report in mid-2010 with the benchmarking data before hopefully advancing 
some quick win opportunities. Chief Executives will be facing similar challenges with 
similar business structures and collaboration is expected at the relevant forums. The 
integration with a savings target can help avoid the risk that any external review 
becomes a report sitting on the shelf without action being taken. Any potential conflicts 
could be managed by an ECC overview and challenge role (requiring some greater 
visibility of chief executive savings/efficiency plans).  

 

Other Issues and Risks  

 

42. There are a number of risks with a target which should be considered and managed in 
the design of and process around a target. Risks include: 
 

• Creating an administrative and monitoring burden for Treasury or Central 
Agencies. (Also dealing with ‘gaming’.) 

• The savings exercise becomes a compliance exercise rather than focus on 
removing fat from the system. This could adversely affect the capability of 
departments.  

• Savings or efficiencies are counted before concrete plans for where the savings 
will come from. This creates a risk to departmental capability (that may 
undermine current or future performance), or, fiscal risk to the centre.  

• Between Vote cost shifting incentives may arise.   

• FTE reductions will have an impact on staff morale.  
 
43. You have recently had discussions with SEG officials about greater financial 

management flexibility. This includes the proposal of greater freedom to chief 
executives to move departmental resources across years and between activities. This 
flexibility is not in conflict with managing within a shrinking baseline, as long as this 
expectation is clear up front. The savings target could be developed as the quid pro 
quo to greater financial flexibility. 
 

44. Achieving some efficiency gains will require up-front investments such as renewing 
computer systems or consolidating administration and support services. Further 
thought will need to be given to the need for (and incentive effect of) any savings 
reinvestment exemptions, or, availability of new seed funding.  

 

45. The savings target also implies a change to the Budget 2010 arrangement that savings 
will be retained within the vote that generated them. Continuing this approach would 
not allow for the cash-releasing savings to be pooled to extend Budget 2011 
headroom.  
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Embedding a Savings Target in the Wider Performance and Fiscal Programme 

46. A savings target focused on core administrative services would be a component of the 
wider performance improvement and fiscal consolidation programme. ECC provides 
the natural place for coordinating and overseeing the savings target process outside of 
the core Budget round decisions. You have already proposed that the 2010 ECC work 
programme reinforces a shift to a greater focus on the base of expenditure (T2010/239 
refers).  This programme can support and reinforce a target based approach to greater 
financial discipline.  For example: 

 
• Establishing and updating relativities between areas of government expenditure 

(report back September 2010) can incorporate the impacts of the savings target. 
• The ‘toolkit for Ministers’ paper (due March 2010) will aid Ministers’ discussions 

with their departments about savings plans and their impacts. 
• The performance improvement actions and BAP follow-up actions can include 

specific discussions on savings approaches. 
• The 6 monthly department and Crown entity reports can identify any developing 

capability risks. 
• Provide a coordination point for any cross-cutting reviews.  
• The report back on affordability of agency capital intentions (due November 

2010) can set long term parameters for capital spending. 
• ECC can expand its role in approving between Budget expenditure. 
 

47. Given the uncertainty about actual impacts, some flexibility should be retained to adjust 
the target levels (either up or down) based on experience. For example, it is possible 
though unlikely, that the initial BASS report will indicate that there are few gains to be 
expected in these areas. However, being too tentative about the path of the savings 
target will undermine their credibility and therefore effectiveness.  

 

48. The savings focus on core government expenditure does not diminish the need to 
continue assessment of existing programmes and policies with a view to exiting those 
that are of lower value. The savings target will not cover the gap between the 
Operating Allowance and forecast pressures for Budget 2011. The baseline relativity 
work (expected to report in September) may throw up a version of a wider savings 
target where Votes are identified as needing to shrink relative to other priority areas. 
Thought will also need to be given to the interface between programme cuts and the 
core government savings target when there is an overlap, in particular when do savings 
count and who has decision rights over freed up resources. 

 

49. While the focus of the target is on back office rather than frontline services, improving 
productivity in frontline services remains a high priority for managing the fiscal 
challenge and getting more for less. A savings target may not be the appropriate tool 
when there is no intention to remove resources, but consideration should be given to a 
more formal process of service reviews and productivity and efficiency targets. Options 
could be developed to integrate the target into the existing Performance Improvement 
Actions process, BAP follow up actions and 6 monthly departmental and Crown Entity 
reporting.  

Next Steps 

50. If you agree with the savings target approach, Treasury will develop some more 
detailed implementation options that cover off the issues identified in this paper 
(definition of expenditure, review processes, integration with cross-cutting reviews etc) 
by the end of March. A Cabinet discussion on the target could appropriately sit beside 
the discussion of the fiscal strategy expected in late April.  
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51. Strong senior leadership will be critical for the success of any savings target approach. 
We recommend that you forward this report to Budget Ministers and the Minister of 
State Services for their consideration.  

 

52. The State Services Commission and Department of Prime Minister and Cabinet have 
discussed this proposal and have received a copy of this advice.  


