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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]  6(a) - to prevent prejudice to the security or defence of New Zealand or the international relations 

of the government 
 

[2] 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 

 
[3]  9(2)(a) - to protect the privacy of natural persons, including deceased people 

 
[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)(ba)(i) - to prevent prejudice to the supply of similar information, or information from the same 
source, and it is in the public interest that such information should continue to be supplied. 
 

[6] 9(2)(d) - to avoid prejudice to the substantial economic interests of New Zealand 
 

[7]  9(2)(f)(iv) - to maintain the current constitutional conventions protecting the confidentiality of 
advice tendered by ministers and officials  
 

[8] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank expression 
of opinions 
 

[9] 9(2)(h) - to maintain legal professional privilege 
 

[10] 9(2)(i) - to enable the Crown to carry out commercial activities without disadvantage or prejudice 
 

[11] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 
 
[12] 9(2)(k) - to prevent the disclosure of official information for improper gain or improper advantage 

 
[13] Not in scope 

 
[14] 6(e)(iv) - to damage seriously the economy of New Zealand by disclosing prematurely decisions 

to change or continue government economic or financial policies relating to the entering into of 
overseas trade agreements. 

 

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, a [3] appearing where information has been 
withheld in a release document refers to section 9(2)(a). 

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 2014: STRATEGY AND PROCESS 

Proposal 

1. This paper seeks agreement to the overall strategy and process for Budget 
2014, delivering our economic, fiscal and social objectives through improved public 
sector performance. 

Executive Summary 

2. The Government has responded to severe economic and fiscal challenges over 
the last five years, including a domestic recession, the global financial crisis and the 
Canterbury earthquakes.  Unlike many other countries, we did not slash services and 
raise taxes.  Instead, we focused on improving public sector productivity, a strategy 
that has let us steer the public finances back towards surplus. 
 
3. Disciplined fiscal management has yielded significant results over the past five 
years. This strategy has required tough decisions to be made. We announced two near 
net-zero Budgets in 2011 and 2012, and since 2009 we have reprioritised nearly $15 
billion of spending towards higher priority policies. 
 
4. In the longer term, good outcomes are good for the books.  Solving difficult 
social problems by attacking their root causes will make Government spending more 
sustainable in the future.  But a concerted approach requires a high-performing public 
sector; one that achieves well-defined, measurable results by increasing its focus. 
 
5. Budget 2014 is about further improving public sector performance.  Through 
their Four-year Plans, now in their third iteration, agencies must show how they intend 
to deliver results, improve their effectiveness, and shift resources accordingly.  Final 
plans should: 
 
a. Align resources to results 

b. Set out the risks to be managed, and 

c. Propose actions to deliver results. 
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6. Core Crown spending in 2012/13 was just over $70 billion.  This base level of 
spending provides a major resource for new policy, and Ministers will need to make 
sure their departments align their resources to deliver results.  Four-year Plans provide 
a good opportunity for agencies to evaluate their existing services and reprioritise 
funding from poor-performing policies to new initiatives to deliver results. 
 
7. New funding in Budget 2014 will only be provided to those agencies that 
understand their underlying cost drivers and provide Ministers with a range of service 
delivery options that align resources to results.  Plans that seek to continue old delivery 
models are expected to manage within their current baselines. 
 
8. We need to ensure that capital spending is delivering the highest value to the 
total Crown.  While we are on track to return to OBEGAL surplus in 2014/15, debt is not 
forecast to fall until 2017/18.  Improved public sector performance will help us pay back 
debt faster but a large driver is capital spending, particularly that funded from 
accumulated depreciation.  Ministers are encouraged to pay particular attention to this 
section of their upcoming Four-year Plans. 
 

Economic and Fiscal Context 

Our past performance 

9. Since coming into office in 2008, the Government has encountered severe 
economic and fiscal challenges, including a domestic recession, the global financial 
crisis and the Canterbury earthquakes.  Slow trading partner growth and ongoing 
global economic uncertainty have made a quick recovery all the more difficult. 
 
10. Like other governments, we have had to adjust fiscal policy in response to the 
downturn as falling tax revenue put strain on the public finances and forced a build-up 
in debt.  But unlike other developed countries we did not slash and burn services and 
raise taxes.  Instead, our response to the downturn was measured and well signalled, 
and we concentrated on the most direct influence we have over New Zealand’s 
economic and fiscal performance:  public sector productivity.  
 
11. At around one-quarter of the economy, we realised that a better performing 
public sector would reduce fiscal deficits and improve broader economic performance.  
We took the time to think through the problems in each sector and worked out the 
changes that needed to be made.  During our first term we capped the public sector 
headcount, reprioritised spending towards front-line services, and extracted a sizeable 
efficiency dividend out of the public sector.  In our second term, our Better Public 
Services programme is starting to deliver measurable results. 
 
12. Improved state sector performance is the primary reason for the turnaround in 
the Government’s books.  In 2008 we faced a decade of deficits but by December 2010 
we were able to signal a return to surplus no later than 2015/16.  And, despite the 
Canterbury earthquakes, continued performance improvements let us go into the 2011 
general election promising New Zealanders a return to surplus as soon as 2014/15.  
 
13. Budget 2014 will be one of the last milestones on the road back to surplus and 
will signify a remarkable turnaround in the Crown’s fiscal outlook.  Several years of an 
unyielding focus on improved performance in the state sector mean there is less 
pressure on costs today than we anticipated at this stage of the deficit reduction cycle.  
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Departments are starting to understand their cost drivers, and some are showing signs 
they are arresting ever-increasing expenses.  
 
14. Over the past five years, we have learned that the state sector can deliver 
better public services for less when it has a clear direction and knows the results it 
needs to deliver.  In the short-term, once results are identified, funding can be directed 
at what is important and away from what is less crucial.  When we took office in 2008, 
Treasury forecast core Crown expenses to be over $76 billion in 2012/13.  The Crown 
accounts released earlier this month showed actual spending of $70 billion, a $6 billion 
improvement.  Since Budget 2009, we have reprioritised almost $15 billion of 
Government spending towards new initiatives to achieve results. 

 
The outlook 

15. The economic outlook is now improving, and Budget 2013 was announced 
alongside a recovery building momentum.  Forecasts included GDP growth of between 
two and three per cent a year, wages growing, more jobs and households enjoying 
more disposable income.  While downside risks still pose a threat, they are not as 
dominant as they have been over the last five years. I expect the Half Year Update will 
show economic growth accelerating.  Construction activity is strengthening, household 
consumption is rising and business confidence is at its highest level since 1999. 
 
16. But also important for the public finances, improved public sector performance 
is starting to yield sustainable changes.  Where agencies have been directed to deliver 
results, they have reprioritised resources accordingly and have ended up with more 
efficient and effective spending.  Ongoing cost pressure control is a clear sign that 
agencies understand which aspects of their business are most critical to deliver results. 
 
17. In the longer-term, good outcomes are good for the books: 

 
a. Teaching children well while they are at school means they can enter the 

workforce with the skills they need to succeed and flourish.  And that means the 
Government only has to pay for them once. In 2010, 67% of 18-year-olds 
achieved NCEA Level 2. Two years later, that proportion increased to 77.2%. 

 
b. Rehabilitating prisoners, so when they return to the community they do not 

reoffend and return to prison, saves taxpayer $90,000 a year per offender. 
There were nearly 2,000 fewer offenders returning in 2012/13 than two years 
previous, helping to improve the sustainability of our corrections system. 

 
c. New Zealanders place high importance on health and social services, 

particularly those targeted at personal and social wellbeing.  By alleviating their 
suffering or getting them back into work, we not only improve New Zealanders’ 
wellbeing but actively reduce future demands on the books. The Government’s 
welfare reform programme is delivering significant savings over time. We 
actively reduced the welfare current lifetime liability by $3 billion between June 
2011 and June 2012, before other factors outside the Government’s control. 

 
18. Budget 2014 is about getting the results the Government wants. Agencies must 
show how they intend to deliver results, improve their effectiveness, and shift their 
resources accordingly.  A well-directed and focused public sector will let us not only 
deliver the economic and social benefits New Zealanders demand, but also position 
ourselves to potentially signal tax cuts and repay Government debt faster in the future. 
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Budget 2014 strategy 

A focus on public sector performance and results 

19. We have set the public service ten challenging results to achieve, and the 
Better Public Services programme has already started to make measurable progress 
toward solving difficult social problems.  For example, we are making good progress in 
reducing crime and reoffending, and are on track to achieve our infant immunisation 
rate target. Looking forward, the challenge is to lock in, then accelerate these gains 
and continue improving the lives of New Zealanders.  A public sector that is performing 
efficiently and effectively will not only do this, but also let us pay down debt and 
prepare for future shocks. 

20. Budget 2014 will build on our past success.  Agencies will need to provide 
options that can credibly improve performance in the short-term to deliver longer-term, 
downstream benefits.  New policies that deliver results can be funded without adding to 
the Government’s debt burden, but only if the public sector improves its focus.  An 
integral part of improving performance is evaluating the impact of past policy so the 
Government can work out why current policy is not working or achieving the anticipated 
results. 

21. Agencies that are performing at a high-level, managing service delivery risk and 
delivering effective public services will have a better sense of the choices available. 
They are more likely to be able to manage their costs over the medium-term, achieve 
measurable progress towards results, and let Ministers make informed choices about 
policy direction and funding levels in those sectors.  

Four-year Plans 

22. Budget 2014 will again be based around Four-year Plans.  Guidance for 
departments on how to prepare Four-year Plans was released on 6 August 2013.  The 
Plans provide an opportunity for agencies to demonstrate their ability to deliver new 
policy and manage risk. 
 
23. I recently reported to Cabinet on Four-year Plans (CAB Min (13) 31/8 refers). 
Plans should focus on agency performance and their department’s ability to deliver 
results efficiently and effectively. Final plans should: 
 
a. Align resources to results; 
 
b. Set out the risks to be managed; and 
 
c. Propose actions to deliver results. 
 
24. Four-year Plans should also show how departments intend to manage costs 
within existing baselines.  There remain considerable opportunities from sharing 
resources, functional leadership and general departmental efficiency.  Agencies should 
seek to improve their performance on efficiency benchmarking standards as a first step 
towards addressing cost-pressures. 
 
  



 

5 
 

25. Developing new ways of delivering services can improve performance and 
reduce future cost pressures.  Four-year Plans can help support the case for any 
investment required.  Agencies that demonstrate a good understanding of their 
business, including cost-drivers, and understand service delivery risks should receive 
priority over other agencies where new funding is sought.  Annex One details a model I 
expect Ministers to follow in developing the financial component of their Plans. 
26. Where agencies signal a general direction of effort towards service 
improvement, but have not proposed fully-developed initiatives, they should continue to 
develop these until at the stage where we can confidently fund the investment.  The 
Defence Mid-point Rebalancing Review and the welfare reform programme are 
examples of the Government’s willingness to invest in those agencies that demonstrate 
they are well positioned to deliver results. 
 
27. The financial component of Four-year Plans will be assessed and placed into 
the following groups: 
 

Investment-ready 

• Contains a good strategic direction that aligns with clearly 
defined Government priorities and articulates the 
contribution to results. 

• Cost drivers, and options available to address them, are 
clearly laid out. 

• They contain robust options analysis, including 
opportunities for funding within current baselines and/or 
contracting out. 

• Past policy is evaluated (eg, why it is not working), and 
how the proposed initiative would deliver results. 

• The proposal include risk management strategies (eg, 
tranching), and how the agency would work with the 
wider sector to deliver results. 

• The agency can demonstrate it has found efficiencies 
from baselines (eg, BASS) and managing headcount. 
 

Potential action: These plans are prioritised for funding in 
Budget 2014. 

Direction on track 

• Plans show a strategic direction that is aligned with 
clearly defined Government priorities, and broadly show 
how that strategy can be delivered. 

• A general view of costs is laid out, but does not clearly 
expose other delivery options available to Ministers. 

• Initiatives in the plan do not contain a robust analysis or 
how progress will be monitored. 

 

Potential action: Cabinet agrees to the direction, and the 
Plan is continually refined over time. 

Do not provide options or 

reveal cost drivers 

• Strategic direction is ill-developed, or does not align with 
the Government’s priorities. 

• Where funding gaps are signalled, limited options are 
provided beyond seeking new funding. 

• Alternatively, the plan does not provide a credible sense 
of cost-pressures. 

• The agency performs poorly on other metrics, such as 
PIF ratings or BASS results. 

 

Potential action: The agency undergoes a performance and 
effectiveness review with input from central agencies before 
any funding increases are approved.  
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28. Four-year Plans will need to provide the performance and management 
information required to make this assessment.  I encourage Ministers to ask their 
agencies how they are improving results and outcomes, how they are reducing costs 
and questioning their ambition to deliver better public services.  Suggested questions 
are attached as Annex Two. 
 
29. Good Four-year Plans produced in previous years include Customs New 
Zealand, the Ministry of Pacific Island Affairs, Statistics New Zealand, and the 
Department of Conservation.  Their strategic intent aligned closely with Government 
priorities and their respective challenges and trade-offs were clear.  Among the bigger 
sectors, the Health Four-year Plan provides a good overview of a sizeable and 
complex sector, though it will benefit from continued improvement and refinement. 
 
30. Agencies that have been exempted from Four-year Plans, and have been 
asked for an update only, should submit a short narrative only that provides assurance 
their most recent Four-year Plan is still relevant.  They should also provide an update 
on the progress made against their strategic objectives. Agencies that intend to seek 
new funding from the operating allowance at Budget 2014, or face a considerably 
changed operating environment, are expected to prepare new Four-year Plans. 
 
31. I will report back to Cabinet in early 2014 following assessment of final Four-
year Plans with proposed final allocations from the operating allowance. 

 
Paying down debt in future years  

32. While deficits have been necessary to shelter New Zealanders from the worst 
effects of the downturn, this required a build-up of debt that needs to be reversed.  
Core Crown net debt, as a percentage of GDP, is at its highest level since 1998.  While 
this is still well below the OECD average, as a small trading economy with substantial 
net private sector foreign debt, New Zealand is more vulnerable than most countries to 
significant economic and fiscal shocks in the future. 

33. In dollar terms, debt is projected to increase until 2017/18 despite the return to 
OBEGAL surplus.  The OBEGAL is equivalent to a business’s underlying profit – the 
Crown’s revenue minus its expenses.  Yet the core Crown is also forecast to pay out 
between $3 billion and $4 billion a year for capital projects over the next five years, 
adding to the debt burden we have to pay back. 

34. While some of the capital spending is from the Future Investment Fund and 
future capital allowances, most is funded from agencies’ accumulated depreciation.      
It is not clear that this spending is maximising value to the overall Crown, and it is 
difficult to see the tradeoffs between all capital spending.   I encourage Ministers to pay 
particular attention to capital intentions in upcoming Four-year Plans. 
 

  



 

7 
 

Figure One: Debt continues to rise, despite the return to OBEGAL surplus 

 

 

 
Over forecasting of expenses, expense transfers, and extending tagged 
contingencies 

35. Departments are continually over forecasting their expenditure, and this can 
lead the Government to run tighter fiscal policy than is actually necessary.  Actual core 
Crown spending in the 2012/13 financial year was around $3.5 billion lower than we 
forecast in Budget 2012. 
 
36. Poor forecasting significantly changes the context against which we make our 
Budget decisions.  For example, over forecasting could lead us to run an unnecessarily 
tight Budget 2014 only to find that a larger-than-expected amount of expenses is 
transferred out to 2015/16. 
 
37. The Treasury will engage agencies on their forecast performance through the 
Four-year Plan process, including forthcoming SEC report-backs.  I encourage you to 
emphasise to your Chief Executives the critical importance of managing expense 
forecasts so that they do not put pressure on our surplus target. 

 
38. Expense transfers from this year to 2014/15 can also pose a risk to the 
forecasts.  Under current fiscal management rules, expenses can be transferred from 
one financial year to another, where “a factor outside the agency’s control has caused 
a delay in a specific and discrete project, and the costs cannot be met within the 
baseline of the year to which the transfer is proposed” [CO (11) 6 refers]. 
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39. Agencies should not rely on expense transfers to deliver outputs.  I intend to 
only approve expense transfers where agencies prove that a factor outside of their 
control is the primary cause of delay. 
 
40. I am also concerned about the number of tagged contingencies approved in 
prior Budgets that remain unspent, currently around $1 billion over five years.  Tagged 
contingencies that were approved in Budget 2013 expire on 1 February 2014, unless 
we agree to extend them.  Agencies should plan to have these initiatives at the 
“investment-ready” stage before 1 February, and I propose Budget Ministers only 
approve extensions where critical to achieving results. 
 

Consultation 

41. This paper was prepared by the Treasury.  The Department of the Prime 
Minister and Cabinet was informed. 

Recommendations 

42. I recommend that Cabinet: 
 

1 note that since coming into office in 2008, the Government has 
encountered severe economic and fiscal challenges, and has responded 
to these through a measured programme of improving public sector 
performance; 

2 note that the Government’s books have turned around significantly over 
the last five years despite the slow recovery, and performance 
improvements let the Government target a return to surplus in 2014/15; 

3 note that progress has come from defining results, directing agencies to 
achieve them and reprioritising resources accordingly; 

4 note that the economic outlook is now improving, although the global 
environment continues to pose significant risks; 

5 note that better public service performance will help achieve the 
Government’s social objectives and deliver considerable fiscal savings 
as social results are achieved; 

6 agree that Budget 2014 will focus on improving public sector 
performance; 

7 note that agencies will be expected to demonstrate their performance 
improvement intentions through their Four-year Plans; 

8 agree that final Four-year Plans should demonstrate: 

8.1 how resources are being aligned to results; 

8.2 the risks that need to be managed; and 

8.3 the actions required to deliver results; 
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9 note that the financial component of Plans will be assessed along the 
following criteria: 

9.1 Plans that are investment-ready; 

9.2 Plans that are on track; and 

9.3 Plans that do not provide options and/or do not reveal cost 
drivers adequately; 

10 agree that investment-ready Four-year Plans will have priority for new 
operating funding in Budget 2014; 

11 invite the Minister of Finance to report back to Cabinet in early 2014 
following assessment of final Four-year Plans with proposed final 
allocations from the allowance; 

12 note that expense transfers and extending tagged contingencies may 
put the 2014/15 surplus under pressure; 

13 agree that extensions to existing tagged contingencies will only be 
granted where critical to achieving results. 

 

 
 
 
 
Hon Bill English 
Minister of Finance 
 
Date:  
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Annex One: Process for Four-year Plan development in Budget 2014 
 

 
 
 

Strategy – what are we trying to achieve? Options for delivery Options for funding

Return on investment

Funding decision

A new proposal is 

put forward.

• Does this align with 

the agency’s strategy 

and Govt priorities?

• Would performance 

improve?

• Is current policy 

failing to deliver 

results?

YES

•The department prepares several 

options to deliver the objective with 

different funding levels.

•Each option includes clarity around 

the required capability, services that 

will be delivered and expected 

impact.

•The agency should also develop a 

“non-delivery” option (ie, stopping), 

and progression is subject to 

transparency around risks and costs 

of the activity.

Proposal declined

NO

Options developed for funding from 

reprioritisation, efficiencies. Can it be 

funded from baselines?

NO

Activity 

implemented 

within baselines

YES

What benefits can 

the Government 

expect?

How will the benefits 

be measured and 

monitored?

What are the delivery 

risks to the dept and 

the Crown?

Is the agency well placed to manage risk, understand the 

costs and deliver the benefits promised?

Priority proposal for this Budget

YES

Direct the department to continue work and/or set aside 

allocation in next Budget 

NO

START

Does this option deliver the 

highest value?

Does it have to be 

undertaken (eg, to avoid 

service failure)?

Lower value activity identified that can be 

stopped

NO

YES

4yP informs these steps BASS informs these steps

YES

NO
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Annex Two: Suggested questions for Ministers to ask their Chief Executives on     
Four-year Plans 
 
 
Improving results and outcomes  

1) Where is the agency operating differently to achieve results? 

2) Where are resources being moved to achieve priority results? 

3) Which programmes have been reviewed for effectiveness in the last three 
years? 

4) What has been improved on your key PIF findings?  

 

Reducing costs 

5) What have you done to reduce costs and improve the agency’s BASS 
ranking? 

6) What proportion of contracts have been looked at by the procurement hub? 

7) What is the opportunity cost of invested capital? 

8) What are the key long-term cost pressures in your department and are they 
increasing or decreasing? 

9) Where can’t you tell a story about the input costs of outputs across your 
business?  

 

Ambition 

10) Where are services more contestable than they were in 2008? 

11) How can the pace of change be increased? 

12) Where are there new operational ways of working with NGOs, private 
sector, academics and other departments? 
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