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7
CHAPTER  7

M A N A G I N G  F O R  R E S U L T S  �

T H E  B U D G E T  P R O C E S S

7.1 Introduction

Preceding chapters have argued that the incoming Government has a real

opportunity, over the next few years, to improve economic and social outcomes

for New Zealanders.

However, fully realising that potential will be challenging. As earlier chapters

have indicated, better outcomes will require a credible set of policies derived

from good-quality policy design and implementation.  Good processes

through which the business of government is managed will be crucial.

Making progress on the major policy problems discussed in this briefing will

not be easy.  Many of these issues are complex.  Designing good-quality

policy solutions is likely to require significant commitment of ministerial

time and effort, and advice from officials from a number of agencies.  Ensuring

that the implementation of new policy initiatives is well integrated with the

administration of existing programmes will be important in determining their

success.  Well designed and effectively managed processes across government

will be a critical part of good policy development and effective implementation.

In the area of fiscal policy, over the medium term, there is the potential for

various combinations of increases in priority spending, reductions in taxation,

and ongoing debt reduction.  A key risk to this outlook is that the overall

impact of a number of fiscal pressures could erode the capacity to deliver on

the Government�s key priorities.  Managing these �bottom-up� pressures by

maintaining a high level of overall or �top-down� fiscal discipline, exercised

through the Budget process, will help the Government achieve its key policy

priorities and fiscal objectives.

This highlights the importance of processes that:

� assist the Government to establish and communicate clear strategic

priorities, which become a focus for subsequent ministerial and public

sector action

� recognise the need for good quality management of existing policies and

their administration.
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Across government there are a number of processes which, if well integrated,

can work together to ensure that effort is focused on priorities, and that

decisions are put into operation effectively.  At the ministerial level, these

include the terms of reference and work programme of Cabinet committees,

and the development of statements of government policies and priorities.

In the public sector, recent developments in setting and communicating

strategic priorities have provided useful ways of better aligning public sector

activity with government priorities.

Over the past three years, the Government�s policy priorities have been set

by Cabinet in nine major areas, called Strategic Result Areas (SRAs).  This

process is coordinated by the Department of the Prime Minister and Cabinet.

If Ministers wish to continue to use this system of setting directions for the

public service, the next generation of SRAs, for the period 1997-2000, will

need to be considered over the next few months.  This provides an important

opportunity for the incoming Government to signal its priorities to the public

sector.

SRAs also inform the development of the Key Result Areas (KRAs) to be

included in the performance agreements of government department chief

executives.  Together, the development of SRAs and KRAs, combined with

the Budget process, create the opportunity for much better alignment between

the government�s strategic priorities, the government�s spending, revenue

and ownership decisions, and the management of departments and Crown

entities.

The Minister of Finance and the Treasury, as the Minister�s prime adviser on

budgetary issues, have a particular interest in the design and management of

the Budget process.  The Budget process is the vehicle by which the

government sets its overall Budget plans, such as the planned levels of spending

and revenues, and within which decisions are made on the allocation of funds.

By allocating resources, the Budget process is a valuable tool to support a

stronger strategic focus and to provide effective government management.

This chapter discusses some of the ways in which the Budget process can

support the Government�s programme.  The first section identifies the

objectives of the Budget process.  The second section discusses those features

of the current Budget process which, in the Treasury�s view, it would be

useful to retain.  The final section considers where further progress could be

made.
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7.2 Objectives of the Budget process

The central features of the Budget process have been developed as tools to

help Ministers address their key fiscal policy concerns, and make the necessary

trade-offs.  While the importance of particular concerns is likely to vary over

time in response to prevailing economic and fiscal conditions, the following

issues are likely to be influential in guiding the design of the Budget process:

� the need to maintain effective fiscal control

� allocating resources consistent with the government�s strategic objectives

� improving the value for money of public spending

� fulfilling the legislative requirements for the Budget.

 7.2.1 The need to maintain effective fiscal control

Until recently, controlling and then reducing the fiscal deficit was the major

fiscal policy priority for successive governments.  Overseas research1 has

identified sustained control of public spending as the most critical factor in

successful deficit reduction, and this has been a government priority in the

last few years.  In response, a major focus of the Budget process has been the

development of limits on the overall planned level of spending, and of

processes which assist Ministers to manage spending within those limits.

Looking ahead, although the current fiscal outlook remains favourable, there

is a strong case for retaining these processes.  The full potential which exists

for priority spending increases or tax reductions, along with ongoing debt

reduction, is more likely to be realised if the Budget process is successful in

controlling general and unprioritised spending pressures. Furthermore,

chapter 2 highlighted the potential for the fiscal position to be hit by adverse

shocks, such as a marked slowdown in the economy.  Such shocks would be

likely to worsen the fiscal position by reducing forecast revenues and boosting

spending in some areas, such as some welfare benefits.  Managing through

such shocks will be assisted if firm overall expense management is maintained.

1 A. Alesina and R. Perotti, �Fiscal Adjustment: Fiscal expansions and adjustments in OECD

Countries�, Economic Policy, October 1995.
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7.2.2  Allocating resources to meet the government�s strategic objectives

Governments face potentially limitless demands to increase public spending.

Unless they are well managed, these demands can seriously undermine a

sound fiscal position.  In addition, individual spending proposals are likely to

vary in their contribution to the government�s wider economic and social

objectives.  Without an effective Budget process, Ministers have less scope to

make and implement collective strategic decisions on the best mix of spending,

taxation and debt reduction, or to assess the extent to which individual resource

bids are consistent with government priorities.

Over the next few years, the benefits from retaining a sound fiscal position

mean that a strategic focus will be particularly important throughout the

Budget process.  A strategic view will allow Ministers to take best advantage

of the temporary opportunity provided by large surpluses to advance the

government�s policy priorities.

7.2.3 Improving the value for money of public spending

Through its purchases of goods and services, and through income transfers,

the public sector makes a very significant claim on the nation�s resources.   In

the current year, government spending is projected to be $32.9 billion,

equivalent to 35% of the economy�s output.  In seeking to increase New

Zealanders� overall welfare, the government has a strong interest in ensuring

that its spending is making the best possible contribution to economic and

social welfare.  That is why parts of the Budget process have typically featured

reviews of the effectiveness of public spending.

Consistently taking opportunities to improve value for money in coming

years offers the potential to raise the overall quality of spending, without

increasing the overall level of spending.  This can occur through refocusing

existing programmes or, if necessary, reallocating resources to higher priorities.

7.2.4 Fulfilling the legislative requirements for the Budget

Parliamentary approval is required for all government spending and for the

imposition of taxation.  This requirement is reflected in the Budget process

through the preparation, introduction and passage of �money bills� (e.g. the

Appropriation Bills, accompanied by the Estimates of Appropriations and

Supplementary Estimates, and Imprest Supply Bills) and legislation which

annually fixes the rates of income tax.  The new electoral system may result

in greater prominence being given, within the Budget process, to securing

parliamentary approval for the Budget.
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In addition, the requirements of the Fiscal Responsibility Act are shaping

parts of the Budget process.  The general effect of the Fiscal Responsibility

Act has been to require governments to be more explicit about their fiscal

strategy and Budget plans, and to disclose those intentions publicly.   In

addition, the Fiscal Responsibility Act has reinforced a medium-term focus

for fiscal policy, with its requirement for specifying both three-year fiscal

intentions, and long-term fiscal objectives.

In particular, the annual requirement to publish a Budget Policy Statement

some months before the delivery of the Budget has encouraged greater

articulation of the Budget strategy during the early stages of the Budget process.

The Budget Policy Statement outlines strategic priorities for the Budget and

includes the government�s overall plans for spending, revenue, the projected

fiscal surplus, and public debt intentions, together with the level of net worth

(the difference between the level of the government�s assets, and its liabilities).

Typically the Budget strategy has also indicated priority areas for additional

government spending and the extent to which fiscal savings are sought.

7.3 Current features of the Budget process

In the Treasury�s assessment, the current Budget process has a number of

features which can help Ministers to achieve their fiscal policy goals, and can

support generally stronger strategic management within government and the

public sector. In summary, the Treasury sees key strengths of the current

process as including:

� a strong focus on managing �bottom-up� fiscal pressures within agreed

overall levels of public spending

� a transparent Budget strategy and process

� an increasing focus on developing a well-articulated medium-term Budget

strategy which is driven by Ministers and reflects the Government�s

priorities.

This section discusses some of the advantages which key features of the current

process can offer to Ministers. It focuses on the substance of these processes,

rather than their current form.  The description of the current Budget process

is provided in Putting it Together, a Treasury publication which describes the

public sector financial management system.

The current Budget process

can help Ministers to

achieve their fiscal

policy goals.



128   BRIEFING TO THE INCOMING GOVERNMENT

MANAGING FOR  RESULTS  � THE  BUDGET  PROCESS

The key features recommended for retention in future Budget processes are:

� the early development of, and agreement on, Budget strategy (which would

include at least a three-year track for the key fiscal indicators, spending,

revenue, the operating balance, debt and net worth, together with Budget

priorities,  such as areas for increased spending)

� a three-year horizon, at least, for Budget strategy and process

� a transparent Budget strategy and process

� firmly controlling the availability of and priorities for additional resources.

7.3.1 Early development of, and agreement on, Budget strategy

There are advantages in achieving early agreement on the key fiscal indicators

for the next Budget and establishing the policy priorities which will be

advanced in the Budget.

Setting out clear fiscal parameters which are consistent with the government�s

macroeconomic strategy reduces the possibility that the final Budget package

will lead to interest and exchange rate shocks.  Placing revenue and spending

decisions within an overall �envelope� also encourages Ministers to consider

the relative contribution of competing claims, which contributes to better

quality decisions.

It is desirable to set an agreed fiscal and policy framework well in advance of

the Budget, as Ministers are likely to be required to make significant fiscal

decisions early in the Budget process.

In addition, early decisions on the Budget strategy facilitate the preparation

of the Budget Policy Statement, which by law is required to be published by

31 March. The Budget Policy Statement outlines the Government�s three-

year fiscal intentions, together with its Budget priorities.  Typically, a draft

has been presented to Cabinet before Christmas and it has been published in

mid-February.

Setting clear policy priorities for the Budget gives a clear signal to both

Ministers and officials as to the focus for developing the details of policy

during the Budget round, and can assist Ministers in making decisions on

Budget bids. This is likely to improve the strategic coherence, effectiveness

and credibility of the overall Budget package.

A high level of agreement among all Ministers over the Budget strategy,

together with a clear understanding of the Budget strategy in the public

sector, increases the chances that the fiscal parameters and policy priorities

of the Budget strategy remain firm throughout the Budget process.

It is desirable to set an
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of the Budget.



BRIEFING TO THE INCOMING GOVERNMENT   129

MANAGING FOR  RESULTS  � THE  BUDGET  PROCESS

Typically, this strategic part of the Budget process has had strong ministerial

involvement.  Recent years have seen discussions among Ministers,

culminating in a full-day meeting of the Cabinet on Budget strategy.

7.3.2 A three-year horizon, at least, for Budget strategy and process

There are a number of considerations which support a medium-term focus

(typically, a three-year outlook) for the Budget strategy and process. The

fiscal impact of spending or revenue initiatives can take some years to complete

and the impacts of fiscal policy can be long-lasting.  �Stop-start� fiscal

management focused on short-term outcomes, with abrupt changes in

spending levels and tax rates, can lead to a less certain economic environment

and more pronounced swings in economic activity.  Conversely, establishing

and then consistently following a medium-term fiscal strategy can contribute

to a more certain and stable economic environment.

In recent years, this medium-term focus has been apparent in a number of

aspects of the Budget process.  Each year budgets for each vote are agreed for

a three-year period, new policies are costed over a three-year period, and

large fiscal initiatives, such as the Tax Reduction and Social Policy Programme,

have been designed to be implemented over a number of years.  The Fiscal

Responsibility Act�s requirements for the government to outline its three-

year intentions have also supported a medium-term focus.

7.3.3  A transparent Budget strategy and process

A highly transparent Budget strategy can serve to establish greater certainty

and confidence within the community over the government�s Budget plans.

This helps to create a more certain economic environment.   Equally, greater

clarity over fiscal plans, together with extensive reporting of the fiscal position,

allows easy monitoring of the fiscal position against the government�s stated

intentions. Within the public sector, clear communication of the government�s

Budget strategy can assist public sector managers to ensure that their Budget

plans are consistent with the overall strategy.

The development of the annual Budget Policy Statement and Fiscal Strategy

Report (which is published annually with the Budget) have increased the

transparency of the Budget strategy.  In addition, opportunities have been

taken within the public sector to communicate Budget strategy.  For example,

the Minister of Finance in recent years has outlined the outcome of Ministers�

Budget strategy discussions to departmental chief executives.

Adopting a medium-term
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A high degree of transparency within the Budget process also has benefits.

In particular, a clear and open Budget process can improve the prospects of

the final Budget package being consistent with the original Budget strategy.

Continued ownership of the Budget strategy is likely to be assisted if both

Ministers and departments have a clear understanding of the Budget process

and are confident that the process provides them with the opportunities to

put forward for consideration issues affecting their portfolios.

There are a wide range of approaches which can assist greater transparency

around the Budget process.  Some approaches followed in recent years include

seeking Cabinet agreement to the Budget process, clearly communicating

the Budget process to departments, involving Ministers and departments in

the review of the Budget process, and ensuring that information and advice

from both departmental officials and the Treasury is coordinated and made

available to Ministers.

7.3.4 Firmly controlling the availability of additional resources

Ensuring that government spending remains consistent with the government�s

fiscal plans is a key element of being able to deliver on the government�s

fiscal strategy and retaining overall fiscal control.  Some areas of government

spending, such as changes in demand-driven welfare benefits, are outside the

influence of Ministers in the short term.  However, the ease with which

Ministers and departments can tap additional resources, either to pursue

new initiatives or to resolve management issues, such as pay claims, strongly

influences the extent of overall fiscal control.

In general, maintaining firm overall spending control has worked through

two principal routes.  The first route starts with the recognition that Ministers

and departments frequently have responsibility for very significant amounts

of public spending.  Processes which provide an individual Minister with

considerable flexibility to reallocate existing resources (even across different

portfolios), to accommodate higher priorities or emerging fiscal risks, can

reduce the pressures on overall spending levels.

Secondly, to the extent that the Budget process makes available additional

resources, the opportunities to bid for these have been limited.  Bids for

additional resources have generally been required to go through a rigorous

process of examination.  Limiting the number of opportunities when

additional resources can be sought can reduce the overall fiscal risk posed by

such bids.  This also ensures that there is maximum opportunity for the

relative merits of bids to be considered alongside each other.

Bids for extra resources
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For example, recent Budget strategies have earmarked capped funds for health,

education and other areas for which the Vote Ministers concerned can bid.

These bids are collated by the Treasury, together with brief comments from

officials, prior to scrutiny and prioritisation by the Minister of Finance, the

Prime Minister and other senior Ministers.  This ensures bids are consistent

with the government�s policy priorities and the agreed fiscal strategy.  Outside

the annual Budget round, bids for additional resources are heavily discouraged.

Strict criteria are set down for �out-of-season� bids and they are required to

undergo considerable official and ministerial scrutiny before any Cabinet

approval is given.

 7.4 Looking ahead

We continue to see potential for further development of the Budget process

over the next few years.  In particular, continuing to enhance the strategic

focus of the Budget, and actively pursuing opportunities to improve value

for money, appear to be key issues.  Further, ensuring that the Budget process

is sufficiently flexible to handle potential changes in Parliament�s involvement

in approving the Budget will be important.  These issues are discussed below.

7.4.1 Further developing the strategic focus of the Budget

There are a number of opportunities to build on the existing strategic phase

of the Budget in order to deepen and widen its strategic focus, as well as

strengthen its medium-term orientation.  One option is to strengthen the

linkages between the government�s strategic priorities for the public sector

and the development of the Budget strategy.  A complementary approach

would be to develop a three-year Budget strategy which would include the

plans for the forthcoming Budget, together with indicative outlines of

priorities and their fiscal costs for succeeding Budgets.

In setting the Budget strategy, discussions have tended to focus on surplus

and debt reduction plans, together with setting aggregate limits for priority

spending increases and, more recently, tax reductions.  However, the overall

fiscal position and the government�s impact on the wider economy can also

be significantly affected by key tax policy changes, or by significant changes

in the government�s expectations of the financial performance of SOEs and

Crown entities.  In developing a wider focus for the Budget strategy, there

would be merit in considering the government�s tax policy strategy, together

with its expectations of SOE and Crown entity financial performance.
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7.4.2 Pursuing opportunities to improve value for money

Systematic and active examination of the effectiveness and efficiency of

government spending has tended to be associated with �top-down� initiatives

to control overall spending levels.  A more favourable fiscal environment has

tended to mean that the momentum in seeking to improve value for money

has slowed.

Provided that the fiscal position remains favourable, overall expenditure limits

are unlikely to be a strong force motivating improvements in value for money.

Consideration should be given to the creation of specific processes, within

the overall Budget process, which have a value for money focus.

These might include encouraging or requiring departments and Crown

entities to demonstrate that they are seeking to improve the quality of spending

on an ongoing basis.  Tools which could be part of such processes would

include examination of the opportunities for contracting out, benchmarking

prices or costs, and evaluations of the effectiveness and continued need for

additional resources provided in earlier Budgets.

7.4.3 Parliamentary consideration of the Budget

The impact of the changed electoral system on the extent of parliamentary

scrutiny of the Budget is unclear.  However, as a minimum, it would be

prudent to continue to ensure that a high level of information is provided to

the House of Representatives in its considerations of Budget-related

statements.

Over the next few months, three Budget-related documents will be referred

to the House of Representatives.  The Pre-election Economic and Fiscal

Update and the 1996 December Economic and Fiscal Update will be referred

to the Finance and Expenditure Select Committee.  The Finance and

Expenditure Committee has typically examined the Minister of Finance and

the Treasury on the December Update in conjunction with its examination

of the Budget Policy Statement.  The 1997 Budget Policy Statement, which

is also referred to the Finance and Expenditure Committee, is required to be

published by 31 March 1997.
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In addition, the Government will need to seek supply from Parliament by

31 March 1997 at the latest.  In early August, Parliament passed the Imprest

Supply (Second for 1996/97) Act 1996 providing parliamentary authority

for expenditure during 1996/97, which was not included in the Appropriation

(1996/97 Estimates) Act 1996, passed at that time.  The amount of financial

authority  approved in the current Imprest Supply Act is expected to be fully

committed by 31 March 1997.  A further Imprest Supply Bill will be required

to provide financial authority between when the supply authorised by the

current Act runs out and the passage of the Appropriation (1996/97

Supplementary Estimates) Bill (required by 30 June 1997).

7.5 Conclusion

The design and management of the Budget process will be a  key factor in

determining how well the opportunities presented by the current fiscal outlook

are used.

The present Budget process provides the Government with a sound basis to

implement its priorities, to manage the fiscal position, and to integrate fiscal

policy with its broader strategy concerns.

Given that interactions between Ministers are a key part of the Budget process,

the form of the Budget process is likely to vary significantly between

administrations.

However, in terms of the substance of the Budget process, there are a number

of key building blocks.  These are:

� a strong focus on Ministers developing and agreeing on a medium-term

Budget strategy

� maintaining a high level of transparency around the Budget strategy and

process

� establishing robust systems of expenditure control which ensure that

individual proposals are consistent with the Government�s priorities and

fiscal strategy

� processes which promote ongoing improvements in the quality of public

spending and raise the level of public sector financial performance.

Finally, the effectiveness of the Budget process in assisting the Government

to deliver on its agenda will be supported by ensuring the process is well

integrated with complementary strategic processes.
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