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Treasury Report: Macroeconomic Effects of the Proposal for Pre-
Funding New Zealand Superannuation 

Executive Summary 

• The pre-funding proposal itself is not expected to have significant 
macroeconomic effects.   

• Retirement income policies and wider fiscal polices that could be adopted 
may have macroeconomic effects, but such policies could be adopted 
regardless of the existence of the fund.   

• The governance arrangements surrounding the fund are not expected to have 
any significant direct macroeconomic effects.  However, if the investment 
opportunity set of the fund was limited to the domestic economy, the effects 
would be complex and, on balance, negative.   

• Behavioural effects on individuals and on government decision-making are 
not expected to give rise to significant macroeconomic effects. 

Questions are likely to be raised during debate on the proposal for pre-funding New 
Zealand Superannuation about its possible macroeconomic effects.  To respond to 
such questions, it is important to be clear about the nature of this pre-funding 
proposal in order to isolate the macroeconomic effects specific to this pre-funding 
proposal from those related to other government policies.  The pre-funding 
proposal is not intended by any means to be a complete solution to retirement 
income policy, nor to fiscal management.  It is simply a financing mechanism 
designed to smooth out over time the cost of New Zealand Superannuation 
expenditure to the rest of the Crown, and to provide a more stable basis for making 
decisions that take into account the long-term financial implications for the Crown of 
retirement income policy. 
 
Governments have available to them a host of policy options for retirement income 
and for fiscal management.  Examples include changing tax rates, running 
surpluses or deficits, investment through other parts of the Crown, borrowing 
domestically or internationally, changing New Zealand Superannuation 
entitlements, changing other expenditure settings, and changing policies related to 
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private provision for retirement.  Some of these policy options may well have 
significant macroeconomic effects.  However, such effects are not attributable to 
pre-funding because these policy options can be undertaken regardless of whether 
or not the proposal for pre-funding is adopted. 
 
Examination of the macroeconomic effects therefore should focus simply on the 
effect of having a separate ring-fenced fund with all the governance and fiscal 
responsibility architecture that surrounds it.  If such a fund were established, it is 
reasonable to expect that the Crown as a whole would be holding more financial 
assets over the life of the fund than without such a fund.  Whether or not these 
were matched by higher financial liabilities held elsewhere in the Crown would 
depend on other fiscal policies.  Nonetheless, the capital structure would be 
affected even if the net worth of the Crown were not.  Abstracting from other 
financial policies that might be put in place, the macroeconomic effect of this larger 
financial asset holding by the Crown would depend on the governance 
arrangements that surround it, and on the investment strategy that is adopted.  
There may also be behavioural effects on individuals and on governments. 
 
Governance Arrangements 

The proposed governance arrangements for the fund would distance the financial 
assets of the fund from the government of the day.  As a result, this portion of the 
Crown’s portfolio could not be diverted easily to meet fiscal, economic or social 
policies, other than to smooth the cost over time of New Zealand Superannuation. 
 
Independent, prudent commercial management of the fund that leads to efficient 
investment decisions would be expected to contribute most to national welfare.  If 
there are potential uses for Crown resources that make greater contribution to 
national welfare then there is no reason why the resources held in the Fund should 
be used for that purpose, rather than the financing coming from some other part of 
the Crown. 
 
At the extreme, if gross borrowing by the Crown reached levels that financial 
markets found intolerable (despite a large fund of financial assets also being held 
by the Crown), there might be some macroeconomic effects of keeping a ring-
fenced fund.  However, within a broad band of normal borrowing requirements, a 
set of governance arrangements that ring-fenced a sub-portfolio of the Crown’s 
financial assets would not be expected to have any significant macroeconomic 
effects. 
 
Investment Strategy 

The investment strategy of the fund would determine the structure of its portfolio.  
With a large fund, the composition and quality of national saving therefore would be 
affected by the investment strategy adopted.  Given the small size of New Zealand 
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capital markets compared to investment opportunities available globally, it is 
reasonable to expect that independent, prudent commercial management would 
lead to most of the fund being invested outside New Zealand.  This would diversify 
some of the Crown’s existing exposure to the New Zealand economy. 
 
If a significant proportion of the fund was required to be invested locally, the effect 
on New Zealand capital markets is complex.  On balance, we see the effects as 
being negative, primarily because of the large size of the fund. 
 
Behavioural Impacts on Individuals 

Pre-funding may provide the public with greater assurance that the government will 
continue to make public retirement income provision into the future, as it would 
involve setting aside funds specifically for this purpose.  If pre-funding contributed 
to providing a more certain and stable environment for people to make their savings 
decisions in, it could be argued that it would lead to an increase in private saving.  
However, the evidence is much stronger that pre-funding would lead people to think 
that retirement income provision was secure and that they did not need to save for 
themselves so much.  Similarly, increased certainty would be expected to result in 
lower labour force participation. 
 
Behavioural Impacts on the Government 

As gross debt falls to well within prudent levels, pre-funding may provide greater 
fiscal discipline on government than debt repayment or a general accumulation of 
assets, as it ensures some of the future costs of provision for retirement are taken 
into account in current fiscal decisions.  However, the establishment of a dedicated 
fund may mean that retirement income policies may be seen as “solved” and 
increases in government costs or decreases in revenue would then have to be 
managed by adjusting other policy areas. 

Recommended Action 

We recommend that you note the content of the attached report. 
 
 
 
 
 
 
Brian McCulloch 
Leader, Pre-funding New Zealand Superannuation Team 
for Secretary to the Treasury 
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Hon Trevor Mallard 
Acting Treasurer/Minister of Finance 
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Treasury Report: Macroeconomic Effects of the Proposal for Pre-
Funding New Zealand Superannuation 

Purpose of Report 

1. This note examines the possible macroeconomic effects of the dedicated 
funding scheme proposed for pre-funding New Zealand Superannuation.  The 
note is for your information. 

The Nature and Purpose of the Pre-funding Proposal 

2. Questions are likely to be raised during debate on the proposal for pre-
funding New Zealand Superannuation about its macroeconomic effects.  
These include questions relating to the possible effect of the pre-funding 
proposal on, for example, public and private saving, investment, the current 
account balance, capital markets, labour force participation, and exchange 
rates. 

 
3. To respond to such questions, it is important to be clear about the nature of 

this pre-funding proposal in order to isolate the macroeconomic effects 
specific to this pre-funding proposal from those related to other government 
policies.  The pre-funding proposal is not intended by any means to be a 
complete solution to retirement income policy, nor to fiscal management.  It is 
simply a financing mechanism designed to smooth out over time the cost of 
New Zealand Superannuation expenditure to the rest of the Crown, and to 
provide a more stable basis for making decisions that take into account the 
long-term financial implications for the Crown of retirement income policy.  
While the obligation to contribute to the fund may lead to reassessment of the 
levels of entitlements over time, the fund itself does not address the fact that, 
over the next fifty years, the cost of the current policy for New Zealand 
Superannuation will make a permanent shift to a higher level. 

 
4. The key focus of the pre-funding proposal is smoothing through time the 

increase in New Zealand Superannuation costs associated with the ageing 
population.  This would involve building up assets in a dedicated investment 
fund to augment New Zealand Superannuation payments from general taxes 
in the future.  Most funding for New Zealand Superannuation would continue 
to be on a pay-as-you-go basis1.  Thus, pre-funding is an adaptation of that 

                                            
1  For the first 25 years, the Fund’s capital would not contribute to meeting New Zealand 

Superannuation costs.  When it does contribute, the maximum amount it would contribute 
is estimated to be roughly 14% of New Zealand Superannuation costs.  Because the 
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existing pay-as-you-go system that would see more funding devoted to New 
Zealand Superannuation in the short term in order to smooth and extend the 
transition to a higher level of New Zealand Superannuation costs in the long 
term.  In the very long term, once a new, permanently higher, level of 
expenditure on New Zealand Superannuation is reached, the fund would wind 
down to zero and the full pay-as-you-go basis would return. 

The Wider Context of Retirement Income Policy and Fiscal Policy 

5. Governments have available to them a host of policy options for retirement 
income and for fiscal management.  Examples include: 

 
• changing tax rates:  Tax policy can change the pattern of revenues to 

the Crown over time to meet fiscal pressures and to provide public 
saving.  Since tax policy also affects individuals’ incomes, it also can 
produce changes in private consumption and investment patterns over 
time. 

• investment through other parts of the Crown:  The Crown has a range of 
both direct investments (for example in SOEs, student loans and 
housing) and investments in various portfolios of financial instruments 
(for example, in the Government Superannuation Fund, the Natural 
Disaster Fund, and the Accident Compensation Corporation).   

• borrowing domestically or internationally:  Now that government 
borrowing is approaching levels considered to be within the bounds of 
prudence, further repayment of debt may become less of a priority than 
government investment in particular areas. 

• changing New Zealand Superannuation entitlements:  While the desire 
for stability in retirement income policy precludes ad hoc changes in 
entitlements, measured change is inevitable as the New Zealand 
economy and society evolve. 

• changing other expenditure settings:  Both the total level of government 
expenditure and its composition can be designed to meet particular 
fiscal objectives or retirement income objectives. 

• changing policies related to private provision for retirement:  This could 
include taxation, expenditure, investment and/or regulation. 

• running surpluses or deficits:  Although technically a residual of taxation 
and expenditure policies, the Government has a responsibility to 
generate operating surpluses over time. 

                                                                                                                                
funding policy is based on smoothing, the weighted average drawing on/building up of the 
fund would be zero. 
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6. Some of these policy options may well have significant macroeconomic 
effects.  However, such effects are not attributable to pre-funding because 
these policy options can be undertaken regardless of whether or not the 
proposal for pre-funding is adopted.  Indeed, many of them will be. 

 
7. Pre-funding, as proposed, is a financing tool rather than a retirement income 

system.  It is a means of smoothing the fiscal impact of a given set of policies 
over time.  The level of pre-funding required is determined by retirement 
income policies rather than vice versa.  This form of pre-funding can 
accompany any specified set of other fiscal and retirement income policies.  
Even under different policy settings (such as a reduction in New Zealand 
Superannuation entitlements and taxes) pre-funding could continue to smooth 
costs in the face of the changing demographic structure. 

Macroeconomic Effects of Pre-funding  

8. Examination of the macroeconomic effects of the pre-funding proposal needs 
to distinguish those effects attributable specifically to pre-funding from those 
that arise from other policies.2  This analysis therefore focuses directly on the 
effect of having a separate ring-fenced fund with all the governance and fiscal 
responsibility architecture that surrounds it. 

 
9. If such a fund were established, it is reasonable to expect that the Crown as a 

whole would be holding more financial assets over time than without such a 
fund.  Even so, on the basis of currently projected surpluses, government net 
debt would be reduced to zero in around 10 years  and the Crown would then 
accumulate financial assets.  This raises a range of fiscal policy questions 
that will need to be addressed whether there is a separate ring-fenced fund or 
not.  For example, is there a minimum level of debt that Crown ought to hold?  
Other countries are facing similar issues. 

 
10. Whether or not the financial assets held by the fund were matched by higher 

financial liabilities held elsewhere in the Crown would depend on other fiscal 
policies.  Nonetheless, the capital structure of the Crown as a whole would be 

                                            
2  For example, consider intergenerational redistribution.  A claim that there would be 

redistributive effects depends, not directly on the adoption of the pre-funding proposal, 
but on there being a concurrent change occurring in tax policy or in expenditure policy 
that affects individuals' incomes.  Such changes in fiscal policy could be implemented 
regardless of whether or not the pre-funding proposal is adopted, and they are not 
inevitable if pre-funding is adopted (in particular, the growth of the fund could be, and 
may well be, offset by slower reduction in debt, which has no direct effect on individuals’ 
incomes).  On that basis, there would be some difficulty asserting unequivocally that the 
pre-funding proposal, of itself, has particular distributional consequences. 
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affected by the size and portfolio composition of the fund, even if the net 
worth of the Crown were not. 

 
11. Abstracting from other financial policies that might be put in place, the 

macroeconomic effect of this larger financial asset holding by the Crown 
would depend on: 

 
• the governance arrangements that surround the fund; and 

• the investment strategy that is adopted. 

 
12. There may also be macroeconomic effects arising from: 
 

• behavioural implications for individuals; and 

• behavioural implications for governments. 

 
13. These four elements are examined below. 
 
Governance Arrangements 

14. The proposed governance arrangements for the fund would distance the 
financial assets of the fund from the government of the day.  The proposed 
fund is to be governed by a Crown entity board that would be required by 
legislation to manage the fund in a prudent commercial manner.  Subject to 
the possibility that a Minister may be able to give directions to the Board that 
have to be either “had regard to” or “given effect to”, the board would be 
required to make its decisions independently of the government of the day.  In 
addition, the “fiscal responsibility” architecture surrounding contributions to 
the fund provides some assurance regarding the future levels of contributions. 

 
15. As a result of these governance arrangements, this portion of the Crown’s 

financial portfolio could not be diverted easily to meet fiscal, economic or 
social policies, other than to smooth over time the cost of New Zealand 
Superannuation. 

 
16. Independent, prudent commercial management of the fund that leads to 

efficient investment decisions would be expected to contribute most to 
national welfare.  If there are potential uses for Crown resources that make 
greater contribution to national welfare then there is no reason why the 
resources held in the Fund should be used for that purpose, rather than the 
financing coming from some other part of the Crown’s resources. 
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17. Requiring the fund to be invested other than on an independent commercial 
basis would run the serious risk of compromising its objectives.  In particular, 
if restrictions on investment led to lower expected returns to the fund (even 
though there may be benefits that are captured elsewhere in the Crown or in 
the economy) the required contribution rate to the fund would become higher.  
As a result, the true cost of the policy being pursued through the investment 
restriction is not transparent, and the cost of New Zealand Superannuation 
appears to be higher because it includes an implicit subsidisation of that other 
policy. 

 
18. At the extreme, if gross borrowing by the Crown to finance other policies 

reached levels that financial markets found intolerable (despite a large fund of 
financial assets also being held by the Crown), there might be some 
macroeconomic effects of keeping the fund ring-fenced.  However, within a 
broad band of normal borrowing requirements, a set of governance 
arrangements that ring-fenced a sub-portfolio of the Crown’s financial assets 
would not be expected to have any significant macroeconomic effects. 

 
Investment Strategy  

19. The investment strategy of the fund would determine the structure of its 
portfolio of financial assets.  With a large fund, the composition and quality of 
national saving therefore would be affected by the investment strategy 
adopted.  Given the small size of New Zealand capital markets compared to 
investment opportunities available globally, it is reasonable to expect that 
independent commercial management would lead to the bulk of the fund 
being invested outside New Zealand.  This would diversify some of the 
Crown’s existing financial exposure to the New Zealand economy.  However, 
it would not have any necessary impact on the current account balance, nor 
on exchange rates. 

 
Domestic Investment 

20. If a significant proportion of the fund was required to be invested locally, the 
effect on New Zealand capital markets is complex.  It could increase liquidity, 
freeing up investment for other parts of the New Zealand economy.  However, 
with open capital markets, there is no reason to expect that there is now any 
shortage of fairly-priced capital, nor that the capital freed up would remain in 
New Zealand.  Alternatively, it could reduce liquidity by locking up a 
substantial portion of the local capital market in the fund, simply ‘crowding out’ 
existing investors, who would then have to go to other markets. 

 
21. If the magnitude of domestic investment was such that the fund gained 

effective control of businesses, governance issues could be raised.  This 
includes the possibility of Crown liability for normal company failures. 
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22. A difficulty with implementing a restriction to domestic investment would be in 

defining exactly what constituted a “domestic” investment.  With the increased 
merging of global capital markets over the next few years, this would be 
expected to become even more problematic. 

 
23. Some commentators have suggested that the sheer size of the fund at its 

peak (somewhere between 30% and 70% of GDP) would overwhelm the New 
Zealand economy.  Underlying this is some presumption that a significant 
proportion of the fund would be invested locally.  This is not the current 
proposal.  The bigger problem with such claims based on this type of statistic 
is that it is comparing a stock (fund size) with a flow (national income).  For 
many individuals, their car would be worth more than 30% of their annual 
income and their house would be worth well over 100%, yet these are not 
normally considered to be outrageous levels of investment. 

 
Behavioural Effects  

24. The establishment of a dedicated fund for New Zealand Superannuation may 
affect the behaviour of individuals and of the government. 

 
Individual Behaviour 

25. Pre-funding may provide the public with greater assurance that the 
government will continue to make public retirement income provision into the 
future, as it would involve setting aside funds specifically for this purpose.  
The repayment of debt or the accumulation of assets in some other form 
might be equivalent financially for the Crown.  However, it would not be 
expected to provide the same specific assurance about future retirement 
income provision.   

 
26. If pre-funding contributed to providing a more certain and stable environment 

for people to make their savings decisions in, it could be argued that it would 
lead to an increase in private saving.  However, the evidence is much 
stronger that pre-funding would lead people to think that retirement income 
provision was secure and that they did not need to save for themselves so 
much.   

 
27. While pre-funding may reduce uncertainty about retirement income it may do 

this by shifting uncertainty to other areas of government spending.  If this 
means less government spending in other areas (e.g., health) it may mean 
people need to spend more in those areas and are not able to save more for 
their retirement. 
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28. Even if pre-funding were to temporarily increase saving, it does not 
necessarily follow that the standards of living of the retired will be maintained 
into the future.  Future living standards rely on goods and services being 
available for the retired to purchase, as well as having the funds to do so.  
With a smaller working age population, this will require greater output per 
worker or access to output from overseas.  Therefore, investment is important 
as well as savings.  Savings need to be invested in such a way that increases 
domestic productivity and/or access to foreign production. 

 
29. A pre-funding system that created a greater sense of certainty that an 

individual would receive a specified entitlement may well influence decisions 
about labour force participation, potentially reducing the productive capacity 
of the economy.  Such an effect might not just occur at the eligibility age, but 
also earlier for younger people who have sufficient savings to tide them over 
until they are eligible. 

 
Government Behaviour 

30. As gross debt falls to well within prudent levels, pre-funding may provide 
greater fiscal discipline on government than debt repayment or a general 
accumulation of assets, as it ensures some of the future costs of provision for 
retirement are taken into account in current fiscal decisions.  However, the 
establishment of a dedicated fund may mean that retirement income policies 
may be seen as “solved” and increases in government costs or decreases in 
revenue would then have to be managed by adjusting other policy areas. 

 
31. Fiscal discipline minimises low-grade government expenditure and its impact 

on economic activity and growth.  Pre-funding may provide greater fiscal 
discipline on government than debt repayment or a general accumulation of 
assets would, as it ensures that some of the future costs of retirement 
provision are taken into account in current fiscal decisions.  As debt falls to 
within prudent levels, the need to repay debt is unlikely to provide the same 
discipline that it has in the past.   

 
32. While pre-funding may provide fiscal discipline, it may also overly constrain 

the government’s decision making in other policy areas.  If the establishment 
of a dedicated fund leads governments to believe that retirement funding 
issues have been “solved”, further evolution of retirement income policy may 
not get the priority it warrants.  Increases in government costs or reductions in 
government revenue would then need to be managed through adjusting other 
policy areas.  Spending in these areas could become more volatile, grow 
more slowly or shrink while retirement income related spending remained 
unaffected by changes in the broader environment. 
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