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Budget Report: Expenditure Savings in Budget 2011 

Purpose of Report 

1. This report provides an initial list of savings options for consideration in Budget 2011, 
as you requested at your catch-up meeting with the Secretary to the Treasury on 
Tuesday 19 October. 
 

2. The report also explains how the savings process can contribute to your long term 
objectives for the state sector, requests your agreement to a process for refining 
savings options and provides suggested talking points that you can use with your 
colleagues. 

Analysis 

3. In the Budget Cabinet paper you informed Cabinet that a group of senior Ministers is 
going to investigate options to free up around $300 million in savings – either for new 
policy initiatives or to reduce the deficit – by targeting specific programmes or activities.  
 

4. Annex One shows the possible savings options that Treasury has identified so far: 
 

•••• Table One provides detail around options regarding major government 
programmes. These major programmes primarily relate to the education sector 
and Working for Families. 

 
•••• Table Two reproduces the table of smaller savings across other sectors from the 

Budget Report entitled Indicative Allocations and Savings in Budget 2011 
[BR2010/18 refers].   

 
5. In addition to the savings options in Annex One, there is other work underway to look at 

the long-term sustainability of government policy settings (for example, the Welfare 
Working Group and the Review of Expenditure on Policy Advice) that may provide 
options for savings in the future.  

 
6. We will provide you with a more detailed report in November setting out options for 

savings that will be assessed against the following criteria: 
 

• The size of the fiscal impact:  This includes identifying the amount of funding 
involved, the time period the savings would cover and whether the savings are 
permanent, one-off, or only defer costs. 

 
• Alignment with priorities: Assessment of the policy for consistency with the 

following priorities (as per the Treasury Report Better Aligning Expenditure and 
Priorities T2010/1446): 
o enabling economic growth; 
o protecting the most vulnerable; 
o investing in young New Zealanders. 

 
• Impacts: Identifying the winners and losers associated with possible changes.  
 
• Incentives: Identifying the impact on incentives. 
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• Risks of service failure: Consider the risk of service failure if savings are made. 
 
7. In addition, if the savings are used to fund new initiatives, much of the same criteria 

could be applied.  This would represent a higher hurdle for funding than has occurred 
in the past. 
 

8. Following the report in November there will be a further opportunity to refine the options 
so that a final report can be considered by Budget Ministers alongside advice on the 
Four Year Budget Plans in December. 

 
Discussions with your colleagues 
 
9. You have indicated that you may wish to discuss these options with your colleagues.  

When doing so, we suggest that you refer to your medium-term aims for the state 
sector. Some suggested talking points are attached in Annex Two. 

 
Future Budgets 
 
10. The Budget Cabinet paper included a discussion about the $2.3 billion gap between 

potential cost pressures and available funding by the end of the forecast period. It also 
included a statement that you would report back to Cabinet in early 2011 to discuss the 
actions that the Government could take to start addressing this gap in Budget 2012 and 
future Budgets. 
 

11. The current process of identifying savings in Budget 2011 will be a useful precursor to 
the advice that we will be giving you about future Budgets, as it will start to examine the 
extent to which current spending is aligned with Government priorities. Budget 2012 
could, for example, incorporate an overall assessment of how well the Government’s 
spending plans match its priorities, building on this year’s Four-year Budget Plans and 
findings from the major reviews currently underway. 

Recommended Action 

We recommend that you: 
 
a note that an initial list of savings options for consideration during Budget 2011 is 

included in this report; and 
 
b note that Treasury will continue developing options around savings and provide you a 

report in November to assess the options against the Government’s objectives. 
 
 
 
 
Colin Hall 
Manager, Fiscal Management 
for Secretary to the Treasury 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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ANNEX ONE: SAVINGS OPTIONS FOR BUDGET 2011 

Table One: Major government programmes 
 
Vote Programme Likely amount of 

savings 
Initial observations 

Revenue/ 
Social 
Development 

Working for Families 
  

 

Option 1: deferring/ceasing cumulative 
CPI indexation of payments. 

Approx.              
per annum from 1 
April 2012 

Option 1 would have the effect of gradually reducing the cost of 
Working for Families and the financial support available to 
recipients over time. 

Option 2: returning to 2005 policy settings 
(abate payments from $27,500 instead of 
the current $36,827, and increase the 
abatement rate from 20% to 30%). 

Approx. $700 million 
per annum 

Option 2 would mean higher income recipients of Working for 
Families tax credits would cease to qualify.  Reported relative 
poverty measures would be likely to increase among working 
families with low incomes – particularly those earning between 
$27,500 and $36,827 per year.  
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Vote Programme Likely amount of 
savings 

Initial observations 
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Vote Programme Likely amount of 
savings 

Initial observations 

Tertiary 
Education  

Student loans 

                              
                                          
                               

                   
          

The current scheme is generous and creates perverse incentives 
to borrow more than required and repay as slowly as possible.  As 
such, the cost of the scheme has increased over time.   

                                                                 
                                                                     
                                                                 
                   

Tertiary 
Education 

Industry Training Fund 

Decreasing the size of the Industry 
Training Fund. (The fund supports skill 
acquisition within the workforce by 
allowing people to gain practical skills 
while employed).   

 

                  
          
                   

Recent audits of the sector have revealed poor completion rates 
and indications of poor practice (i.e. claiming funding for students 
who are no longer participating in courses).   

Industry training is also cyclical i.e. to take part in industry training 
a participant needs to first be employed.  Although some upturn 
can be expected as the economy recovers, it may be worth 
looking more closely at the amount the government wants to 
spend on industry training in the longer term. 

The impact depends on the scale of savings sought from within 
industry training.  There is potential for some people who would 
have entered industry training to miss out,                   
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Vote Programme Likely amount of 
savings 

Initial observations 

Tertiary 
Education 

                             
                               
         

                                     
                                       
                                            
        

 

                     
                  
                   
           

                                                               
                                                      
                                       

                                                             
                                                     
                                                              
               

                                                              
                                                                  
                                             

Tertiary 
Education 

                            

                                  
                                   
                                     
                                     
                                         
                            

 

 

 

                                                                       
                                                             
                                                 

                                                                  
                                                              
                                                                    
                                                                 
                                                                    
                                                       

                                                                   
                                                                
                                                         
                                                                     
                                                                  
            

 

[2]



                        
                 

BR2010/22 : Expenditure Savings in Budget 2011  Page 8 
 

                        

Table Two: Other Sectors  
Area of 
spending 

Programme Likely Amount of 
Savings 

Comment 

         
           
       

                                
                                   
                       

                
                 
      

                                                             

            
            

                                         
                                         
                                   
          

                     
                   
      

                                                             

          
       
           
          

                                      
                                   
                                        
                      

                  
                   
      

                                                             

            
             

                                     
                                   
                                   
                                           

                   
                
      

                                                             

        
             

                                     
                                  
                                     
                              

                   
                   
                  
             

                                                             

Offshore 
presence 

Reduce or close New Zealand’s presence 
in countries of low economic value.  

                
                      
          

More detailed information to be provided in November report. 

Official 
Development 
Assistance 

Reduce New Zealand’s aid to developing 
countries. 

              
                    
                    
          

More detailed information to be provided in November report. 
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Area of 
spending 

Programme Likely Amount of 
Savings 

Comment 

Youth 
Development,  
Offices for 
Senior 
Citizens, 
Community 
and 
Voluntary 
Sector and 
Disability 
Issues 

There is scope to reduce outputs in these 
areas. Current outputs are either of 
questionable value, or can be provided 
effectively by other departments. 

Scale programme – 
                
      

More detailed information to be provided in November report. 

Families and 
Children's 
Commissions 

Scale programme – 
                
      

More detailed information to be provided in November report. 

                                                
                                        

                  
            
                   
      

                                                             

           
           

                                     
                                         
                                    
                                      
                                   
                                   
                                   
                         

               
                    
             

                               
                                                              

                                            
                                                            

                                                          
                                                           
                                                          
                                                              
                                                 
 

                                                           
                                                             
                                                              
                                                               
                                                                
                                          

[2]
[2]

[2]



                        
                 

BR2010/22 : Expenditure Savings in Budget 2011  Page 10 
 

                        

ANNEX TWO 

 

POTENTIAL TALKING POINTS: HOW THE SAVINGS PROCESS CAN CONTRIBUTE TO 

LONG TERM OBJECTIVES 

1. We would like to reconfigure the mix of Government spending in a way that: 

• delivers the Government’s priorities; 

• is fiscally sustainable, with net debt at a prudent level; 

• provides ‘more for less’; and 

• is sufficiently flexible to allow a wide range of policy choices in the future. 
 

2. For Budget 2011, we have decided to broadly continue the existing approach to 
spending decisions while postponing any policy changes that will eventually be 
required to meet our long-term fiscal objectives.   

3.  
4. The trade-offs required will become harder each year.  Without action, it will become 

increasingly difficult to live within our $1.1 billion operating allowance.  This would 
mean the Government’s return to surplus would be delayed, New Zealand would 
become increasingly vulnerable to external shocks and state services may be affected. 

 
5. We should use our Four-year Budget Plans to ensure that savings are sustainable 

rather than one-off and are consistent with our longer term objectives. 
 

6. For Budget 2011 we should seek to identify a few significant service areas where the 
Government’s footprint should reduce over time.  
 
 

 
 
 


