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Certain information in this document has been withheld under one or more of the 
following sections of the Official Information Act, as applicable: 

[1] 9(2)(a) - to protect the privacy of natural persons, including deceased people 
  
[2] 9(2)(f)(iv) - to maintain the current constitutional conventions protecting the 

confidentiality of advice tendered by ministers and officials  
 
[3] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and 

frank expression of opinions 
 
[4] 9(2)(b)(ii) - to protect  the commercial position of the person who supplied the 

information or who is the subject of the information 
 
[5] 9(2)(k) - to prevent the disclosure of official information for improper gain or 

improper advantage 
 
[6] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 
 
[7] 6(a) - to prevent prejudice to the security or defence of New Zealand or the 

international relations of the government 
 
[8] 9(2)(h) - to maintain legal professional privilege 
 
[9] 6(c) - to prevent prejudice to the maintenance of the law, including the 

prevention, investigation, and detection of offences, and the right to a fair trial 
 
[10] 9(2)(d) - to avoid prejudice to the substantial economic interests of New 

Zealand 
 
[11] 9(2)(i) - to enable the Crown to carry out commercial activities without 

disadvantage or prejudice. 

Where information has been withheld, a numbered reference to the applicable section 
of the Official Information Act has been made, as listed above. For example, an [8] 
appearing where information has been withheld in a release document refers to section 
9(2)(h). 

In preparing this Information Release, the Treasury has considered the public interest 
considerations in section 9(1) of the Official Information Act. 
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Budget Report: Process for Baseline Alignment Proposals 

 
1. This report follows-up on our discussion with you earlier this week on using an 

expenditure savings target as part of Budget 2011 (TR2010/1825 refers). We have also 
given more thought to how to manage the Baseline Alignment Proposal (BAP) process 
in light of a possible savings target. 

2. You asked for a one to two page summary of our report that you could discuss with 
your Ministerial colleagues before including any savings proposal in your Budget 2011 
paper to Cabinet on 18 October. The summary is attached and your office has been 
provided with an electronic copy. 

3. On the assumption that you wish departments to identify savings that can be applied to 
areas of Government priority, we think you will get the best outcome from the BAP 
process by having a mandated savings target1. We consider a minimum of 2 months is 
required by departments to produce BAPs and as Cabinet sign-off of an expenditure 
savings target would not be achieved until 18 October, this approach would necessitate 
delaying the BAP submission date until 17 December. We think a 17 December date is 
manageable and would not compromise the overall Budget process.      

4. An alternative option, which would allow you to stick with the currently planned 1 
December BAP submission date, is to not specify an expenditure savings target 
upfront. Instead, there would be a strong expectation put on Vote Ministers and 
departments to deliver savings and reprioritisation options for their lowest priority 
spending in their BAP submissions. This approach provides weaker incentives to 
identify savings but this risk can be mitigated by returning BAPs for further work where 
they fail to identify sufficient expenditure savings. A mandatory savings target could be 
applied to these BAPs. This approach provides more flexibility than a mandatory 
approach and puts the onus on Ministers and departments to identify savings. 

5. If you prefer this alternative approach, we propose that Treasury advise departmental 
Chief Executives next week of the proposed timing for BAP submission to allow 
preparation to begin, with more detailed communication and guidance following 
Cabinet decisions on 18 October. A draft of our communication to Chief Executives is 
attached and includes the following comment on the need to achieve expenditure 
savings. 
 
As in the last two budgets, Budget 2011 will have a strong focus on reprioritisation and 
savings to enable the Government to fund its priorities.  There is a strong expectation 
that Baseline Alignment Proposals will not only identify reprioritisation options and 
efficiency gains, but also the areas of lowest priority spending within Votes, including 
programmes that are of low value or not achieving their objectives. Budget Ministers 
will need to make judgements about whether savings identified are best applied to 
reprioritisation within each Vote or applied to other Government priorities. 
 
Budget Ministers are expecting an improvement in the quality of BAPs this year and we 
expect that a new feature of the process for Budget 2011 is that BAPs that do not meet 
expectations will be returned to Vote Ministers for further work. 
 

6. Sticking to the 1 December submission date provides the best opportunity for 
coordination with the Prime Minister’s priorities process. On the other hand, signalling 
to Chief Executives that savings indentified within Votes may be used to fund priorities 

                                                
1
 Our preferred option as outlined in BR2010/17 is a 4% savings target across the next three Budgets 

(2% in Budget 2011, then a further 1% in each of Budgets 2012 and 2013). 
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in other Votes may result in Ministers pre-judging the need for a savings process 
before consideration at Cabinet. To manage this risk any signalling to departments will 
need to be consistent with your communication to Ministers.        

Recommended Action 

We recommend that you: 
 
a. note that, as you requested, a summary note outlining the case for achieving 

expenditure savings within Votes is attached; 

b. agree to either: 

i proceed with an up-front mandated expenditure savings target for each vote and 
shift the Baseline Alignment Proposal submission date to 18 December; 

 
Agree / Disagree 

or 

ii the following alternative process to seek savings through Baseline Alignment 
Proposals in Budget 2011: 

• communicate a clear expectation to Vote Ministers and departments that 
BAPs should identify reprioritisation options, areas of efficiency gain and 
areas of lowest priority spending; 

• BAPs to be submitted by 1 December; 

• initial information about the BAP process will be provided to departments by 
Treasury next week; 

• BAPs of poor quality and/or with insufficient savings options will be returned 
to Vote Ministers for further work and a mandatory savings target may be 
applied to the Vote; 

• the second iteration would be submitted by 28 January 2011; 
 

Agree / Disagree 

c. note that Treasury will draft a paper for consideration at Cabinet on 18 October 
seeking agreement to the 2011 Budget process which incorporates your decision on 
the BAP process. 

 
 
 
 
Colin Hall 
Manager, Fiscal Management 
for Secretary to the Treasury 
 
 
 
 

 
 
Hon Bill English 
Minister of Finance
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AN EXPENDITURE SAVINGS TARGET AS PART OF THE BUDGET PROCESS 

The Government is committed to returning to surplus 
 
The Government is currently managing a rising debt profile.  International ratings 
agencies, investors and the public expect that debt will be brought under control in order to 
minimise the risks that a large debt burden would create for the economy. Budget 2010 
forecasts indicated a return to surplus by 2014/15, based on an operating allowance of up to 
a maximum of $1.1bn, growing at 2% per annum. 
 
Recent events put our commitment at risk 
 
Progress toward debt reduction is now at risk due to: 
 

• additional shocks (such as the Canterbury Earthquake); and 

• a likely reduction in forecast revenue (if recent lower GDP results translate into a 
weaker economic outlook). 

 
These factors increase the importance of controlling Government expenditure in order to not 
exceed the operating allowance. The operating allowance is likely to be almost entirely taken 
up to meet pressures in a small number of sectors (i.e., Education, Justice, Health). 
 
The graphs below illustrate the potential combined effect of $500m one-off spending 
exceeding the operating allowance (eg. for the Christchurch Earthquake) and lower GDP 
growth as forecast by the Reserve Bank this week. Lower growth and a relatively small 
overspend in the operating allowance would cause debt to peak at a higher level:  
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It would also mean the Government would not return to surplus as soon as expected: 
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Reprioritisation remains critical 

Making savings in Budget 2011 will give us a greater degree of choice around new initiatives, 
encourage decisions that reduce total spending and help drive efficiency and effectiveness in 
the public sector. As in the last two Budgets, I expect that a continued drive for savings, 
efficiency gains and reprioritisation will be a central focus of Budget 2011. One way to do this 
is to adopt a savings target covering a number of years through the Baseline Alignment 
Proposal process.  
 
An expenditure savings target could be used as an additional constraint   
 
A savings target of 4% across the next three Budgets (2% in Budget 2011, then a further 1% 
in each of Budgets 2012 and 2013), applied broadly but excluding benefits and finance costs, 
would realise a maximum of $320m in its first year of operation.   
 
For Votes that receive an allocation of the Budget 2011 operating allowance, reprioritisation 
of lower value activities to higher value activities will be expected to minimise the call on the 
operating allowance.  
 
It could help manage spending pressures and pay down debt 
 
Funds released by a savings target could fund new initiatives, help manage spending 
pressures and/or pay down debt.  Treasury’s advice continues to be that the Government 
should return to surplus as soon as possible.  
 

Next steps 

Savings initiatives that increase the options available to the Government could be 
implemented as part of Baseline Alignment Proposals in Budget 2011. A paper will be 
presented to Cabinet on 18 October that sets out a proposed process for Budget 2011.  
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Draft Communication from Treasury Secretary to Departmental CEs on Budget 2011 
 
Dear colleagues, 
 
Treasury is currently advising Ministers on the design of Budget 2011. Although Cabinet has 
not yet agreed to the specifics of the process, I am writing to you so that you can start 
preparing your Baseline Alignment Proposals. Treasury will publish Budget guidance as soon 
as the main elements of the Budget process are agreed (this is likely to be in the week of 18 
October). 
 
Recent international and local developments 
 
As you will be aware, Budget 2010 forecasts showed a return to surplus by 2014/15. This 
was based on a commitment to managing within annual operating allowances of no more 
than $1.1 billion (growing at 2% per annum).  
 
Since Budget 2010 there have been a number of significant developments that have 
implications for New Zealand’s fiscal position. As countries have begun to emerge from the 
worst of the recession, attention has shifted to the fiscal challenges facing many developed 
countries. Many governments have announced substantial reductions in public spending in 
order to get debt under control and reassure markets. Although New Zealand’s public debt 
levels are currently relatively low by OECD standards, we are forecast to have a relatively 
high operating deficit (total Crown) at -$4.2% of GDP in 2010/11.  A signalled shift to faster 
fiscal consolidation across the G20 countries suggests that our fiscal deficits will begin to 
stand out internationally. It is therefore important that the Government maintains the 
credibility of its planned return to surplus. 
 
Recent local developments are also putting pressure on the Government’s fiscal strategy e.g. 
the Canterbury earthquake. In addition, last week’s release of GDP data indicates that 
growth is at the lower end of what was forecast at Budget 2010, and if this trend continues it 
could mean that revenue is lower-than-forecast as we head into Budget 2011.   
 
What this means for Budget 2011 
 
Managing spending within the operating and capital allowances to limit the build-up of debt 
remains critical for the Government, and it is up to us to help Ministers achieve this. 
 
As in the last two budgets, Budget 2011 will have a strong focus on reprioritisation and 
savings to enable the Government to fund its priorities.  There is a strong expectation that 
Baseline Alignment Proposals will not only identify reprioritisation options and where 
efficiency gains will be made, but also the areas of lowest priority spending within Votes, 
including programmes that are of low value or not achieving their objectives. Budget 
Ministers will need to make judgements about whether savings identified are best applied to 
reprioritisation within each Vote or applied to other Government priorities. 
 
Budget Ministers are expecting an improvement in the quality of BAPs this year and we 
expect that a new feature of the process for Budget 2011 is that BAPs that do not meet 
expectations will be returned to Vote Ministers for further work.  
 
Process for Budget 2011 
 
We have proposed a broadly similar process for Budget 2011 as in Budget 2010, with the 
following key features: 
 

• Budget Ministers set indicative allocations for the operating allowance (October); 

• Baseline Alignment Proposals are submitted to the Minister of Finance (1 December); 
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• Budget Ministers consider Baseline Alignment Proposals and make initial decisions 
(mid December);  

• Cabinet considers major policy proposals, as identified by Budget Ministers (January-
March); 

• Final Budget Cabinet paper (April); 

• Production phase (April-May). 

The main focus of the process will be on Baseline Alignment Proposals, these are expected 
to: 
 

• focus on a four year strategy to advance Government priorities; 

• continue to improve the efficiency and effectiveness of the state sector; and 

• give Ministers options to start, change, reduce or stop programmes.  


