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Ministerial Expenditure Review 
 
Introduction 
 
The Minister of Finance has asked his three Associate Ministers and the Minister 
of State Services to focus on improving the performance of government 
departments and other entities over the next three years. 
 
Objective 
 
The overriding objective is to make sure that the public is getting the best possible 
performance out of the state sector. A focus on performance means focusing on 
what spending achieves and not just on how much spending has changed. This 
means looking not just at the economy, efficiency and effectiveness of spending, 
but its appropriateness – whether the outcomes are consistent with the 
Government’s priorities.  
 
Regular review of the quality and effectiveness of existing spending is important to 
ensuring that it is of high quality and contributing to Government’s fiscal and 
economic goals as well as the Government’s declared goal of “a system of world 
class professional state services serving the government of the day and meeting 
the needs of New Zealanders”, reflected by excellent, networked, coordinated, 
accessible and trusted state services. It is also consistent with the Labour Party 
manifesto commitment of getting better value for money in the state sector by 
improving budgeting and regularly reviewing the effectiveness of existing 
spending. 
 
Achieving continuous improvement in state sector performance will require 
systems and processes to be put in place to find ways to get better results for the 
resources available. This does not mean getting better results today at the 
expense of reduced results in the future; any increase in results should be 
sustainable. Systems and processes are likely to include: 
 

- a clearer specification of the results that government is seeking from 
departments and Crown entities.  This will mean far better support for Vote 
Ministers to enable them to set a performance agenda;   

 
- greater use of existing tools and levers to ensure better performance and 

the right results are achieved.  In particular, there will need to be: a clearer 
setting of expectations by (and for) Ministers for departments and Crown 
entities; improved performance information from departments and Crown 
entities; a far more active role for central agencies in supporting Ministers, 
including better use of the budget process and Chief Executive reviews to 
reinforce performance expectations and requirements; 

 
- better monitoring of Crown entities in order to achieve improvements in 

Crown entity performance. Expenditure through Crown entities makes up 



55% of the government’s operating expenditure (excluding benefits and 
debt servicing).  Assets managed by Crown entities are 63% of the 
Government’s physical assets (excluding financial assets). Operating 
expenditure through non-governmental organisations is a minimum of 15% 
of the government’s operating expenditure (excluding benefits and debt 
servicing); 

 
- a stronger sectoral approach to make it easier for Ministers and agencies 

to identify relative priorities within related areas and to shift resources to 
get better value for money.  With this comes a requirement for far stronger 
leadership within sectors; 

 
- greater flexibility in resource allocation, within votes and across sectors, to 

allow the mix of resources to be adjusted to achieve the government’s 
desired outcomes in the most efficient and effective way; 

 
- enhancements to capital management to ensure effective, efficient and 

transparent use of capital by government departments and Crown entities 
as well as to minimise any negative impact of capital spending on the 
economy; 

 
- the building of capability and the sharing of expertise in the areas of pay 

and human capital development and making better use of technology (IT 
and communications) in order to generate larger gains in state sector 
productivity; 

 
- clearer linkages of funding to outcomes, with identifiable performance 

measures, to ensure that outcomes are achieved and money is not wasted. 
 
Context 
 
Over the last two parliamentary terms New Zealand has been one of the best 
performing economies in the OECD.  However, the economy is increasingly 
showing signs of “imbalance”.  Most notably, the current account deficit has 
increased to a high level and annual CPI inflation is above 3%, the upper band of 
the Reserve Bank’s target range. A common element in both of these is the 
sustained strength of domestic demand. Household spending has been a major 
driver, but business investment and government spending have also made a 
larger contribution to demand growth than previously expected. 
 
Over the medium term, the Government’s economic transformation programme 
will assist in growing the supply side of the economy.  In the short term, however, 
fiscal policy is the most direct influence the government can have on the path of 
the economy.  Adding stimulus to an overstretched economy would fuel 
inflationary pressures, requiring the Reserve Bank to increase interest rates 
higher than otherwise.  This could risk a sharper or longer slowdown in the 
economy, particularly given the imbalances that exist, potentially deferring the 
anticipated rebound in 2008. 
 



The Government has indicated spending in Budget 2006 of $1.9 billion + the 
Working for Families extension.  In order to avoid putting further pressure on 
monetary policy, it is important the expenditure in Budget 2006, and future 
budgets, is restricted to current plans, both for operating and capital expenditure.   
 
In the short term, in order to mitigate any negative economic impacts of 
expenditure, there will need to be a focused approach to: 
 

- new spending over the next three budgets; and  
- existing spending to ensure that it is of high quality and contributing to 

Government’s fiscal goals and wider outcomes, including the Government’s 
declared goal of “a system of world class professional state services 
serving the government of the day and meeting the needs of New 
Zealanders”. 

 
A focused approach is also required in the longer term in order to manage the 
cost of the demographic transition, which is reflected in the Government’s key 
fiscal objective of gross debt to GDP passing through 20% of GDP before 2015.  
The continuation of current rates of growth in the health, education and justice 
sectors poses a large risk to the gross debt objective. 
 
More generally, as the single largest player in the economy, the Government 
needs to ensure the state sector looks to continually improve its performance in 
order to maximise the benefits and minimise the cost of its services to business 
and the public.   
 
The regular review of the quality and effectiveness of all sectors of government 
spending is required if fiscal, economic and wider outcomes are to be achieved. 
There are some initiatives already underway. The Government has initiated in-
depth reviews in the health, education and justice sectors in order to deliver long-
term sustainable funding paths. A number of other reviews are also underway, 
including a review of the long-term funding path for science and a review the 
medium term cost structure of MSD.  
 
Ministerial Review of Expenditure   
 
A Ministerial group comprising the three Associate Ministers of Finance and the 
Minister of State Services, supported by central agencies (Treasury, the State 
Services Commission, and the Department of Prime Minister and Cabinet), will be 
responsible for leading a process over the next three years to ensure the 
continuous improvement of the quality of spending and state sector performance. 
 
The Ministerial group will be responsible for: 
 

- ensuring that systems and process are implemented to better measure 
performance (per the list of likely system and process changes under 
Objective); and  

 
- systematically reviewing government spending to ensure that it is effective 

and consistent with Government outcomes. 



 
A key outcome for the Ministerial group will be the embedding of a robust 
performance management framework in the state sector by 2008, which will be 
characterised by a better focus on good performance specification, better 
performance information, and stronger alignment with the budget process. As part 
of its activities, the Ministerial group, in conjunction with central agencies, will 
reinforce the new information requirements in the Statement of Intent and request 
key agencies and sectors to prepare a performance information plan.  This would 
use the Statement of Intent as a basis and set out what the main indicators are for 
performance in that agency/sector, what they currently know about performance, 
and how they plan to address any information gaps going forward. 
 
Consultation 
 
The Ministerial group will actively consult with all key stakeholders on all reviews. 
 
The Prime Minister and Minister of Finance will be provided with regular reports 
by the Ministerial group on progress with the three-year programme and consulted 
on key issues and risks as they arise from review processes. 
 
Cabinet will be involved at all key stages of the review process.  The Ministerial 
group will seek Cabinet agreement to the commissioning of all proposed reviews.  
It will report the findings and recommendations of each review to Cabinet for final 
decision. It will also report to Cabinet at key points during individual review 
processes where this is required as part of the terms of reference of a review.  
 
Vote Ministers as appropriate will be involved in the review process.  The 
Ministerial group will: 
 

• consult with Vote Ministers on issues that fall within their areas of 
responsibility as part of the process of identifying areas for review, 
including the scoping of the terms of reference for each proposed review;  

• involve Vote Ministers in review processes, including inviting them to attend 
and participate in relevant meetings of the Ministerial group; and 

• consult with Vote Ministers on the findings and recommendations arising 
from the review process, as part of reporting to Cabinet. 

 
Trade unions, where relevant, will be consulted on and involved in the review 
process. Specifically, the Ministerial group will consult with the CTU and PSA on 
the proposed three-year programme of reviews and its objectives, before 
commencing the review process. It will also consult with the PSA and other unions 
as relevant and where appropriate on specific industrial relations/employment 
issues associated with any review. 
 
Process Management 
 
The review management process is set out in the attached diagram.  
 
 



Central Agencies (through an Official Group) will be responsible for managing and 
coordinating the overall review programme, specifying and monitoring progress on 
terms of reference and process with government departments and Crown entities 
and providing independent advice on the results of individual reviews.  The 
Officials Group will manage communications with agencies affected by reviews. 
 
Chief Executives will be responsible for meeting the terms of reference for reviews 
affecting their agencies. Chief executives will be supported by a steering group, 
which would comprise representatives from central agencies.  Chief Executives 
would establish an appropriately skilled project team to undertake each review.  
This could include secondments from Treasury vote teams and State Service 
Commission DC teams in order to pool the best knowledge and thinking in the 
project team. 
 
Selection of Areas for Review 
 
The Ministerial group will do a scan of the performance of government 
departments and Crown entities and develop a three-year programme to look at 
opportunities to improve performance.  It is possible that between 12 and 15 
areas could be reviewed.   
 
In developing the programme the Ministerial group will take into account a range 
of factors related to each proposed review, including but not limited to: the level of 
fiscal and policy risk; opportunities for review; the availability of quality 
information; capacity and capability requirements (both for central agencies and 
government departments and Crown entities); and scheduled evaluation and 
reviews.  
 
The Ministerial group will report to Cabinet by 13 February with its proposed 
three-year programme of reviews. 
 
Existing Review Processes 
 
Existing reviews of spending will follow agreed processes unless otherwise 
agreed by Cabinet.   


