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This document was prepared as background material for the deliberations of the 
Savings Working Group.  It has been released by the Savings Working Group to help 
stimulate public discussion on issues of national saving in the New Zealand 
economy. 
 
The documents being released are generally draft material and the authors reserve 
the right to withdraw or revise them. 
 
Any views expressed in the documents do not necessarily reflect the views of the 
Savings Working Group or of the Treasury.  Neither the Savings Working Group nor 
the Treasury makes any warranty, express or implied, nor assumes any legal liability 
or responsibility, for the accuracy, correctness, completeness or use of any 
information in the documents, nor represents that its use would not infringe on 
privately owned rights. 



EXPENDITURE TAXES AND SAVINGS 
 
 
This paper considers the case for moving towards an expenditure tax system for savings.  
Within the context of the current New Zealand tax system, this could be achieved through 
the introduction of new tax-preferred savings vehicles or by the application of 
preferential tax rules to existing investment regimes such as KiwiSaver and perhaps other 
forms of retirement saving.  This sort of approach is quite common internationally, with 
variants adopted by Canada, the United Kingdom, and the United States, among others.  
Indeed, an expenditure tax benchmark for retirement savings is used in a majority of 
OECD countries.   
 
 
Summary of key points 
 
This paper discusses the implications of moving to an expenditure tax regime for savings 
and looks at the arguments for targeting such a regime specifically at retirement savings.  
It makes the following key points: 
 
 Under a comprehensive income tax, savings are made from after-tax income, income 

from savings is taxed, and withdrawals are exempt (a taxed-taxed-exempt or TTE 
system).  An expenditure tax regime taxes consumption, with savings only taxed as 
they are withdrawn.  Expenditure tax treatment for savings can be achieved through 
either EET or TEE arrangements.   
 

 There is little consensus over whether tax incentives significantly increase amounts 
saved.  However, they do seem to influence the composition of savings.  These 
general conclusions appear to be valid for EET/TEE programmes. 
 

 In principle, expenditure tax treatment of savings would improve the neutrality of the 
tax system regarding decisions between consumption now and consumption later.  
Efficiency and incentive effects are likely to be compromised in practice by 
programme design, particularly contribution limits and liquidity constraints.  On the 
other hand, these features may have psychological effects that encourage savings.   

 
 An EET/TEE regime for savings is likely to be criticised on equity grounds as much 

of the benefit will be captured by better-off households, which have higher levels of 
savings and face higher marginal rates of income tax.   

 
 A common approach within the OECD is to target EET treatment at retirement 

savings.  This is likely to increase retirement savings.  On the other hand, it is likely 
to distort individuals’ decisions about how to save, introducing new efficiency costs.  
For example, small business owners would have incentives to save through managed 
funds ahead of their own businesses and others would have incentives to save in 
illiquid ways when more liquid savings might be preferred.  More generally, 
subsidising retirement savings may be less attractive for a New Zealand government 
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than for governments in many other countries given New Zealand has a universal 
superannuation system.   

 
 The fiscal cost of exempting retirement savings from tax on accrued earnings is 

estimated at around $800 million in 2012-13, increasing to around $1.9 billion by 
2024-25, assuming contributions were limited to 4% gross earnings (2% employee 
contributions, 2% employer contributions).  Removing KiwiSaver’s up-front 
incentives could produce significant offsetting savings.   

 
 
Expenditure tax: EET or TEE 
 
Savings can be thought of having three components – contributions, earnings and 
distributions.  Any of those components can be subject to tax.   
 
Under a comprehensive income tax, both contributions and earnings are effectively taxed.  
Savings are built up through contributions from after-tax earnings, and any capital 
income derived from these savings (such as interest) is also taxed.  Distributions are not 
taxed.  This is commonly referred to as a TTE (taxed-taxed-exempt) regime.   
 
An expenditure tax, on the other hand, taxes consumption.  Savings are only taxed when 
they are drawn down.  A pure expenditure tax is neutral between consumption now and 
consumption later, since both are taxed on the same basis.  By contrast, an income tax 
effectively imposes a higher tax on future consumption than on current consumption.  
There are two ways of achieving expenditure tax treatment of savings: 
 
 Exempt-exempt-taxed (EET).  Contributions are deductible, earnings are not taxed as 

they accrue, and distributions are taxed.   
 

 Taxed-exempt-exempt (TEE).  Contributions are non-deductible, earnings are not 
taxed on accrual and distributions are exempt. 

 
If tax rates are constant through time, EET and TEE systems will both produce the same 
outcome.  Under a progressive tax system, an EET system is likely to be more generous 
to the saver in practice.  Contributions are deductible at a person’s marginal rate.  
Withdrawals may be taxed at lower rates, depending when they are made.  This is 
particularly the case for long-term savings.  Incomes are typically lower in retirement. 
 
Other considerations may influence the choice between EET or TEE when implementing 
tax reform.  In the context of a progressive income tax regime, there may be 
macroeconomic and welfare differences between the two approaches (Fehr, Habermann 
& Kindermann, 2006).  One school of thought is that EET regimes encourage saving 
partly because front-loaded tax relief is psychologically attractive (Feenberg & Skinner, 
1989; Bernheim, 2002).  In terms of compliance and administration costs, a TEE regime 
might be preferred in New Zealand because it avoids the need for taxpayers to file 
returns, although EET could potentially be implemented through a withholding system.   
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The New Zealand system 
 
New Zealand has a hybrid system, with different types of savings taxed differently.  
Many types of investment, including interest-bearing deposits, are taxed broadly on an 
income tax (TTE) basis, although the picture is complicated by GST and by existing 
preferences for investments through KiwiSaver, FIFs and PIEs.  Provided companies are 
earning income which is fully taxable, equity investments are taxed broadly on a TTE 
basis, if tax paid at company level is taken into account.  Over the time that profits are 
accumulating in a company, they are being taxed at the company rate rather than the 
personal rates of shareholders.  On distribution, taxes are topped up to shareholders’ 
marginal rates and may be negative in the case of shareholders on lower marginal rates.  
Undistributed earnings are generally not subject to capital gains tax.  Owner-occupied 
housing is taxed on a TEE basis because imputed rental income is not taxed.   
 
 
Implications of an expenditure tax  
 
Moving towards an expenditure tax regime for savings would have various implications.  
One consideration is the neutrality of the tax system regarding decisions about whether to 
consume.  An expenditure tax (EET/TEE) is neutral between consumption now and 
consumption later.   
 
Under an income tax (TTE) system, very high tax rates can apply to consumption that is 
deferred for very long periods.  This is illustrated below (figure 1).  The effect is 
exacerbated by inflation, which will reduce post-tax earnings still further in real terms 
(>TTE).  An expenditure tax avoids this problem. 
 

Figure 1 

Accumulation of savings at different tax rates
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Figure 1 shows that if $100 were invested for 60 years at a 6 percent interest rate it would 
compound up and finance approximately $3299 of consumption after 60 years if there 
were no taxes.  The same investment would instead finance only $1,815 or $1,064 of 
consumption at the end of this time if instead income were taxed at rates of 17.5 or 33 
percent in all periods.  The tax impost on final consumption can be large.  (As discussed 
elsewhere, this effect will be mitigated by the fact that many people will be paying off a 
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mortgage over time which means that they can face a zero effective tax rate over this 
period). 
  
There is a reasonable level of consensus that high rates of tax on the returns to saving are 
inefficient (Auerbach, 2010).  Income tax (TTE or >TTE) creates a bias towards 
consumption now over consumption later since future consumption is taxed more heavily 
and this distortion imposes a welfare cost.  This does not mean that it is necessarily most 
efficient to have a zero tax rate on capital income (Feldstein, 1978) although there are 
models where this will be the case (Atkinson and Stiglitz, 1976).  Under the assumptions 
of Atkinson and Stiglitz, a government that cares about the fairness of the tax system is 
always better off by taxing labour income rather than by taxing the returns to savings.  
Other papers such as Chamley (1986) and Judd (1985) have argued that there should be 
no ongoing taxes on the returns to savings. 
 
On the other hand, there are models where, under plausible assumptions, it will be 
desirable to have positive tax rates on the return to savings.  For example, Salanie (2003) 
and Chamley (2001) have models where a positive tax rate on the returns to savings is 
optimal.  Advocates of dual income taxes such as Peter Sorensen have argued that a dual 
income tax with a low flat tax rate on capital is a reasonable way of balancing these 
conflicting considerations.  Banks & Diamond (2010) argue for a positive tax rate on 
savings but reject the flat-rate variant of dual income tax systems.  Thus, there is 
considerable academic disagreement over the best way to tax savings.   
 
A general proposition, however, is that there is no general reason why one should 
consider it efficient to tax capital and labour income at the same rate.  Of course, New 
Zealand does not.  Our GST imposes a tax on labour income whenever it is spent and 
should arguably be taken into account when calculating tax rates on labour income.   
 
Whatever the efficiency benefits of reducing taxes on savings across the board, these 
gains can be reduced or eliminated by policy design choices, particularly the inclusion of 
contribution limits, which mean that pure expenditure tax treatment is typically not 
achieved in practice (Fehr, Habermann & Kindermann, 2006).  This is an important 
qualification which is discussed in more detail later in this report.   
 
Individuals’ decisions about how to save may also be affected.  There is good evidence 
that tax differences influence the composition of household saving.  Moving towards an 
expenditure tax benchmark for savings might help to address some of the existing biases 
by lowering effective rates on forms of savings that are currently heavily taxed.  Again, 
the extent to which neutrality was achieved would depend on policy design.  If 
expenditure tax treatment only applied to locked-in retirement savings, this would 
introduce a new bias.   
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Targeting retirement savings 
 
A large majority of OECD countries apply some variant of an expenditure tax regime to 
retirement savings, despite a comprehensive income tax (TTE) regime being a fairly 
standard benchmark for savings generally.  Prior to the introduction of KiwiSaver, an 
OECD study found that New Zealand and Mexico were the only member states to have 
zero net revenues foregone associated with pension savings: New Zealand because of the 
neutral tax treatment pensions compared to other forms of savings; Mexico because of the 
equivalence of its EET regime for pensions with its TEE benchmark for savings 
generally.  As shown in table 1 below, EET schemes dominate, being in place in 22 of the 
30 countries studied (Yoo & Serres, 2004). 
 

 
From Yoo and Serres (2004) 

 
Arrangements in particular countries may, in fact, be less polarised between retirement 
and non-retirement savings than this overview suggests.  A number of OECD countries 
provide tax concessions for alternative forms of saving.  Mexico’s TEE regime for 
savings has been mentioned.  In the United Kingdom, it is possible to invest up to 
specified annual limits in Individual Savings Accounts (ISAs), qualifying for TEE 
treatment without the same liquidity constraints that apply to pension savings (for which 
the UK treatment is EET).  In Canada, Registered Retirement Savings Plans (RRSPs) 
provide EET treatment, with contributions deductible and earnings exempt.  Withdrawals 
are taxed at marginal rates, but the absence of further penalties on early withdrawals 
means that savings held in such accounts are still fairly accessible – making them to some 
extent substitutable with other forms of savings.  While this will reduce taxes on savings 
accumulating in these schemes, it will provide a bias between how people save.  It would, 
for example, encourage saving through these schemes ahead of direct investment in a 
business.   
 
Nevertheless, it is clearly the case that many countries provide generous tax incentives 
for retirement savings, with an expenditure tax benchmark being the OECD norm.  If one 
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were concerned that people were saving too little to finance their retirement and believed 
that the government intervention in this area would improve things, it might be argued 
that specific tax advantages for retirement savings were appropriate.  Evidence from 
Scobie et al suggests, however, that the majority of New Zealanders appear to be saving 
adequately for their retirement (given current settlings for New Zealand superannuation). 
 
In Australia, the Henry Review argued that a concessionary tax regime was appropriate 
for retirement savings, as well as for owner-occupied housing, as these were important 
determinants of people’s living standards in retirement and because of the high rates of 
tax on long-term savings under an income-tax system.  Henry favoured an expenditure 
tax benchmark for retirement savings, noting that most other countries had adopted this 
approach.  It should be noted, however, that the current tax treatment for retirement 
savings in Australia is substantially more generous than expenditure tax treatment for 
many individuals (especially those on higher incomes) so the Henry Review benchmark 
would generally involve a less generous treatment of retirement savings. 
 
New Zealand has chosen universal superannuation as the means to ensure adequate 
retirement incomes for its residents.  Given this program, it raises a question of whether 
we need another fiscally expensive scheme which subsidises retirement savings and 
which benefits primarily higher income taxpayers. 
 
There is a respectable argument that, as far as possible, the tax system should not distort 
individual choices about how to save.  If the assumption underlying concessionary tax 
arrangements is that people would not otherwise save enough for their retirement, this 
implies that there is an appropriate level of retirement income – and therefore long-term 
saving – for any given individual.  This level may be hard to identify in practice, and 
policies aimed at encouraging people to make “sufficient” provision for their retirement 
are commonly dismissed by economists as paternalistic.  On the other hand, planning for 
retirement involves complex considerations which can easily be got wrong, with limited 
opportunity at an individual level to correct mistakes once these become apparent.     
 
Of course, people save not only for retirement, but also in anticipation of higher 
consumption needs (including children) and to protect against unexpected falls in income 
(such as unemployment).  Given this, long-term non-liquid forms of saving may not 
necessarily be the most appropriate for many households, at least until a precautionary 
balance of more readily accessible savings has been built up.  If the point of saving is to 
smooth lifetime consumption, then low rates of saving among low-income and/or high-
consumption households, including many young families, are not necessarily cause for 
concern.  Tax concessions focused on retirement saving may either exclude such 
households or, to the extent they are effective, encourage suboptimal savings patterns 
among these groups.  The flexible design of ISAs in the United Kingdom was to some 
extent informed by a desire to extend the reach of savings incentives to lower-income 
households, although evidence that this has been achieved is inconclusive (Attansasio, 
Banks & Wakefield, 2004).  Where tax incentives are mainly captured by better-off 
households, the evidence suggests that this will mostly involve reshuffling of existing 
savings.   
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Targeting retirement savings may also give rise to other concerns about efficiency and 
fairness.  For example, it advantages those who save by accumulating amounts in 
managed funds ahead of those who save by building up a business, even if the latter is a 
more efficient form of saving.  Additionally, tax-preferred retirement accounts are usually 
professionally managed, and the management fees reduce the return to savings. 
 
 
Impact on savings 
 
The extent to which tax preferences influence the level and composition of savings is 
discussed elsewhere (see separate paper on household savings).  There is little consensus 
over whether tax incentives significantly increase amounts saved.  They do, however, 
seem to influence the way in which savings are held.  Studies of particular programmes 
suggest that these general conclusions are valid for TEE/EET regimes.   
 
The way a programme is designed may influence its outcomes.  Much of the theoretical 
analysis tends to assume a broad expenditure tax regime, applying to capital income 
generally.  In practice, tax preferences often come with contribution limits.  Such limits 
may be attractive in distributional and fiscal terms because they restrict benefits for 
better-off households, but they can also undermine both incentive and efficiency effects 
(Gravelle, 1991; Berheim, 2002; Fehr, Habermann & Kindermann, 2006).  In particular, 
when a contribution limit applies, marginal incentives for those saving at or above the 
limit are unchanged.  For this group, mainly better-off households, there is simply a 
windfall gain – an income effect with no substitution effect.  This group may simply shift 
existing investments into the tax preferred forms.  Indeed, a reasonable response at an 
individual level would be to save less, since a given level of future consumption can be 
funded with a lower rate of saving.   
 
This is an important point.  While an expenditure tax may have certain effects at a 
theoretical level, the way in which a TEE/EET regime for savings is implemented may 
mean those effects are not realised in practice.  Exempting a defined pot of savings from 
capital income tax is not the same as moving to a general expenditure tax.  It will not 
necessarily improve efficiency and incentives to save notwithstanding that it might 
seemingly approximate to an expenditure tax regime for the savings in question.  Perhaps 
not surprisingly, a study of the 401(k) regime in the United States, which provides 
expenditure tax treatment for employer pension schemes, found that it is only for poorer 
households that most of the 401(k) wealth seems to be new wealth (Attanasio & 
Wakefield, 2004).  
 
Uncertainty about the future may encourage precautionary savings – in which case, 
considerations about the liquidity of those savings is likely to be important.  This is most 
likely to be an issue for younger or lower-income households with low levels of other 
savings.  Tax-preferred regimes that lock in savings (or impose penalties for early 
withdrawals) may therefore be captured mainly by existing savers, chiefly better-off 
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households, for whom liquidity constraints are a more acceptable trade-off (Robson, 
1995; Bernheim, 2002). 
 
On the other hand, some studies have argued that certain design features can encourage 
saving through psychological effects.  Thus, it is suggested, a narrowly focused 
programme may focus people’s attention on the adequacy, or inadequacy, of their 
retirement provision and expose them to information and advice from third parties (peers, 
employers and providers).  Contribution limits may be seen as a “target” and therefore 
stimulate saving, despite restricting the impact on marginal returns (Feenberg & Skinner, 
1989; Bernheim, 2002) 
 
It is not unreasonable suggest that factors not generally contemplated in economic models 
may influence savings behaviour.  Several studies have shown, for example, that 
information can play a key role in individuals’ choices about which assets to hold (Banks, 
Dilnot & Tanner, 1997).  However, arguments that such factors increase savings are 
controversial and it is sensible to approach them with some degree of caution.  As one 
sceptical commentator puts it, “basing a national strategy for enhancing savings on 
selective possibilities of ‘psychological effects’ seems questionable, absent some stronger 
empirical evidence that they dominate savings behaviour” (Gravelle, 1991).   
 
Equity considerations 
 
Reducing taxes on the returns to savings is likely to be criticised as being inconsistent 
with the principle of horizontal equity.  Under a comprehensive income tax model, 
horizontal equity is achieved when people with the same amount of income pay the same 
amount of tax, regardless of the source of their income. 
 
By comparison, expenditure taxes are commonly regarded as regressive.  People on 
higher incomes tend to save, and therefore to spend a smaller proportion of their income.  
Lower income households are also more likely to draw down on existing savings.  Figure 
2 shows levels of saving and dissaving by decile.  
 

Figure 2: Total expenditure as a proportion of total income1 

 
 

                                                 
1 Taken from a paper provided by officials to the Victoria University  Tax Working Group, Changing the 
rate of GST: Fiscal, efficiency and equity considerations (2009). 
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There are balancing considerations.  As noted earlier, under a comprehensive income tax 
a person who saves will face a higher overall tax burden than someone on the same level 
of income who does not save.  Measures to address this are not necessarily incompatible 
with horizontal equity.  In any case, because the purpose of saving is to fund future 
consumption, it is not correct to assume that a person who saves in a given year escapes 
an expenditure tax, which will still bite as savings are drawn down to fund consumption 
later.  A tax on expenditure is less regressive when viewed over the lifecycle than if 
considered only on an annual basis. 
 
Proponents of an expenditure tax would argue that Figure 2 says nothing about the 
fairness of expenditure versus income taxes.  For the lower deciles to be aggregate 
dissavers, they must previously have been earning and saving on higher incomes.  From a 
life-cycle perspective, arguments of the relative fairness of each form of tax turn on 
whether income or consumption is the better measure of individual taxpayer welfare.  
Proponents of an expenditure tax offer their own definition of horizontal equity based on 
the view that a person’s well-being is better determined by their consumption than by 
their income.  From this perspective, it may be both appropriate and fair to tax people 
according to what they take out of the communal pot rather than what they contribute to it 
(Feldstein, 1978; Meade, 1978; Boadway & Wildasin, 1995).   
 
Nevertheless, as evidenced by the debate around the rebalancing of income tax and GST 
in Budget 2010, notions of fairness based on the principle of horizontal equity within an 
income tax paradigm have considerable traction.  Partly because of this, as well as to 
limit fiscal cost, tax preferences for savings often come with limits on contributions.  In 
the United Kingdom, annual limits apply for both pension funds (EET) and ISAs (TEE).  
Annual limits also apply to IRAs and 401(k) schemes (EET/TEE) in the United States2 
and to RRSPs (EET) in Canada. 
 
 
Possible approaches and fiscal cost 
 
This section considers, at a preliminary level, how an EET/TEE regime might be 
implemented in New Zealand.  There are many possible approaches and further analysis 
of design choices would obviously be needed if it were decided to progress work in this 
area.  The following is best regarded as illustrative of the sorts of issues and costs that 
would likely be involved.   
 
A pure expenditure tax regime, under which all capital income is exempt, seems 
impractical in New Zealand for a number of reasons, including fiscal cost, political 
acceptability, and difficulties identifying capital income (see separate paper on Nordic 
systems).  Therefore, if New Zealand were to move towards an EET/TEE regime, this 
would almost certainly involve – as it has in other countries – targeting tax preferences 
towards a specific and limited set of savings.  The question then becomes how to design a 
targeted regime and what limits should apply. 

                                                 
2 In the United States, IRAs and 401(k) schemes provide EET treatment, while Roth IRAs and Roth 401(k) 
schemes provide TEE treatment. 
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For the purposes of the following discussion, it is assumed that a TEE approach is 
adopted (rather than EET).  As noted earlier, EET and TEE are broadly equivalent in 
present value terms.  A TEE approach would minimise compliance and administration 
costs in the context of the New Zealand tax system, where taxpayers are not required 
routinely to file returns.  On the other hand, an EET approach could potentially provide a 
stronger psychological incentive to save compared to TEE because the tax benefit is 
realised upfront – along with the fiscal cost.  It would be possible to design an EET 
regime, but this would require rules around up-front exemptions and withholding tax on 
withdrawals.   
 
A sensible first step is to look at existing arrangements.  Earlier, this paper noted that 
many types of investment, including interest-bearing deposits, are taxed broadly on a 
TTE basis, subject to existing preferences in KiwiSaver, FIFs and PIEs.  Table 2 provides 
more detail on the current tax rules for portfolio investments.  

 
Table 2: New Zealand’s Existing portfolio tax regimes 

 Contributions 
Earnings Drawings Locked in? 

 Employee Employer 

 T = taxed,  t = taxed with concessions,  E = exempt  

KiwiSaver   t 1   t 2  t  3 E Yes 

Complying superannuation fund  T   t  2    t  3,4 E Yes 

Superannuation scheme T T T E No 

PIE (cash/other) T   t  3 E No 

Unit trust T T E No 

Cash deposit T T E No 

Domestic company shares T T E No 

Foreign company shares T   t 5 E  No 

1. $20 a week member tax credit 
2. ESCT exemption for contributions up to 2% 
3. Tax capped at 28% company rate  
4. 28% cap only applies if fund has elected into the PIE rules 
5. Capped at marginal rate x 5% FDR. 

 
As table 2 makes clear, New Zealand already provides some incentives, in particular for 
locked-in retirement savings through KiwiSaver.  It is important to bear this in mind 
when considering possible design options.  If the government were simply to introduce 
another tax preferred savings vehicle, this might confuse signals and further complicate 
investment decisions.  The tax system could end up competing with itself for the same 
pot of savings (in large measure, savings that would be made regardless of any tax 
incentives).  It may therefore make sense for any new incentives to be delivered through 
modifications to KiwiSaver.  This need not necessarily constrain design choices, except 
to the extent that it points to a single set of savings incentives being delivered under one 
banner.   
 
An important design question is whether incentives should specifically target locked-in 
savings.  This is common in other countries, and is typically achieved by preventing or 
penalising withdrawals prior to retirement age, although other approaches could also be 
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taken (locking in funds for a specified number of years, for example).  It is also the 
approach currently taken by KiwiSaver. 
 
The case for targeting retirement savings has been discussed earlier.  Assuming the 
current focus on locked-in retirement savings was retained, then two key modifications 
would be needed to deliver a  pure TEE regime through KiwiSaver:   
 
 Funds would need to be exempt from tax on earnings as they accrue (TEE).  

 
 KiwiSaver’s up-front “tax” preferences – the $1,000 dollar “kick start”, the member 

tax credit, and the exemption from ESCT for employer contributions up to 2% – 
would be removed, ensuring that all contributions were fully taxed.  

 
In terms of their distributional impact, these changes would be regressive.  Those on 
higher incomes would gain most from the new exemption for fund earnings, particularly 
if (as now) there is no limit on voluntary contributions.  Those on lower incomes would 
lose proportionately more from the removal of the “kick start” and the member tax credit, 
the benefit of which is the same for all KiwiSaver members contributing at least $20 a 
week.  Depending on their circumstances, some low income earners may be worse off 
than under the existing arrangements and their incentives to save might therefore be 
reduced.  These impacts could be mitigated by retaining certain up-front elements of 
KiwiSaver, although this would obviously impact on fiscal cost. 
 
In order to limit the tax benefits available to those on higher incomes – for reasons of 
both cost and fairness – many countries limit the amounts that can be invested in tax 
preferred vehicles.  At the moment, there are no limits on voluntary contributions to 
KiwiSaver.  Such limits are unnecessary because the benefits currently available through 
KiwiSaver are either limited in cash terms or, in the case of the 28% rate cap for fund 
earnings, available for cash savings and portfolio investments more generally through the 
PIE rules.  However, if KiwiSaver fund earnings became wholly exempt from tax, then 
the political and fiscal case for capping contributions would become much stronger.   
 
An interesting question is how to deal with existing members of KiwiSaver.  Strictly, if 
the main objective is to incentive new saving, TEE treatment should only be applied to 
new KiwiSaver members.   People who had already signed up to KiwiSaver (and 
obtained some up-front benefits) would remain subject to the existing rules.  However, 
this approach would likely be unpopular, particularly with those on higher income who 
would stand to gain most from TEE treatment.  It would lead to substantial and enduring 
differences in the way people’s retirement funds are taxed, depending on when they 
signed up to the scheme.  Existing members might feel – not unreasonably – that they had 
been dealt with unfairly as a result of the goalposts being moved.  
 
The estimated cost of exempting KiwiSaver and other superannuation fund earnings from 
tax (TEE) would build over time.  The initial (2012-13) fiscal cost of this change is 
estimated at $800 million.  Based on current projections of KiwiSaver growth, this cost 
would increase to around $1.9 billion by 2024-25.  The costing is based on KiwiSaver 
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contribution rates, which implies a stringent 2% limit on both employer and employee 
contributions (that is, a combined limit of 4% of gross earnings).  If a higher level of 
contributions were allowed, it is reasonable to assume that the behavioural response 
would increase the fiscal cost. 
 
Subject to previous comments about equity and distributional concerns, part of this cost 
could be offset – under a pure TEE treatment – by removing  the upfront preferences 
currently available, mainly through KiwiSaver.  Those existing preferences are 
significant.  Removing ESCT concessions on contributions would produce an offsetting 
saving of around $230 million a year in 2012-13, increasing to around $360 million by 
2024-25 (this includes removing the ESCT cap for contributions to non-KiwiSaver 
superannuation funds).  Removing KiwiSaver’s up-front cash incentives – the “kick start” 
and the member tax credit – would generate a much bigger saving, around $1 billion in 
2012-13, increasing to around $1.4 billion by 2024-25.   
 
These cost estimates are sensitive to assumptions and should be treated as illustrative of 
the possible impacts of reform.  The profile of costs and offsetting savings would be 
different under an EET model.   
 
 
 
 




