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Budget 2011: Objectives and Allocations of the Operating Allowance  

 

Proposal 

 

1. This paper outlines our objectives for Budget 2011 and seeks decisions on allocations of 

the operating allowance. It also sets out a process for finding savings to fund additional priorities. 

 

Executive Summary 

2. New Zealand’s economic growth over the last decade proved unsustainable. Productivity 

growth slowed as the decade progressed and increasingly growth was sustained by the private 

sector taking on debt and the government increasing spending. Meanwhile, growth in the 

tradables sector of the economy (our export and import-competing industries) has been weak.  

 

3. The short-term outlook for the economy remains challenging. Although some of our major 

trading partners are growing strongly, the global economic outlook remains fragile in the wake of 

the global financial crisis. Our recovery from the 2008 recession has been slower than the 

recoveries we experienced following the 1991 and 1997 recessions, and the outlook for growth in 

the short term appears weaker than we expected at Budget 2010. 

 
4. The annual Budget process is one lever that we can use to further our economic objectives. 

We have made commitments to bring debt under control and return to surplus as soon as is 

practical. A return to fiscal surplus can also assist with rebalancing growth in the economy 

towards the tradables sector. Therefore, it remains vital that we manage within our $1.1 billion 

operating allowance and $1.39 billion capital allowance in Budget 2011.                        

                                                                                             

                         

 
5. A key feature of the Budget 2011 process will be the Four-year Budget Plans (formerly 

Baseline Alignment Proposals). These plans will give Ministers and Chief Executives the 

opportunity to show how they will manage cost pressures over the next four years, deliver 

Government priorities and identify areas of low priority spending. Four-year Budget Plans are 
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due on 1 December this year rather than March to give Cabinet more time to consider any major 

policy choices that are put forward. 

 
6. In addition to the pressures on the operating allowance that we face, a significant 

proportion of expense increases currently fall outside the operating allowance which puts our 

planned return to surplus at risk. Budget Ministers have agreed to count more of these expense 

increases against the operating allowance, and I propose setting aside $160 million of the 

allowance for this purpose. In addition, I propose setting aside a between budget contingency of 

$152 million to manage unexpected pressures that may occur during the course of the year. 

 

7. This leaves $810 million to be allocated to Votes. I propose the following allocations for 

the operating allowance: 

 

Health  $420 million 

Education  $350 million 

Justice sector  $40 million 

 

8. The operating allowance will largely be consumed by managing cost pressures within the 

major Votes. Therefore, in order to provide some flexibility to fund additional priorities – either 

new policy initiatives or reducing the deficit – we need to free up around $300 million per 

annum. Vote Ministers will have the opportunity to propose savings in their Four-year Budget 

Plans. However, I will lead a separate savings process alongside the Four-year Budget Plans to 

target specific programmes that are least consistent with our priorities. I will report to Cabinet in 

early 2011 with some recommended savings options for consideration. 

 

9. While we will be able to manage spending pressures in Budget 2011 through further 

efficiency gains within Votes and some targeted savings, we may need to adopt a different 

approach from Budget 2012 onwards to manage within $1.1 billion operating allowances. I plan 

to report back to Cabinet in early 2011 about options for future Budgets. 

 

Economic objectives 

10. Our strategy for Budget 2011 needs to be informed by a view of where we want the 

economy to be in three to five years:  

 

• Firstly, we need to achieve a step change in economic growth. Current forecasts from the 

Treasury and the Reserve Bank show us achieving annual real economic growth of less 

than 3% over the next four years.  Higher growth will be needed if we are to start closing 

the income gap with Australia. 

• Secondly, to be sustainable, that growth needs to be built on higher productivity growth and 

stronger performance from the tradable part of the economy (our export and import-

competing sectors such as agriculture, manufacturing, business services and tourism). This 

needs to be coupled with a reduction in economic imbalances, including a reduced reliance 

on debt to drive growth. 
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• Thirdly, we want to see an economy where the gains from growth are widely distributed 

through sustainable employment and wage growth, where there are high levels of 

participation in the labour market, and where unemployment is low. 

Past Economic Performance and Outlook 

11. The growth achieved over the past decade proved unsustainable. Productivity growth 

slowed as the decade progressed and increasingly growth was sustained by the private sector 

taking on debt and the government increasing spending. Employment growth was concentrated in 

the non-tradables sector, especially in government services, whereas output from the tradables 

sector has been weak since 2004. New Zealand’s net external liabilities increased from 75% of 

GDP in 2004 to around 90% in 2010 – fed by persistent current account deficits, which reflect a 

shortfall between our level of saving and our investment. This level of debt leaves New Zealand 

in uncomfortable company, alongside countries currently being forced by their creditors to make 

sharp fiscal adjustments. 

 

12. The short-term outlook for the economy remains challenging, notwithstanding the five 

quarters of growth we have seen since the end of the recession in mid-2009: 

 

• Globally, the economic picture remains fragile and patchy. While China and Australia are 

recording solid growth, the majority of the world economy is struggling to recover the 

output lost during the financial crisis. In many countries, the damage done to financial 

systems and household and government balance sheets means the recovery is likely to be 

more drawn out than we have become accustomed to over the past few decades.  

• In New Zealand, the need to reduce the fiscal deficit and reverse the build-up in 

government debt means public sector spending will no longer be a driver of growth.      

• Households remain cautious and look to be rebuilding their financial position in light of 

lower house prices and past increases in debt.   

• The exchange rate remains well above a level that would be consistent with a sustained and 

material reduction in our external debt – in part, because of global currency developments 

but also because of government spending, the resulting pressure on domestic resources and 

the associated monetary policy stance. 

13.  There are some forces that are positive for New Zealand’s growth. Growth in global trade 

tends to exceed growth in global GDP, and maximising our role in this growing global trade will 

give us a better chance of securing higher living standards. Furthermore, our trade focus is 

shifting towards Asia, a region which is growing in economic importance. Some of our major 

trading partners, such as Australia and China, are growing strongly in spite of the global turmoil 

between 2008 and 2010. The recent rise in our terms of trade – the ratio of export to import prices 

– is positive for our national incomes as well as boosting the trade balance.  Taking advantage of 

these opportunities means tilting the economy towards the tradables sector and to exporting 

activities in particular.  
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14. The economy is expected to continue to pick up, although growth in the short-term appears 

weaker than we expected at Budget 2010. Real GDP growth in the first half of 2010 was more 

subdued than expected and the Canterbury earthquake will also hold back growth in the 

September quarter.  Real output per person remains 4.2% below its late-2007 level, having 

increased by only 0.7% from its trough in 2009. 

 

15. Growth should lift during 2011, but even so the pace of expansion is likely to be weaker 

than we experienced over past two decades (see Figure 1). Household and business spending 

growth is expected to pick up reflecting higher income growth, including from a high terms of 

trade. Earthquake rebuilding will also boost growth in 2011. Exports should benefit from ongoing 

trading partner growth, especially in Australia and Asia. 

 

Figure 1: Comparison of recoveries from recent recessions 

 
 

16. This economic picture is the minimum we want to achieve. The Treasury is now producing 

forecasts for the 2010 Half-year Economic and Fiscal Update that will accompany the release of 

the Budget Policy Statement in December 2010. I plan to advise Cabinet of that outlook in late 

November 2010. As Figure 1 suggests, it is likely that growth will be slower than the Treasury 

forecast at the Budget in May 2010.  

 

Fiscal Strategy  

17. Our fiscal strategy must support our economic growth objectives by returning to structural 

fiscal surpluses, bringing debt down to prudent levels, and committing to broad base, low rate 

taxation that minimises economic distortions. We have made commitments to bring debt under 

control. Our long-term fiscal objective for debt involves bringing net debt back to a level no 

higher than 20% of GDP by the early 2020s. Our short-term fiscal intentions involve moving out 

of deficit and into surpluses as quickly as is practical.  
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18. A return to fiscal surplus can assist with rebalancing growth towards the tradables sector, 

and gives us more options in future around spending allowances, tax policy changes and debt 

reduction. It also means being better placed to respond to future economic shocks and to cope 

with the demographic changes that are now upon us as baby boomers begin reaching retirement 

age from 2010 onwards. Recent events such as the collapse of South Canterbury Finance and the 

Canterbury earthquake only underline the need to control government spending and keep public 

debt at prudent levels – so that our balance sheet is robust enough to absorb future shocks. 

 

19. Achieving this strategy means living within an operating allowance of $1.1 billion and a 

capital allowance of $1.39 billion. It remains vital that we live within these allowances so that we 

can make a start on reducing our deficit – currently forecast to be 4.2% of GDP in the current 

fiscal year.1 It also means we have to get a firmer grip over spending that occurs outside the 

allowances. This strategy was formulated for Budget 2009, reiterated at Budget 2010, and has 

given us some success in slowing the rate of spending growth and curbing the rise in Government 

debt. I propose that we retain this strategy for Budget 2011. 

 

20. The deterioration in our fiscal balance differs from the deficits in the 1970s and 1980s, 

which included a large debt servicing component. Our current deficit is structural and is not being 

driven by debt financing.  Furthermore, our deterioration from a position of surpluses has been 

greater than in most OECD countries.  Our fiscal deficit could start to gain increased international 

attention in 2011 – especially if we are hit with another shock, or if other countries are able to 

make faster progress in reducing their deficits.  

 

                                                                                                     

                                                                                           

                                                                                             

                                                                                              

                                                                                                  

                                      

 

The Expenditure Challenge 

22. The scope and intensity of state services has increased over the last ten years. However, the 

revenue assumptions that underpinned this increase have not endured, and the cost of some 

policies has turned out to be higher than was originally expected.  

 

23. Treasury’s forecasts assume that we will manage within operating allowances of $1.1 

billion2 into the future, and therefore make the necessary choices to live within these allowances. 

Tentative estimates prepared by the Treasury indicate that if we were to maintain the current level 

of government services and fully fund cost pressures, we would face up to $2.3 billion in 

pressures by 2014/15 over and above what could be funded from $1.1 billion operating 

                                                           
1 Total Crown Operating Balance Excluding Gains and Losses 

2 Note that the $1.1 billion grows at 2% per annum from Budget 2010 onwards. 

[2]
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allowances, as shown in Figure 2 below. By 2019/20, this gap would increase to approximately 

$7.0 billion.3  

 

Figure 2: Expenditure Pressures versus Fiscal Strategy 

 

24. In Budget 2010 we started to address growth in expenses with lower allowances which led 

to efficiency gains and reprioritisation within baselines. In Budget 2011 we should be able to 

manage pressures through further efficiency gains, but this approach will not be sustainable 

indefinitely. Therefore, we may need to take a different approach in Budget 2012. 

 

25. Ultimately, in order to close the $2.3 billion gap between potential pressures and available 

funding we will need to make policy decisions that reduce the upward trajectory in expenses. 

Given the magnitude of previous increases in spending it is not clear that all of current 

government expenditure is aligned with our priorities. Making early decisions will have a greater 

chance of reducing this trajectory in a sustainable way.  

 
26. I plan to report back to Cabinet in early 2011 to discuss the actions that we can take to start 

closing this gap in Budget 2012 and future Budgets. This advice will draw on the variety of 

processes that are currently underway to look at the long-term sustainability of government policy 

settings (for example, the Welfare Working Group). 

 

Objectives for Budget 2011 

27. The annual budget process is one lever that we can use to further our economic objectives. 

I propose the following objectives for Budget 2011 which build on the approach we took in the 

last two Budgets. Each of the proposals listed under ‘How’ is described in further detail in the 

remainder of this paper. 

                                                           
3 This estimate is based on Treasury’s initial assessment of the cost pressures that would result from maintaining 

existing services in the large Votes and keeping to flat baselines in the small Votes. 
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Objective How 

1. Greater control over all increases in spending Implementing changes to the Fiscal Management 
Approach 

2. Focus on total government spending – not 
just new spending 

Use of Four-year Budget Plans  

3. Focus on the next four years (not just the 
next year) to position ourselves for the future 

Four-year Budget Plans require agencies to set 
out their intentions over the next four years 

4. Creating stronger links between operating 
and capital expenditure 

Four-year Budget Plans include information on 
capital as well as operating 

5. Getting ‘more for less’ from expenditure Most Votes receive no increase in funding 

6. Re-establishing the buffer against shocks Living within operating and capital allowances of 
$1.1 billion and $1.39 billion respectively 

7. Flexibility for Chief Executives to manage Four-year Budget Plans allow for transfers 
between appropriations and between years 

8. Creating room to fund our policy priorities or 
reduce debt 

Targeted savings process  

 

Four-year Budget Plans 

28. A key feature of the Budget 2011 process will be the Four-year Budget Plans (formerly 

Baseline Alignment Proposals). These plans will give Ministers and Chief Executives the 

opportunity to show how they will manage cost pressures over the next four years, deliver 

Government priorities and identify areas of low priority spending. The plans should be aligned 

with the priorities that are being proposed in reply to the Prime Minister’s recent letter. 

 

29. My expectation is that Ministers will be closely involved in developing Four-year Budget 

Plans for the Votes they are responsible for. They will be key planning documents that will start 

to address the harder choices we face in Budget 2012 and beyond.   

 

30. Like last year, I expect that Four-year Budget Plans will examine both departmental and 

non-departmental appropriations within Votes, and should therefore include Crown Entity 

expenditure.   

 

31. I am proposing the following improvements to the Four-year Budget Plan process: 

 

• submission in early December rather than March, which will give Cabinet time to 

collectively make decisions on any major proposals in the January-March period prior to 

the finalisation of the Budget package in April; 

• a four year time horizon, which will encourage agencies to think about how they can make 

long-term sustainable savings rather than one-off savings; and 

• information will be provided on capital as well as operating expenditure to give Ministers a 

complete picture of proposals. 
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32. In terms of allocating the capital allowance, the Four-year Budget Plans will include capital 

proposals seeking decisions in Budget 2011. I will refer major capital proposals to Cabinet for 

decisions in the January-March period. 

 

33. The Senior Executives Group will again be used to test the assumptions and advice 

provided in Four-year Budget Plans. 

 

Figure 3: Budget 2011 Overview 

 

Changes to the Fiscal Management Approach 

34. The system of rules that we use to achieve our fiscal strategy is known as the Fiscal 

Management Approach. These rules need to be changed to give us a better chance of achieving 

our planned return to surplus.  
 

35. A significant proportion of expense increases are currently not counted against the 

operating allowance (see Figure 4). For some of these expenses, the risk of any in-year expense 

volatility is managed centrally, rather than by departments. This means that if increases in these 

expenses turn out to be higher than forecast, our return to surplus will be slower than planned, as 

these unplanned increases will need to be funded by taking on more debt.  
 

Figure 4: Cumulative Growth in Core Crown Expenses, as forecast at Budget 2010 
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36. I am proposing to get better control over our expenses in two ways, which will give us a 

better chance of meeting our planned return to surplus: 

 

• Improving the current reporting of fiscal impacts to ensure Ministers have a full picture 

of changes across the year and better opportunities to scrutinise expense increases that 

occur outside the allowances. This will include an annual review of baseline changes which 

will give Cabinet the opportunity to scrutinise major changes in expenses, and commission 

remedial work in areas where expense trends are of concern.  

• Widening the coverage of the operating allowance to include most in-year revisions to 

forecast expenses, if these turn out to be high-than-forecast. This has the effect of 

strengthening the relationship between the fiscal strategy and actual total spending. 

37. In practical terms, widening the coverage of the operating allowance is likely to result in 

less funding being available for discretionary spending at Budget time. The Treasury estimates 

that this impact is likely to be in the range of $120-$180 million in an average year.  

 

38. I propose that we set aside $160 million of the Budget 2010 operating allowance to manage 

in-year revisions to forecasts in the October Baseline Update and Half-year Economic and Fiscal 

Update. The final amount of these in-year revisions will be known in late November before we 

finalise the allocations for the operating allowance. If these revisions turn out to be lower than 

$160 million then we can use what is remaining from this amount to fund other priorities, such as 

new policy initiatives or reducing the deficit. 

 
39. More details about the Fiscal Management Approach can be found in Annex One. 

 

Size of Allocations  

40. In order for agencies to begin work on their Four-year Budget Plans, we need to set 

allocations for the operating allowance so that they have a firm basis for planning.  

 

41. Funding needs to be set aside for a between budget contingency ($152 million) and in-year 

revisions to forecasts ($160 million). This leaves $810 million to be allocated to Votes.  

 
42. Given the fiscal constraints that we are facing, all Votes – including those that receive an 

allocation of the operating allowance – will be required to make efficiency gains and reprioritise 

funding to manage pressures and priorities. Funding new initiatives beyond this reprioritisation 

will require us to find savings. The process for finding savings is discussed in more detail below. 

 

43. I propose that the operating allowance for Budget 2011 is allocated on the following basis: 

 

Health  $420 million 

Education  $350 million 

Justice sector  $40 million 
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Health  

44. Pressures in Vote Health are made up of price pressure (inflation, labour costs and 

technological change) and demographic pressure (population ageing and growth). An allocation 

of $420 million, in addition to some savings and reprioritisation, should be sufficient to enable 

the risks and pressures within Vote Health to be met in 2010/11, without making any substantive 

policy changes.  

 

45. District Health Boards (DHBs) will need at least $350 million to meet price and 

demographic pressure while continuing to improve their overall deficit position. This is the level 

of funding that DHBs have budgeted for in the outyears of their 2010 planning documents. As 

with last year, I recommend that a requirement of Vote Health’s allocation be that no less than 

$350 million is allocated directly to DHBs via the population based funding formula.  

 

46. Approximately $50 million is likely to be needed to meet price and demographic pressure 

in the health and disability services that are managed directly by the Ministry of Health. 

Therefore, with an allocation of $420 million, approximately $20 million will be available for 

new initiatives, in addition to any savings and reprioritisation found within the Vote.  

 

47. Finalising Vote Health’s allocation is important to allow DHBs to start planning for the 

2011/12 year and to enable the Ministry of Health to produce a high quality Four-year Budget 

Plan and Budget package. I therefore recommend that Vote Health’s allocation be finalised now, 

and that authority be delegated to Joint Ministers to make a funding signal to DHBs in December. 

 

Justice Sector Votes 

48. The most significant pressures in the Justice sector include Legal aid, Crown Law, and the 

Serious Fraud Office. Based on the 2010 Justice sector forecasts, which saw notable downward 

revisions in the remand prisoner population, at this stage it is estimated that no additional 

resources will be required for prison capacity in Budget 2011.  

 

49. I recommend an allocation of $40 million per annum for the Justice sector (which includes 

Votes Attorney-General, Courts, Corrections, Justice, Police, Serious Fraud and Treaty 

Negotiations). It is expected that all sector pressures will be managed within this allocation. 

 

50. I expect that the Minister of Justice will coordinate a process that prioritises resources 

across all Justice sector Votes. Details of the prioritisation process will be reflected in the Four-

year Budget Plans, which will be submitted by Justice sector Ministers on 1 December 2010.  

 

51. The Justice sector Four-year Budget Plan submissions should also reflect discussions at the 

Cabinet Expenditure Control Committee meeting on 9 November 2010 on options to manage the 

pressures faced by the Justice sector.  
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Education 

52. Pressures in Vote Education include Early Childhood Education expenditure (due to 

growth in attendance), salary pressures (due to rising teacher numbers and teachers moving up 

through the salary bands), school operations funding, and broadband upgrades.  

 

53. Vote Education requires a larger allocation than the $300 million it received in Budget 

2010. This is because the Minister of Education and I have agreed that forecast changes in Vote 

Education should now be counted against the operating allowance, and hence need to be provided 

for within the allocation we set aside for the Vote. Forecast changes in Vote Education last year 

totalled $385 million in outyears, meaning that the total increase in the Vote was $685 million. 

The Minister of Education’s recent October Baseline Update submission includes approximately 

$100 million of forecast changes in outyears that will need to be managed within the Vote 

Education allocation. 

 

54. I propose that $350 million be allocated to Vote Education. As in the Health and Justice 

sectors, the Ministry of Education will need to make efficiency gains and reprioritisation 

decisions to manage within this level of funding. It is not proposed that any of this allocation 

should go to Tertiary Education given the fact that the major Education pressures lie outside this 

sector. 

 
55. I also propose that any further operating funding required for Broadband in Schools should 

be managed within this allocation.  

 

Other Votes 

56. I am not recommending that funding be allocated to other Votes. The Four-year Budget 

Plans are an opportunity to explain the implications of living within existing baselines over an 

extended period of time and how to fund priority spending by reducing spending elsewhere 

within the Vote.   

 

Operating Associated with Capital 

57. Because we are facing significant pressures on the operating allowance, no allocation has 

been set aside for operating expenditure associated with capital proposals. Where a capital 

proposal has associated operating costs (either direct flow-on costs such as depreciation, or 

indirect associated costs such as increased personnel), Vote Ministers will need to manage these 

costs within baselines or within their allocations. 

 

Assumptions for Future Years 

58. The Four-year Budget Plans will require agencies to make assumptions about the size of 

allocations that they will receive in Budgets 2012-2014.  

 

                                                                                             

                                                                                              

[2]
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Funding for Our Priorities 

62. As the analysis above shows, the operating allowance for Budget 2011 will be consumed 

mostly by managing cost pressures within major Votes. Therefore, in order to provide some 

flexibility to fund additional priorities we also need to free up around $300 million – either for 

new policy initiatives or to reduce the deficit. 

 

63. I propose that we should free up funding by targeting specific programmes or activities that 

are least consistent with our priorities. Vote Ministers will have the opportunity to propose 

savings through the Four-year Budget Plan process. However, I am proposing to lead a separate 

savings process alongside the Four-year Budget Plans. 

 
64. Treasury will work with agencies to come up with an initial list of ideas to be considered 

by a group of senior Ministers over the November-December period. The Senior Executives 

Group will also have the opportunity to comment on proposals during this period. In early 2011, 

this group of senior Ministers will make recommendations to Cabinet on which savings ideas 

warrant further work and seek agreement to a timeline for Cabinet to consider detailed proposals 

before the end of March 2011. 

 

65. This savings process runs during the same time period that Vote Ministers are preparing 

Four-year Budget Plans. If the Four-year Budget Plans and the savings process identify the same 

areas to make changes, Budget Ministers will make recommendations to Cabinet regarding 

whether the identified funding should be retained within a Vote for reprioritisation, or included as 

part of the $300 million to provide extra flexibility as part of the Budget. 

 

Consultation 

66. This paper has been prepared by the Treasury. The Department of the Prime Minister and 

Cabinet has been informed.  

 

[2]
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Recommendations  

67. I recommend that Cabinet: 

1. note that there are signs that the economic outlook is weaker than we expected when we 

released the 2010 Budget; 

2. note that our current fiscal strategy is based on allowances of $1.122 billion operating 

expenditure and $1.39 billion capital expenditure in Budget 2011, and that it remains vital 

that we manage within these allowances in order to start reducing our deficit; 

3. note the following changes to the Fiscal Management Approach which will give us a 

greater chance of meeting our current fiscal strategy: 

• improving the current reporting of fiscal impacts to ensure Ministers have a full 

picture of changes across the year and better opportunities to scrutinise expense 

increases that occur outside the allowances; 

• widening the coverage of the operating allowance; 

4. note that Four-year Budget Plans, which set out how Ministers and Chief Executives will 

manage cost pressures, deliver Government priorities and identify areas of low priority 

spending, will be a key feature of Budget 2011; 

5. note that Four-year Budget Plans should examine both departmental and non-

departmental appropriations within a Vote, including Crown Entity expenditure; 

6. note the following changes to the Four-year Budget Plan process for Budget 2011: 

• submission on 1 December rather than March; 

• the plans will have a four year time horizon; 

• information will be provided on capital as well as operating expenditure;  

7. note that the following amounts have been deducted from the $1.122 billion operating 

allowance for Budget 2011: 

• $152 million to establish a between budget contingency; 

• $160 million to manage in-year revisions to forecasts (resulting from changes to 

the Fiscal Management Approach); 

8. agree to the following allocations for the operating allowance; 

• $420 million for Vote Health, with no less than $350 million to be allocated to 

DHBs; 

• $350 million for Vote Education, which includes any further operating funding 

needed for Broadband in Schools; 
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• $40 million for the Justice sector Votes (which include Votes Justice, Courts, 

Corrections, Police, Attorney-General, Serious Fraud and Treaty Negotiations); 

9. delegate authority to the Minister of Health and the Minister of Finance to announce a 

2011/12 funding signal to DHBs of no less than $350 million in December; 

10. agree that the allocation for Vote Education should be directed only to non-Tertiary 

spending; 

11. invite the Minister of Justice to coordinate the prioritisation process across the Justice 

sector Votes to determine how the sector’s pressures will be managed within the agreed 

allocation; 

                                                                                       

                                                                                       

                                                 

13. note that a group of senior Ministers will investigate options to find savings of around 

$300 million in order to fund additional priorities; 

14. invite the Minister of Finance to report back to Cabinet in early 2011 with a list of 

potential savings options and a timeline for Cabinet to consider detailed proposals before 

the end of March 2011. 

 

 

 

 

 

 

 

Hon Bill English 

Minister of Finance 

 

 

Date: ____/____/____ 

[2]
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Annex One – The Fiscal Management Approach 

What is the Fiscal Management Approach? 

1. The new Fiscal Management Approach has two main features: 

 

• a set of rules to help the Government make expense and revenue decisions during the 

Budget, so as to achieve its fiscal strategy 

 

• a set of reporting processes to provide opportunities to scrutinise major changes in 

expenses 

 

Rules for Making Expense and Revenue Decisions 

2. The following table sets out the new set of rules for managing expense and revenue 

decisions. 

Table A1: Treatment of expenses and revenue within the FMA 

Type of item Included in the operating allowance Excluded from the operating allowance 

1. Policy decisions 
(expense and 
revenue impacts) 

• All items except fiscally neutral 
items 

• Fiscally neutral items 

2. Impact of 
Baseline Updates  
(annex 2 contains 

a detailed 

breakdown of 

expense items) 

• Any changes in the cost of existing 
policies driven by changes in 
demand and price or expenses set 
directly by an external body 

• Changes in non-departmental 
depreciation streams 

• Changes driven by exchange rate 
movements 

• All non-fiscally neutral changes in 
revenue 

• All other changes in expenses 
(except impairments and 
revaluations and other changes due 
to fluctuations in large assets and 
liabilities) 

• Impairments and revaluations and other 
changes due to fluctuations in large assets 
and liabilities 

3. Revisions to 
Benefit forecasts 

• All revisions to forecasts of the 
price and volume of all benefits 
except the Unemployment benefit 
(affected Votes include Social 
Development, Revenue, Housing, 
Veterans’ Affairs) 

• Any forecast growth in benefits already 
built into baselines (i.e. the growth track 
prior to revisions) 

• Revisions to forecasts of unemployment 
benefits as including automatic stabilisers 
would make fiscal policy pro-cyclical  

4. Demographic 
changes 

All items except benefit changes 
related to demographic change  

Benefit changes related to demographic 
change  

5. Revisions to 
finance cost 
forecasts 

No items All items 

 

The net impact of these changes will be 

included as part of the operating allowance 

in each Budget. 



 

16 

 

Pre-allocating a Share of the Operating Allowance 

3. Each year, during the Budget strategy phase, a portion of the operating allowance will need 

to be set aside for in-year revisions to forecasts. It is anticipated that in an average year this 

amount will be in the range of $120-180 million. 

Timing 

4. To minimise the need for late adjustments to Budget decisions, only those revisions to 

forecasts known at the time of the October Baseline Update (OBU) and the Half-year 

Economic and Fiscal Update (HYEFU) will be incorporated in the Budget operating 

allowance, with subsequent changes in the March Baseline Update (MBU) and Budget 

Economic and Fiscal Update (BEFU) forecasts rolled forward as charges against the next 

Budget.   

5. For example, the net impact of changes agreed through the October Baseline Update in 

October 2010 and the impact of any changes to benefits and other entitlements in the 2010 

Half-year Update would be included as part of the operating allowance in Budget 2011.  

Any changes in the 2011 March Baseline Update and the 2011 Budget Economic and Fiscal 

Update would be charged against the operating allowance for Budget 2012. 

Table A2: Timeline of revisions proposed for offset against future allowances 

 

 

 

Reporting Processes 

6. The Fiscal Management Approach includes two new categories of reports to Cabinet: 

• Annual review of baselines to ECC: analyse all major unforecast in-year revisions to 

expenses and recommend where remedial work is necessary. 

• ‘Road-check reports’: early update prior to the Budget Policy Statement and finalising 

the Budget package regarding the fiscal outlook and progress compared with the 

government’s fiscal strategy. 


