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25 March 2011 ST-4-2-2  

Treasury Report: Confirming an Efficiency Dividend for Budget 2012 

Executive Summary 

Budget Ministers agreed in principle to an efficiency dividend for departmental expenditure in 
their meeting of 15 March 2011.  This report seeks formal agreement to an efficiency 
dividend, decisions on the key design features and agreement to next steps for 
implementation. 

We propose an efficiency dividend with the following key design features: 

• A differential dividend based on agency size: agencies with total departmental output 
expenses over $200 million being subject to 6% and those with a total under being 
subject to a 3% efficiency dividend; 

• The base for the efficiency dividend will be Core Government Administration 
(Departmental Output Expenses), as defined for the FTE cap, excluding Special 
Education Services (SES) and schools property output expenses but also excluding 
third party revenue; 

• Departments subject to the efficiency dividend will be able to claim the cost of the 
removal of central funding for KiwiSaver (including from the change in KiwiSaver 
settings) and State Sector Retirement Savings Scheme (SSRSS) toward their 
efficiency dividend; 

• Agencies which have undergone a recent review, or are likely to undergo a review, will 
be excluded (New Zealand Defence Force, Statistics NZ, Police and Corrections).  The 
efficiency dividend does not include Crown entities.  However, agencies which are 
excluded will still be subject to the costs from removal of central funding from 
KiwiSaver and SSRSS as a de facto equivalent to the efficiency dividend; 

• The efficiency dividend would be implemented from 1 July 2012, with the full reduction 
of 3% or 6% applied from that date (relevant baselines will be reduced from 2012/13 
onwards); 

• An appeals mechanism will be available so agencies at risk of service failure can make 
a case for a lower or deferred application of the dividend.  However, this will need to be 
the exception rather than the rule and agencies that defer the efficiency dividend would 
generally be expected to identify higher future savings to ensure fairness; and 

• Responsibility for implementing the efficiency dividend will be delegated as far as 
possible to chief executives.  Four-year Budget Plans would be the vehicle through 
which agencies report on how they are delivering on their efficiency dividend. 

We estimate that an efficiency dividend along these lines could release a maximum of 
approximately $210 million per annum before any charges against it (these numbers are to 
be updated after Budget).  Agencies will be able to claim the cost of removing central funding 
for KiwiSaver and SSRSS towards their efficiency dividend targets.  We also propose that a 
proportion of the funds released could be used to fund all-of-government initiatives that have 
the potential to deliver significant savings and are key enablers of reform.  The remainder of 
the savings would be returned to the centre to contribute to an earlier return to surplus or 
other initiatives.   
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If you agree to this approach, there will be a need to seek Cabinet support and build greater 
awareness among Chief Executives, linked to the KiwiSaver/SSRSS changes and greater 
financial flexibility.  We would also propose a public announcement in the Fiscal Strategy 
Report. 

Recommended Action 

We recommend that you: 

a  agree to the following design of the efficiency dividend: 

• A maximum efficiency dividend of 6%; 

• A differential dividend based on agency size; agencies with total departmental 
output expenses over $200 million being subject to 6% and those with a total 
under being subject to a 3% efficiency dividend; 

• The base for the efficiency dividend will be Departmental Output Expenses, as 
defined for the FTE cap, excluding Special Education Services, schools property 
output expenses and third party revenue; 

• The exclusion of the New Zealand Defence Force, Statistics New Zealand, Police 
and Corrections as agencies that have recently undergone a review or a 
recommended for a spending review; 

• Departments subject to the efficiency dividend will be able to claim the cost of the 
removal of central funding for KiwiSaver (including from the change in KiwiSaver 
settings) and SSRSS toward their efficiency dividend; 

• Implementation from 1 July 2012; 

• An appeals mechanism will be developed to deal with exceptional cases; and 

• Responsibility for implementing the efficiency dividend will be delegated as far as 
possible to chief executives.  Four-year Budget Plans would be the vehicle 
through which agencies report on how they are delivering on their efficiency 
dividend and through which changes will be agreed. 

Agree/disagree. 

b  note that Crown entities will be excluded as they are not funded through Departmental 
Output Expenses appropriations. 

c  note that for departments and agencies which are not subject to the efficiency dividend 
the requirement to meet the cost of the removal of central funding for KiwiSaver 
(including from the change in KiwiSaver settings) and SSRSS will be a de facto 
efficiency dividend.  

d  note that Treasury has provided a separate Cabinet Paper on the use of some of the 
efficiency dividend savings for all of government initiatives that have the potential to 
deliver significant savings and are key enablers of reform. 

e  note that the potential fiscal savings from the efficiency dividend will be treated as a 
positive fiscal risk in the 2011 Budget and implemented in departmental baselines in 
Budget 2012. 



                 

T2011/587 : Confirming an Efficiency Dividend for Budget 2012 Page 4 
 

                 

f  note the efficiency dividend complements other initiatives to improve budget decision-
making, including flexible financial management and spending reviews. 

g  agree in principle to expenditure reviews for Police and Corrections and that they will 
 otherwise be subject to an efficiency dividend. 

h  indicate whether you would like any other agencies to be considered for a spending 
review as an alternative to an efficiency dividend. 

i  indicate when you would like to take a paper to Cabinet on the design features of an 
 efficiency dividend 

a. On 4 April 2011 alongside the other related papers; 

b. Straight to Cabinet on April 11 alongside the Budget Cabinet paper and Fiscal 
Strategy Report; or 

c. To ECC on 5  April then Cabinet on 11 April 2011. 

 
 
 
 
 
 
 
David Wood 
Deputy Secretary – Sector Performance 
for Secretary to the Treasury 
 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Treasury Report: Confirming an Efficiency Dividend for Budget 2012 

Purpose of Report 

1. The purpose of this report is to confirm decisions made at the Budget Ministers 
meeting of 15 March, 2011 regarding an efficiency dividend for departmental 
expenditure.  Budget Ministers discussed the option of an efficiency dividend to 
incentivise a greater drive for efficiency improvement and to generate savings.  It also 
responds to your request for feedback from the Senior Executives Group (SEG) on the 
efficiency dividend. 

2. This report seeks formal agreement to an efficiency dividend, decisions on the key 
design features and agreement to next steps for implementation.  It also links to recent 
advice on removal of central funding for the KiwiSaver and State Sector Retirement 
Savings Schemes (SSRSS), which would have ‘first call’ against savings from the 
efficiency dividend (T2011/472 refers). 

Context and Background 

3. Treasury has provided previous advice to you on an efficiency dividend (T2010/1825 
refers).  Budget Ministers favoured the approach of applying an efficiency dividend no 
earlier than 1 July 2012.  Budget Ministers emphasised that the efficiency dividend 
should be consistent with and reinforce the Four-year Budget Plan process, with the 
Four–year Budget Plans showing how the efficiency dividend will be delivered.   

4. SEG met on 15 March 2011 to discuss the efficiency dividend and flexible financial 
management.  SEG generally supported an efficiency dividend with a focus on core 
government administration.                                                         
                                                                                    
                                                                                         
                                                                                  
They also emphasised the need to build a ‘safety valve’ into the system for 
departments that may struggle to achieve the dividend in the stated time. 

5. The rest of this report outlines our recommended design for the efficiency dividend, 
how the savings from the efficiency dividend might be used, how the efficiency dividend 
links with other initiatives to support Budget decision-making and recommends next 
steps.  

Recommended design for the Efficiency Dividend 

6. There are many options for how an efficiency dividend could be designed.  Earlier 
advice (T2010/1825 refers) has outlined the key design choices, as well as their 
advantages and disadvantages.   

7. Our preferred design is summarised in the attached A3 (Annex A) and in the annexed 
table, which also includes the rationale for the design choices (Annex B).  The key 
features are: 

• A maximum efficiency dividend of 6%.  This maximum bound is based on our 
judgement of likely inefficiencies in the system, the potential for productivity 
improvement, the level of savings sought for new initiatives and overseas 

[2]
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experience.  The maximum rate needs to be sufficient to lead to both material 
savings and to force agencies to adopt innovations and new business models; 

• A differential dividend based on agency size, with total departmental output 
expenses over $200 million being subject to 6% and those under being subject to 
a 3% efficiency dividend.  This is because smaller agencies may be 
disadvantaged under a flat-rate system - economies of scale and a wider range 
of services give larger agencies a greater opportunity and ability to find savings; 

• The base for the efficiency dividend will be Departmental Output Expenses, as 
defined for the FTE cap,1 excluding Special Education Services (SES) and 
schools property output expenses but also excluding third party revenue (see 
below).  The aim is for consistency with the FTE cap, with some minor variations.   
SES are excluded because this expenditure is primarily frontline and school 
property output expenses are excluded because most of this expenditure relates 
to depreciation and capital charge on school property; 

• The exclusion of specific agencies which have undergone a recent review, or 
are recommended to undergo a review.  In particular, we propose excluding the 
New Zealand Defence Force, Statistics NZ, Police and Corrections.  We also do 
not have the power to extend the efficiency dividend to the Offices of Parliament; 

• Departments subject to the efficiency dividend will be able to claim the cost of 
the removal of central funding for KiwiSaver (including from the change in 
KiwiSaver settings) and SSRSS toward their efficiency dividend. In practice, this 
represents a ‘first tranche’ of the efficiency dividend for agencies that fall within 
the scope of the efficiency dividend; 

• Implementation from 1 July 2012, with the full reduction of 3% or 6% to be 
achieved in the 2012/13 year.  We propose the Secretary to the Treasury send a 
letter to Chief Executives to encourage them to make earlier savings if possible 
and allowing them to count earlier savings against the efficiency dividend;  

• An appeals mechanism will be available so agencies at risk of service failure 
can make a case for a lower or deferred application of the dividend.  Some 
flexibility in phasing in the full amount will allow a greater degree of planning 
within the four year budget plans.  That process should be sufficiently robust to 
deter frivolous appeals. In particular, agencies that are granted flexibility in the 
timing of the efficiency dividend will need to face a higher efficiency dividend so 
as not to penalise those who stick to the timeline; and 

• Responsibility for implementation of the efficiency dividend will be delegated 
as far as possible to chief executives.  Four-year Budget Plans would be the 
vehicle through which agencies report on how they are delivering on their 
efficiency dividend. 

Third Party Revenue 

8. We are recommending the exclusion of third party revenue from the efficiency dividend.  
                                                                                     
                                                                                     

                                                
1 Core government administration refers to: All Public Service departments (excluding the Community Probation & 
Psychological Service and Prison Service sections of the Department of Corrections, and the Child, Youth & Family and 
Work & Income sections of the Ministry of Social Development); and Five selected Crown entities: Housing New 
Zealand Corporation; New Zealand Qualifications Authority; New Zealand Transport Agency; New Zealand Trade & 
Enterprise; and Tertiary Education Commission. While the FTE cap included some Crown entities, these are not 
included in the efficiency dividend.  

[2]
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                                                         It can be argued that the same 
pressure should be on departments to deliver efficiency improvements to New 
Zealanders as consumers of public services as they are to New Zealanders as 
taxpayers. 

9. However, there are simplicity benefits from keeping the efficiency dividend as a fiscal 
instrument focused on helping to meet the Crown’s fiscal strategy.  Including third party 
revenue creates a number of complications around inter-departmental transfers.  There 
is also a risk that a greater share of the savings could be found in third party revenue, 
potentially reducing the level of savings returned to the Crown.   

Appeals mechanism 

10. While the efficiency dividend makes some distinction between departmental sizes, it is 
otherwise not tailored to specific departmental situations.  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 without a material impact on outputs and capability 
to provide services to Ministers or manage risks.  While the efficiency dividend is 
expected to lead to some service change, some agencies may be already productive 
and efficient, and may lack the flexibility or capacity to introduce necessary efficiency 
reforms. 

11. SEG emphasised the importance of safeguards for those agencies that are at risk of 
service failure or can make a case for a lower or deferred application of the dividend.  
However, the appeals mechanism will have to be designed in such a way that it is used 
as an exception rather than a rule and that it is not an attractive option for departments.  
One approach will be to develop clear rules for qualifying for appeal and require 
agencies to develop a business case to apply for exemption or deferment.  

12. In particular, agencies that are granted flexibility in the timing of the efficiency dividend 
will need to face a higher efficiency dividend so as not to penalise those who stick to 
the timeline.  The expectation should be that an equivalent amount of savings would be 
delivered over time.  However, the savings profile should be decided through the 
appeals mechanism to reflect the circumstances of individual agencies. 

13. We see potential for SEG to play an important support and challenge role as the first or 
‘filter’ stage of an appeals process.  Treasury will provide supporting information, 
analysis and advice.  However, you should maintain oversight and make the final 
decisions, in consultation with Budget Ministers.  

Level and use of cashable savings 

14. Applying a differentiated system at a maximum rate of 6% for departments with 
departmental output expense appropriations in excess of $200 million, 3% for others or 
zero for known special cases is estimated to release a maximum of approximately 
$216 million per annum from a baseline of just under $4 billion. (Note that these 
estimates have been calculated from baselines as at Budget 2010 and final savings will 
need to be calculated on 2012/13 baselines as at Budget 2011 so these numbers are 
liable to change.)  However, in practice greater agency differentiation, an active 
appeals process and offsetting the cost pressure from changes to KiwiSaver will 
reduce the amount of cashable savings.   

[2]
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15. Agencies will be allowed to claim the cost of removing central funding for KiwiSaver 
and SSRSS as savings to contribute to their efficiency dividend targets as well as the 
costs of changes to KiwiSaver settings (T2011/472 refers).   However, only a 
proportion of these costs will be cashable and lead to reductions in appropriations as 
the changes to KiwiSaver settings effectively create a cost pressure which agencies 
will need to manage.   

16. The table below summarises the contribution of the Kiwisaver and SSRSS changes 
towards the efficiency dividend and highlights the balance that will need to be found 
from agencies’ baselines. In almost all cases, the assessed value of an agency’s 
efficiency dividend will exceed the value of the terminated centralised employer 
contributions. 

 2011/12 2012/13 2013/14 2014/15 out years 

Maximum potential savings from 
efficiency dividend 

 206 206 206 206 

Less offset from Kiwisaver and 
SSRSS costs currently in 
baselines: 

Removal of central funding from Vote 
SSC for employer contributions to 
KiwiSaver and SSRSS for agencies 
within efficiency dividend  

 55.0 54.4 54.4 54.4 

Less offset from additional 
Kiwisaver costs not currently in 
baselines:  

Cost pressure from changes to 
KiwiSaver policy settings 

 0-1 7-10 10-15 17-22 

Balance of savings to be found 
from departmental appropriations  

 150-151 141-145 136-142 129-135 

17. Departments and agencies which are not subject to the efficiency dividend will also be 
required to meet the cost of the removal of central funding for KiwiSaver (including from 
the change in KiwiSaver settings) and SSRSS.  This will act as a de facto efficiency 
dividend.  Again, not all of this will lead to reductions in baselines as the changes to 
KiwiSaver settings are a cost pressure that all these agencies will need to manage.  

18. The table below summarises the pressure agencies not subject to an efficiency 
dividend will have to absorb.  

 2011/12 2012/13 2013/14 2014/15 out years 

Costs from the removal of central 
funding for employer contributions to 
KiwiSaver and SSRSS for agencies 
not subject to an efficiency dividend 

 

155 166 166 166 

Cost pressure from changes to 
KiwiSaver policy settings for agencies 
not subject to an efficiency dividend 

 
1.5 26 34 60 

Total cost pressure on all other 
agencies from changes to 
KiwiSaver and SSRSS 

 

156 192 200 226 

19. Note that Treasury is proposing that the funds released from the efficiency dividend 
and KiwiSaver/SSRSS changes be partially used to fund all of government initiatives 
that have the potential to deliver significant savings and are key enablers of reform.  
Treasury has provided an accompanying Cabinet Paper on these initiatives.  The 
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remainder of the savings would be returned to the centre to contribute to an earlier 
return to surplus or other initiatives. 

20. The fiscal impacts of the KiwiSaver/SSRSS changes will be incorporated into the fiscal 
forecasts.  We recommend that the potential efficiency dividend savings are not yet 
incorporated in the fiscal forecasts.  There is greater uncertainty as to their level across 
votes and what appropriation lines they will impact than for the KiwiSaver/SSRSS 
changes.  We propose that the efficiency dividend savings be included as a positive 
fiscal risk in Budget 2011. 

Links with other initiatives to support Budget decision-making 

21. The efficiency dividend will be implemented at the same time as central funding is likely 
to cease for the costs to individual agencies of KiwiSaver and SSRSS contributions 
(T2011/472 refers).  When communicating with departments subject to the efficiency 
dividend, any message will need to be integrated as an overall package around greater 
flexibility in financial management, cessation of central funding and potential for 
expenditure reviews.  When providing guidance for the next set of Four-year Budget 
Plans, Treasury will need to indicate how projected costs from the  removal of central 
funding for employer contributions to KiwiSaver and SSRSS  and changes to KiwiSaver 
settings should be calculated for offset against the efficiency dividend.  

22. The efficiency dividend could be complemented by greater flexibility in financial 
management.  As discussed with SEG, greater flexibility in the financial management 
system could support greater efficiency; productivity and performance in government 
agencies.  It will support agencies in achieving the efficiency dividend savings targets 
in the most effective way which minimises the impact on Government priorities. 

23. Greater flexibility in financial management is designed to: 

• Assist departments to take a longer term perspective, and manage funding over 
multiple years to encourage a multi-year focus; 

• Increase the focus on total baseline spending; 

• Provide a differentiated Budget process across Votes; 

• Streamline reporting requirements, including SOIs; 

• Improve the functioning of memorandum accounts; and 

• Ensure appropriate Parliamentary control over expenditure and accountability for 
the expenditure. 

24. The centrepiece of flexibility would be the Four-year Budget Plan.  This allows for total 
flexibility, with the first year of the Plan forming the appropriations for that year.  We are 
developing options that would see the Four Year Plans supported by a number of other 
new mechanisms to make it easier to shift spending across years more easily.  
Treasury will continue to develop the flexible financial management proposals and will 
report back with options to implement them soon after Budget 2011.   

25. An efficiency dividend should also be complemented by a small number of externally 
driven spending reviews of selected agencies, which would allow much greater focus 
on services and policy choices.  In particular, we recommend a spending review for 
Police and Corrections, which is why they have been excluded from the efficiency 
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dividend.  An efficiency dividend should be a fallback for these sectors if they are not 
subject to a more extensive review. 

26. Beyond the 2012 Budget process, you may also want to consider integrating rolling 
spending reviews into medium term financial planning based on four year budget plans.  
New Zealand is unusual in not having ongoing, independent reviews of spending, 
productivity and value for money in major sectors.  Developing greater support, 
guidance and challenge around agency’s four year budget plans would be an evolution 
of progress made in recent Budgets towards an increasing focus on baseline 
expenditure.  It would enable the government to take a sector-specific approach to 
identifying baseline savings, and to make baseline changes in a way that maximises 
the impact of expenditure on priority objectives and reflects sector starting points.  It 
can also support a shift towards a ‘value for money’ culture where agencies are more 
focused on continuous improvement in the effectiveness and efficiency of baseline 
expenditure.   

Next Steps  

27. Next steps will include: 

• Getting Cabinet agreement to the efficiency dividend: Cabinet agreement to 
the design features will be needed shortly if the efficiency dividend is to be 
announced as part of Budget 2011. Agreement will need to be sought before 
Budget and preferable before the moratorium period. You have three choices: 

− Take the paper straight to Cabinet alongside the two related papers: Budget 
2011: Making KiwiSaver more cost-effective and Assignment of Efficiency 
Dividend proceeds to ‘Better Services for Less” Initiatives on 4 April 2011. 
(Note that if substantive changes to the design features outlined in this paper 
are sought, there will be insufficient time to cost the changes and prepare a 
Cabinet paper.) 

− Take the paper straight to Cabinet on April 11 2011 alongside the Budget 
Cabinet paper and the Fiscal Strategy Report. 

− Take the paper to ECC on 5 April 2011 to socialise the concept of an 
efficiency dividend with Ministers and then to Cabinet on 11 April 2011.  

• Communicating the efficiency dividend to departments  

− There is benefit in communicating to Chief Executives early, and this 
should start as soon as possible.  We propose that John Whitehead raise 
the efficiency dividend at the next CE forum in a couple of weeks.   

− We propose that the Secretary to the Treasury writes letters to CEs 
informing them of the efficiency dividend and inviting agencies to find 
savings earlier as discussed at the earlier Budget Ministers’ meeting. 

• If Cabinet agrees to the efficiency dividend, it would be announced in the Budget 
as part of the Fiscal Strategy Report. We will include advice on how to include the 
efficiency dividend as part of our ongoing advice on the Fiscal Strategy Report.  

• Treasury will provide further advice on the detailed design and implementation of 
the efficiency dividend, flexible financial management, spending reviews and all 
of government initiatives after Budget 2011. 

 

 



Annex A: Efficiency Dividend Design Options 

The Broad Approach to Strengthening Medium Term Planning Greater certainty of funding in the State Sector 
$b 
70 

Efficiency 

Dividend 

• Chief Executives have requested greater certainty around funding- a known funding reduction 
now would be preferable to repeated smaller requests for savings or to fund all-of-government 
initiatives. 

60 • We propose an efficiency dividend, complemented with greater flexibility in financial 
management, as a package to meet this request. 

• Ministers have yet to make final decisions. 

so An efficiency dividend as a first step, building f rom Four-year Budget Plans .. . 

Rolling 

reviews of 

Four-year 

Budget 

Plans 

• An efficiency dividend can continue focus on 'core government administration', release funds, 
partly replicate private sector profit incentives and help drive efficiencies. 

40 
Targeted 

Spending 

Reviews 

• A high rate could force reassessment of existing business models and agency structure. 

• Cut departmental output expense baselines from 1 July 2012, applying at different rates to 

30 
different departments. 

• Some agencies could offer a first tranche of savings in July 2011. 

• Complements any structural changes . 

20 ... complemented by greater flexibility in financial management ... 

• We are developing options for managing underspends, a differentiated Budget process and 

10 
making changes to business plans and appropriations smoother. 

• The centrepiece of flexibility would be the Four-year Budget Plan . 

... and potential future spending reviews. 

0 

Expense Appropriations 2010 

• In the short term, Ministers could commission a very limited number of spending reviews of 
agencies, votes, programmes or input costs. 

Efficiency Dividend Design 
How 

• Reduce 'core government administration' from 1 July 2012, based on the 
FTE Cap definition but with some further exclusions. 

• Apply to 'core government administration departmental expense 
appropriations' excluding 'third party revenue' (see indicative table). 

• Differentiate between departments: we suggest a split rate- 6% or 3%. 
Exclude special cases, eg NZDF, Statistics NZ. 

• Take a higher dividend from agencies with larger departmental expense 
appropriations and high volume of transactional business. 

• Future calls for savings or changes to central funding arrangements can 
count against efficiency dividend- with an expectation that agencies 
excluded from the efficiency dividend may be expected to absorb any such 
changes. 

• Create an "Appeal to Senior Ministers" option for departments at risk of 
service failure, to focus on rate and to better calibrate the phasing of an 
efficiency dividend for when the benefits of transformation proposed are 
more certain. 

[2] 

• Agencies to implement, with little Central Agency monitoring. 

Risks 

• Efficiency dividend may be set at a level that does not cover any future 
changes that may be counted against it. 

• Savings found may be short term and ad hoc- reducing future choices. 
• Service quality may suffer and agencies then seek additional funds to fix 

problems caused. 

• Large number of appeals could distract M inisters. 

Options 
Design is a matter of judgment. Other choices include: 

• A broader base to include more frontline activities; allowing a lower rate 
for equivalent savings. 

• Other differentiation approaches, eg extent of standardised processes, 
rate of departmental expense appropriation growth. 

• A phased start date to allow better planning. 

• Greater central control and monitoring through Four-year Budget Plans. 
[2] 

Potential Proceeds from Efficiency Dividend 
Dept [2] 

Average Absolute Dept Output: 

Dept annual % change Output Core Govt 

Output change on actuals Expenses: Admln 

Expenses from 2005 f rom 2005 Core Govt excl 3rd 

to 2010 to 2010 Admln party 
Depa:rtment revenue 

$m $ni $m $m 

Ministry of Education 1,713 5.3% 387 201 195 

Ministry of Social Development 1,194 3.8% 205 316 316 

Inland Revenue Department 636 8.2% 206 636 631 

Ministry of Justice 484 9.2% 1n 484 449 

Ministry of Foreign Affairs and Trade 3n 13.5% 1n 3n 362 

Ministry of Agriculture and Forestry 319 7.1% 93 319 231 

Department of Conservation 310 5.3% 71 310 279 

Department of Labour 301 6.3% 79 301 169 

Department of Internal Affairs 324 8.0% 104 324 208 

Ministry of Health 209 6.5% 57 209 194 

Ministry of Economic Development 143 6.5% 39 143 93 

New Zealand Customs Service 126 5.7% 30 126 89 

Land Information New Zealand 102 1.8% 9 102 64 

Ministry of Fisheries 97 5.2% 22 97 66 

The Treasury 71 6.4% 19 71 71 

Crown Law Office 69 8.0% 22 69 47 

Department of Building and Housing 68 17.1% 37 68 23 

Parliamentary Service 67 11.3% 28 67 67 

Ministry for the Environment 66 10.9% 26 66 60 

Te Puni Kokiri 55 1.4% 4 55 55 

Ministry of Transport 53 -9.1%- 33 53 52 
All other departments 1n 4.6% 28 138 126 

In Scope Total 6,958 7% 1,782 4,530 3,845 

New Zealand Defence Force 2,231 7.8% 701 

New Zealand Police 1,417 8.5% 475 

Department of Corrections 1,065 14.6% 527 18 18 

Statistics New Zealand 107 7.2% 31 107 

Grand Total u ,m 7.4% 3,517 4,654 

Notes 

1. Assumes 1 July 2012 start date. 
2. Applies 'core government administration' definition used for FTE Cap unless otherwise stated. 
3. M inistry of Education excludes special education services and school property portfolio 

management. 
4. IRD output expenses include all services to taxpayers, including administration of social 

programmes such as Working for Families, Child Support and Student loans. 
5. MAF includes Food Safety Authority. 
6. DIA includes Archives and National library. 
7. Offices of Parliament excluded. 

8. Final rate, base, exempt agencies and candidates for review not yet agreed by Ministers. 

Potential Use of Funding 
Option All-of-government initiatives Debt repayment 

Could be used to support Can contribute to earlier return to surplus. 

Details • Government's transformation agenda 
• Responding to Review of Expenditure of Policy Advice 

Amount [2] Remainder 

Recommended Timing 
July2010 Budget Day July 2011 Budget Day July2013 

Funds required for all-of-government initiatives 
Efficiency dividend 
Very limited number of selected spending reviews 
Rolling reviews based on four year budget plans 
Key: Early signal needed I Planning I Review Implementation 
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Rationale for efficiency dividend design                 Annex B 

 
Design 
feature 

Proposed approach Rationale or decision issues 

Level A maximum efficiency dividend of 6%. Setting the rate is not an exact process.  

Factors which we have taken into 

account in suggesting 6% as the upper 

bound include our judgement of likely 

inefficiencies in the system, the potential 

for productivity improvement, the level of 

savings sought for new initiatives, 

overseas experience and the ability to 

set differing levels of efficiency dividend 

below the maximum.  The maximum rate 

needs to be sufficient to lead to both 

material savings and to force agencies to 

adopt innovations and new business 

models. 

Differential 

dividend based 

on agency size 

We recommend agencies with 

departmental output expenses over 

$200 million being subject to 6% and 

those under being subject to a 3% 

efficiency dividend. 

Smaller agencies may be disadvantaged 

under a flat-rate system - economies of 

scale and a wider range of services give 

larger agencies a greater opportunity 

and ability to find savings. 

Base Core Government Administration 

(Departmental Output Expenses) as 

defined for the FTE cap, excluding SES 

and schools and property management 

but also excluding third party revenue. 

The increased cost of employer 

contributions to KiwiSaver and State 

Sector Retirement Savings Scheme as a 

result of the removal of central funding 

and changes to KiwiSaver settings 

would count against the efficiency 

dividend.  Agencies which are excluded 

from the efficiency dividend would be 

expected to absorb these costs. 

The initial focus on Core Government 

Administration reflects the recognition 

that an efficiency dividend is a blunt 

instrument for making changes to front-

line services.  It is also consistent with 

the FTE cap. 

While SEG suggested including third 

party revenue in the base, we see the 

efficiency dividend primarily as a fiscal 

instrument to contribute to meeting the 

Crown’s fiscal strategy, which will not be 

helped by savings in third party revenue.  

It also creates a number of complications 

around inter-departmental transfers. 

Scope Exclusion for agencies which have 

undergone a recent review, or will 

undergo a review, particularly Statistics 

NZ and the New Zealand Defence 

Force, which is already required to 

implement the Deane Defence review 

Agencies which are excluded from the 

efficiency dividend would be required to 

absorb the increased cost of employer 

contributions to KiwiSaver and SSRSS 

from the changes to KiwiSaver settings 

and the removal of central funding. 

Efficiency savings will already have been 

identified in reviewed agencies and it 

would be unfair to target them twice. 

While there is some interest in extending 

the dividend to include Crown Entities, 

the need to absorb the costs from the 

changes to KiwiSaver settings and the 

removal of central funding will provide 

some incentive to make efficiency gains. 

Timing Implemented from 1 July 2012, with the 

full reduction of 3% or 6%. 

We propose the Secretary to the 

Treasury send a letter to Chief 

Executives to encourage them to make 

earlier savings if possible and allowing 

Recognising that some changes to 

improve efficiency will take time to 

implement, we recommend allowing 

flexibility in when agencies achieve the 

full 6%.  This flexibility may allow 

agencies to make savings in more 
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Design 
feature 

Proposed approach Rationale or decision issues 

them to count earlier savings against the 

efficiency dividend.   

effective ways, including consideration 

cross-agency solutions.  However, 

agencies that are granted flexibility in the 

timing of the efficiency dividend will need 

to face a higher efficiency dividend so as 

not to penalise those who stick to the 

timeline (see section on appeals 

mechanism below).  

Appeals 

mechanism 

Create an “Appeal to Senior Ministers” 

option for departments at risk of service 

failure, to focus on rate and to better 

calibrate the phasing of an efficiency 

dividend for when the benefits of 

transformation proposed are more 

certain. 

An appeals mechanism is needed so 

agencies at risk of service failure can 

make a case for a lower or deferred 

application of the dividend.  Some 

flexibility in phasing in the full amount will 

allow a greater degree of planning within 

the four year budget plans.  That 

process should be sufficiently robust to 

deter frivolous appeals. 

Implementation Agencies to implement, with little Central 

Agency monitoring.  Four year Budget 

Plans would be the vehicle through 

which agencies report on how they are 

delivering on their efficiency dividend. 

The overall ‘tight-loose-tight’ approach to 

state sector management suggests that 

responsibility for implementing the 

efficiency dividend should be delegated 

as far as possible to chief executives.   

Four year budget plans provide a way of 

testing how agencies are meeting their 

efficiency dividend and could require 

agencies to specify how the savings are 

being made (with sufficient detail to give 

certainty that they will be achievable). 

 

 


