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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. 



Options for changing the tax rules for savings 
 

An overview 
 
 

Problem definition 
 
The Savings Working Group has been established because of concerns that New Zealand’s high 
level of net external liabilities may lead to vulnerability to external financial shocks, whether higher 
national savings would benefit New Zealand’s economic performance in other ways and whether 
there are inefficiencies in the allocation of savings.  The tax work for the Group explores whether 
changes to the tax system offer opportunities to address these issues. 
 
The following are the core tax problems to be considered by the group: 
 
1. Will the level of national saving be materially affected by making changes to the tax system? 
 
If not, should changes be considered on more traditional tax policy grounds, including questions 
specific to savings policy such as:  
 
2. To what extent does the current structure of taxes, particularly the tax on capital income, distort 

the extent to which households defer their consumption? This question concerns the way tax on 
the return to saving compounds over time, and provides an incentive to consume earlier rather 
than later. 

 
3. To what extent does the current structure of taxes lead to different classes of assets being taxed 

at different rates, and does this affect the pattern of saving and investment? 
 
 
Current tax framework  
 
Revenue tax model 
 
Since the late 1980s the approach that has been adopted to tax policy in New Zealand has been 
based on a revenue tax model.  The essence of this model is that the tax system’s core function is to 
provide the necessary revenue for Government and should achieve this in a manner that distorts 
economic behaviour as little as practically possible.  A corollary of this model is that the tax system 
should not be used either to encourage desired behaviour or discourage undesired behaviour.   
 
Ramsey taxation 
 
In theory, the most economically efficient application of the revenue tax model would be a tax 
system that applied different rates of tax to different types of economic activity depending on how 
sensitive those activities were to tax.  Under this approach, activities that were less sensitive to tax 
(e.g. the purchase of certain medicines) would be taxed more heavily than activities that were more 
sensitive to tax (e.g. foreign portfolio investment).  The idea is that in order for the tax system to 
affect behaviour as little as possible the Government should extract more of the tax revenue it needs 
from activities that are less affected by the application of the tax.  This is often referred to as a 
Ramsey taxation model.     
 
Except in certain areas (e.g. high taxes on petrol and low taxes on interest income earned by 
foreigners) New Zealand has not adopted a Ramsey tax approach when designing its revenue tax 
model.  While efficient in theory, it would be impossible in practice to measure the elasticities of all 
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the myriad of economic activities and apply differential tax rates based on these different 
elasticities.  Moreover, if differentiated tax rates were based on elasticities, this would be likely to 
generate a large amount of inefficient rent seeking as industry groups seek to commission 
econometric studies which would justify low tax rates for their industries.  A pure Ramsey approach 
would also raise fairness issues as the highest tax rates would apply to basic necessities that would 
have a regressive distributional effect. 
 
Broad-base low rate  
 
Instead, New Zealand has adopted a pragmatic second-best approach to designing its tax system - 
known as a broad-base, low rate framework.  The idea behind this framework is that in order to 
keep tax rates as low as possible (and thereby minimise the economic inefficiency that is inevitably 
caused by the application of tax), it is necessary to tax a broad base of income.  In addition, by 
keeping the tax base as broad as possible there is a reduced risk that investment flows into areas that 
are only economic because they are untaxed or lightly taxed.   
 
An important feature of a coherent broad-base, low rate tax system is that the choice of investment 
entity should not affect the level of tax that is paid on the return from any investment.  For example, 
a person that makes a portfolio investment in shares should face the same level of tax whether the 
investment is made directly, through a managed fund, through a company or through a family trust.  
Consistent with the principle that tax should affect decisions as little as possible, entity choice 
should be driven by commercial rather than tax considerations.   
 
Key features in achieving this balance has been the relative alignment of tax rates of different 
entities and the imputation system.  Recent experience has demonstrated the degree to which non-
alignment of tax rates can lead to significant changes in the form in which taxpayers make their 
investments.  Budget 2010 contained changes which brought greater alignment of tax rates, with the 
top personal tax rate reduced to the trust tax rate and the difference between the top personal tax 
rate and the company tax rate reduced from eight to five percent.  The imputation system operates 
to reduce the distortions from the difference between the company rate and the top personal rate 
since it ensures that income earned through companies ultimately faces the investor’s marginal tax 
rate. 
 
Current system deviates from broad-base low rate framework 
 
There are various aspects of the current tax system that deviate from the broad-base low rate 
framework.  These include the non-taxation of capital gains and of imputed rental income on owner 
occupied housing, the expensing (or immediate deductibility) or accelerated depreciation of certain 
forms of capital expenditure, and the different tax rates that apply to investment income depending 
on the type of entity chosen for the investment.  (Expensing provides the same incentives to invest 
as completely exempting the yield from an investment).  These departures occur because a number 
of other considerations inevitably enter into the tax-design equation – including concerns about 
fairness, equity, compliance and administration costs, complexity and political trade-offs.         
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Current tax rules for savings  
 
Taxing the accumulations to savings 
 
New Zealand’s income tax system for savings can broadly be described as a taxed-taxed-exempt (or 
‘TTE’) system.  That is, the initial contribution to a fund or deposit is made out of after-tax income 
(the first ‘T’), the accumulation on the contribution is taxed (the middle ‘T’), and the final 
distribution is exempt from tax (the ‘E’).  Taxing the accumulations to savings is a natural corollary 
of a broad-base tax system as the accumulation is clearly income to the saver.  New Zealand’s broad 
base income tax system makes no distinction between accumulations from the application of capital 
and accumulations from the application of labour – both are taxed because both are income.        
 
Impact of a broad-base GST 
 
As well as a broad-base, low rate income tax New Zealand also applies a comprehensive 15% GST 
to consumption.  The application of a broad-base GST should be viewed as a tax on labour as, like 
an income tax, it reduces the purchasing power of labour income.  However, by not taxing 
accumulations to capital a GST does not distort decisions about whether to consume now or in the 
future.   
 
It should be noted that levying a GST in combination with an income tax shifts taxation in the 
direction of taxing labour income.  The revenue-neutral shift away from income tax towards GST 
that occurred in this year’s Budget reinforced this effect 
 
Different forms of saving and different entities 
 
New Zealanders can save in a number of different ways.  Annex 1 summarises the tax rules for the 
main types of savings – namely, owner-occupied housing, investment housing, domestic equity 
investments, offshore equity investments and interest-bearing securities.  It also discusses the tax 
treatment of different entities – namely, direct holding by an individual and holdings through trusts, 
PIEs, non-PIE superannuation funds unit trusts, and companies. 
 
 
Should capital income be taxed more lightly than labour income? 
 
An income tax distorts a person’s decision to spend income now or save it for future consumption.  
This is because, by taxing accumulations as they are earned rather than when they are spent, income 
that is saved compounds at the after-tax rate of return rather than the pre-tax rate of return. The 
effect of this tax wedge becomes more significant the longer a person delays consumption.  
Moreover, capital income taxes distort decisions on the best way to save.  There is reasonably 
general consensus among economists that taxes on the return to saving can be quite distorting.  
While some economic models (e.g., Atkinson and Stiglitz, 1976) would lead to conclusions that it is 
inefficient to impose any tax on the return to savings, many economists (e.g., Banks and Diamond 
2010) would argue that there are strong efficiency and fairness grounds for taxing the return to 
savings.  A general proposition, however, is that there is no general efficiency reason why labour 
income and capital income should be taxed at the same rate.  As noted above, New Zealand’s GST 
shifts taxation in the direction of labour income.   
 
When considering reducing taxes on capital income it is important to consider the efficiency 
consequences of raising taxes on other bases in order to maintain revenue neutrality.  For example, 
the fact that New Zealand has high labour mobility by OECD standards provides a reason for 
keeping taxes on labour as low as possible.  Further, keeping the overall tax structure as clear and 
coherent as possible is important in minimising business uncertainty and in promoting voluntary 
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compliance.  However, there would be standard tax policy arguments in favour of tax changes 
which tended to reduce taxes on savings if these could be accomplished without substantially 
increasing taxes on labour or reducing coherence. 
 
Further shift away from income tax towards GST 
 
The application of an expenditure tax (either a TEE or an EET) would address this issue by 
neutralising decisions to spend now or save for the future.  While an across the board replacement 
of income taxes with a GST would achieve this, it would be impractical for a number of reasons.  
However, a further revenue neutral shift away from income tax and towards GST (as occurred in 
Budget 2010) may be possible and would further mitigate the distortionary impact of income tax on 
savings decisions.  To the extent that this resulted in a more aligned tax system, it is likely to 
increase the overall coherence of the tax system.  As noted in the paper on household savings, a 
revenue neutral increase in the GST to 20% offset by an across the board decrease in income tax 
rates would increase both private and national savings. 
 
Indexation or partial exclusion 
 
It is well known that taxation of nominal income in the presence of inflation raises the effective tax 
rate on real capital income and distorts after-tax returns to different investments.  One approach to 
reduce the amount of capital income taxation would be to offset or mitigate these effects.  This 
could be done, for example, by comprehensively adjusting income to remove the inflation 
component of investment and savings returns or, if this is considered too complex, excluding a 
fixed percentage of returns to savings from tax.  As the background papers we have prepared on tax 
show (see below), both of these options would be complex to implement and may not necessarily 
result in the efficiency benefits that are sought. 
 
Less income tax on capital income than labour income 
 
Another approach to mitigate the distortionary impact of an income tax on savings decisions is to 
subject capital income to less income tax than labour income.  Various ways have been suggested 
for achieving this.   
 
A Nordic or dual income tax system 
 
One approach would be to apply a lower rate of income tax to capital income than labour income.  
The application of a so-called “Nordic” or “dual” income tax system would attempt to do this in a 
comprehensive way.  However, as the background paper on a Nordic/dual system demonstrates, it 
would involve a complete redesign of our income tax system in order to implement it coherently.  
This would only seem worth considering if the income tax rate (including the tax rate on companies 
and individuals) on capital income were to be reduced significantly below the current 28% company 
tax rate.  Such a deep cut would have significant fiscal costs and give rise to significant policy 
issues.  The resulting system would be necessarily complex because of the need to separate capital 
and labour income.  It would seem impossible to finance a move in this direction without either a 
substantial cut in government spending or a substantial increase in tax rates on labour income. 
 
Extending the 28% PIE tax rate to other forms of saving 
 
The current income tax rules for portfolio investment entities (PIEs) apply a maximum final income 
tax rate of 28% to investment returns.  The main reason for capping the PIE tax rate was to avoid 
money flowing out of PIEs and into investment companies and unit trusts taxed at the lower 
company tax rate.  The 28% capped rate is a feature of our income tax system and has the effect of 
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taxing capital income earned through a PIE at a lower rate than labour income or capital income 
earned outside a PIE. 
 
The 28% capped PIE tax rate gives rise to economic distortions because, at the margin, a person on 
a 33% or 30% tax rate has a tax incentive to use PIEs rather than invest directly or use a non-PIE 
vehicle.  There are essentially 2 ways of addressing this issue.   
 
First, as recommended by the Victoria University of Wellington Tax Working Group, the top PIE 
tax rate could be increased to 33% match the top personal tax rate.  This would be consistent with 
the broad-base, low rate framework.  However, it would mean increasing tax rates on some savings 
that are currently taxed at the 28% rate require a suite of potentially difficult changes to the tax rules 
for other vehicles such as investment companies and unit trusts to ensure that the 33% tax rate 
applied when distributions were made from these vehicles.   
 
The second approach would be to extend the 28% final tax rate that applies to PIEs to other forms 
of widely-held direct investment.  For example, under this option a final maximum rate of 28% 
would apply to interest earned directly from a bank or dividends in widely-held companies.  The 
low rate could not be extended to closely-held companies at it would raise the problems of 
distinguishing labour and capital income raised by the Nordic system. 
 
This approach would reduce biases between investment through a PIE and investment in other 
passive assets and reduce the income tax rate on a wider range of savings.  At the same time it could 
increase biases between forms of savings such as interest and dividends from widely-held 
companies and direct investment in a closely-held business. 
 
A lower rate on widely-held investment income would appear to be sustainable under the current 
tax system, given the current differential between the personal and company/PIE tax rates of 5 
percentage points.  Nevertheless, there are a number of important technical issues that would 
require further consideration – including: 
 

 Defining the types of savings returns that would receive the benefit of the 28% cap 

 Considering whether rules would be necessary to prevent the tax arbitrage that could occur 
through tax deductions being taken at 33% but income being taxed at 28% 

 Tax administration challenges because of the need to separate different types of income in 
tax returns 

 Whether the current tax threshold concessions that apply to PIE tax rate elections would be 
extended to the other savings covered by the 28% cap  

 
This option is considered in more detail in the background paper.   
 
 
Papers on taxation 
 
The first question, the impact on national savings of changing the tax system, is addressed in the 
general paper on the drivers of household savings.  It uses a standard life-cycle model to explore the 
impact of changes in taxation to the level of private and national savings. It provides a basis for 
simulating the effects of various policy changes. The individual papers also make an attempt to 
predict the effect that each of the proposals could have on household and national savings. 
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We have prepared papers on five different approaches to the taxation of savings.  These papers are 
included in the materials for today’s meeting and a brief summary of the conclusions is also 
provided in Annex 2.  The papers cover the following: 
 
1. Taxing only the real returns to savings and investment (i.e. inflation adjusting the tax base); 
 
2. The partial exclusion approach - as suggested in the Henry Review; 
 
3. A Nordic income tax system; 
 
4. Aligning the tax rates on PIEs and other investments; and, 
 
5. An expenditure tax model for retirement savings (TEE or EET).  
 
While a separate paper has not been prepared, as noted above, another change that would be 
positive in terms of the impact on savings and efficiency would be a further change in the tax mix 
away from income tax and towards GST. 
 
These papers describe each proposal and, where appropriate, assess it against standard tax policy 
criteria - namely1:  
 

 Efficiency and growth 

 Equity and fairness 

 Revenue integrity 

 Fiscal cost 

 Compliance and administration cost 

 Coherence 

 
The various proposals are not equal in their degree of departure from the current taxation paradigm 
and their implications for restructuring the tax system. 
 
1. Indexation is consistent in theory with the current system of (largely) taxing different types of 

income at the same marginal tax rates.  It recognises that inflation can affect the pattern and 
level of taxation and so can distort economic activity.  It would however be a major departure 
from current practice in the calculation of taxable income.  As such the major concerns with 
changes in this area are in terms of compliance cost and revenue loss to the government. 

 
2. A Nordic tax system represents a radical departure from current theory and practice of taxation 

in New Zealand.  It affects not only the taxation of income of individual savers and 
entrepreneurs, but also all corporate income.  A full Nordic system applies a much lower level 
of tax on all income from capital, including profits earned on behalf of non-residents, than is 
applied to labour income.  Accordingly its implications go beyond considerations of the impact 
on savings by New Zealand individuals.  It would involve a set of technical changes to the 
calculation of income, imputation and possibly capital gains taxation.  Such wholesale changes 
would only seem reasonable in the case where there was to be a deep cut in the taxation of 
income from capital relative to labour income, within the income tax system, (see GST/income 
tax switch below). 

 

                                                           
1 These are the six principles of a good tax system as described in the final report of the Victoria University of 
Wellington Tax Working Group – A Tax System for New Zealand’s Future – page 15. 
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3. Extension of the PIE capped tax rate to other forms of passive income held directly by 
individuals would remove some of the bias against such forms of saving.  By avoiding changes 
to the taxation of income of closely-held companies and unincorporated businesses it would be 
simpler than a Nordic system.  It would imply that investments made through such entities 
would face higher levels of tax than investments made through publicly listed companies.  It 
would only be sustainable if the divergence between capital tax rates and the taxation of labour 
income remained near current levels, (28% versus 33%) as a much wider tax rate gap may 
require the separation of capital and labour income as under the full Nordic regime.  It is a 
smaller change from the current rules than the full Nordic system is. 

 
4. A partial exclusion regime would consist of excluding a certain proportion of capital income 

from tax. It would be very expensive, would raise serious concerns of incoherence and 
opportunities for arbitrage and would not be expected to have net benefit for national savings.  
If issues of revenue cost and incoherence were met by extending the partial inclusion to interest 
deductions of company borrowers, taxes on companies would rise, increasing their cost of 
capital   

 
5. An expenditure tax model for retirement savings would represent a major change from a policy 

point of view.  While implementation of such a system requires a complex set of rules to ring-
fence the exempt income from the taxation of other income, it would leave intact the rest of the 
tax system.  Its impact on national savings would be very design dependent. 

 
6. A further shift from income taxation to the GST preserves the architecture of the current system, 

while reducing the deleterious effects of taxation on the level and allocation of savings.  In 
would have efficiency and national savings benefits and increase the coherence of the tax 
system.  The major concerns would be its effect on the distribution of taxation. 
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Annex 1 

Taxation of Different Forms of Savings 
 

Income / 
Expenditure 

Item 

Owner-Occupied 
Housing 

Investor Housing Domestic Equities Foreign Equities 
(Portfolio) 

Debt / Interest 

Income Imputed rental 
income not taxed. 

Rents taxed Underlying company income taxed as 
earned at the company tax rate, distributed 
income taxed at the investor’s tax rate 
through the imputation system. 

Taxed on a deemed return 
basis of 5% of the opening 
value (fair dividend rate). 

Taxed. 

Capital Gain Not taxed. Generally not taxed, 
except for some 
property developers and 
dealers. 

Generally not taxed, except for some 
dealers owning directly (not through PIEs). 

Not explicitly taxed as 
incorporated into 5% 
deemed return. 

Capital appreciation is 
treated as a form of 
interest income and 
taxed. 

Expenses Expenses such as 
mortgage interest are 
not deductible. 

Expenses such as 
mortgage interest are 
deductible. 

Expenses associated with holding shares 
are deductible. 

Expenses associated with 
holding shares are 
deductible. 

Expenses associated with 
holding debt are 
deductible. 
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Taxation from Holding Savings through Different Entities 
 

Accrual / 
Distribution / 

Disposal 

Individual (Held 
Directly) 

Trust PIE Superannuation Fund, Unit Trust (not 
PIE). 

Company 

Income Accrual Progressive tax rates: 

 10.5% for 
income up to 
$14,000 

 17.5% for 
income between 
$14,001 and 
$48,000 

 30% for income 
between $48,001 
and $70,000 

 33% for income 
over $70,000 

Taxed at 33% (trustee 
income), except income 
distributed as it is earned is 
taxed at the marginal tax rate 
of the beneficiary (beneficiary 
income). 

Taxed at progressive tax 
rates which is 
approximately the same as 
the individual tax rate 
schedule, but the maximum 
tax rate is 28%. 

Taxed at 28%. Taxed at 28%. 

Income 
Distribution 

N/A Not taxed (except beneficiary 
income as discussed above). 

Not taxed. Distribution from superannuation fund is 
not taxed, distribution from unit trust is 
generally taxed at the investor’s tax rate 
through the imputation system, but 
manager buyout is commonly used as an 
alternative which is not taxed. 

Taxed at the 
shareholder’s tax rate 
through the 
imputation system. 

Disposal of 
interest in the 
entity with 
accumulated 
income. 

N/A N/A (assignment of interest in 
a family trust for 
consideration is unusual 
commercially). 

Generally not taxed unless 
the investor is a dealer or 
meets other revenue account 
tests. 

Generally not taxed unless the investor is 
a dealer or meets other revenue account 
tests. 

Generally not taxed 
unless the investor is 
a dealer or meets 
other revenue account 
tests. 
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Annex 2 

Summary of Savings Tax Reform Options 
 

Option Brief Description Impact on 
National 
Savings 

Impact on 
Private/Retirement 

Savings 

Efficiency Implication Equity Implications Compliance, 
Coherence, 

Integrity 

Fiscal 
Implications 

Indexing the 
tax base for 
inflation. 

Parts of the tax base 
would be indexed in 
an effort to reduce 
the impact of 
inflation on the tax 
system.  The main 
items that would be 
indexed would be: 

 Interest income 
and expense; 

 Trading stock 
and revenue 
account 
property; 

 Asset 
depreciation 
bases. 

Adjustments to the 
imputation system 
would also be 
necessary to ensure 
that the nominal 
income is not taxed 
on distribution. 

Small and 
ambiguous 
impact from 
reduction of 
taxes on 
savers.  Could 
be a net 
increase or 
reduction in 
national 
savings.   

Modestly positive. Prima-facie efficiency 
enhancing, subject to 
consideration of 
compliance costs.  May 
also increase the cost 
of capital sourced from 
borrowing from non-
residents. 

Reduces 
progressivity 
compared to current 
settings; however, 
arguably current 
progressivity is due 
to the overtaxation of 
capital income 
compared to 
statutory rates.  
Should improve 
horizontal equity. 

Likely to 
significantly 
increase 
compliance costs 
due to indexing of 
many bases 
(interest, trading 
stock, and 
depreciation bases). 

Cost of around 
$1bn per annum. 
assuming 
indexing for 2% 
inflation 
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Option Brief Description Impact on 
National 
Savings 

Impact on 
Private/Retirement 

Savings 

Efficiency Implication Equity Implications Compliance, 
Coherence, 

Integrity 

Fiscal 
Implications 

Partial 
exclusion. 

40% of net interest 
income would be 
excluded from the 
income of savers 
(individuals, 
partnerships and 
family trusts) but not 
businesses.  
Optionally 40% of 
businesses’ interest 
expense may also be 
excluded. 

Small and 
ambiguous, 
could be a net 
increase or 
reduction in 
national 
savings 

Modestly positive. To the extent that this 
moves in the same 
direction as indexing 
interest, may be some 
areas of efficiency 
gain.  On balance, 
however, likely to be 
efficiency reducing due 
to ad hoc nature of 
adjustment.  Would 
also encourage 
domestic investors to 
save through debt over 
equity.  If extended to 
businesses’ interest 
expense, may 
significantly increase 
the cost of capital. 

Reduces 
progressivity and 
likely, on balance, to 
reduce horizontal 
equity. 

Would increase 
compliance costs 
and reduce 
integrity and 
coherence. 

Cost of applying 
partial exclusion 
to net interest 
income of 
individuals, 
partnerships and 
trusts is estimated 
to be around $1bn 
per annum. 
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Option Brief Description Impact on 
National 
Savings 

Impact on 
Private/Retirement 

Savings 

Efficiency Implication Equity Implications Compliance, 
Coherence, 

Integrity 

Fiscal 
Implications 

Nordic tax 
system 

Capital income 
would be taxed at a 
low, flat rate, such as 
17.5%.  Labour 
income would be 
taxed at progressive 
rates.  Mechanisms 
would be required to 
distinguish capital 
income from labour 
income either as 
earned or when 
distributed. 

Small and 
ambiguous 
impact from 
reduction of 
tax on savers.  
Could be a 
net increase 
or reduction 
in national 
savings.  
Reduction in 
taxes on non-
resident-
owned 
companies 
reduces 
national 
savings. 

Modestly positive. Reduction in tax rate 
on capital income 
would encourage 
investment but also 
provide lump sum 
windfall to foreign 
shareholders.  Effects 
of this on efficiency are 
ambiguous.  Reduced 
taxes on savings should 
be efficiency 
enhancing.  Overall 
assessment of 
efficiency is dependent 
on tax increases needed 
to make it fiscally or 
revenue neutral (eg, 
increase in tax on 
labour income). 

Reduces 
progressivity.  Effect 
on horizontal equity 
ambiguous.  It would 
mean than a person 
earning capital 
income would pay 
less tax than 
someone with the 
same amount of 
labour income but it 
would mean less 
difference in taxes 
between people with 
the same amounts of 
lifetime income. 

Would increase 
compliance costs, 
although a dual tax 
system may be a 
coherent tax 
system. 

Cost likely to be 
in excess of $3bn 
per annum (based 
on work done for 
the VUW Tax 
Working Group) 

Extended 
PIE rates 

Extend capped PIE 
rate system to other 
forms of capital 
income earned 
directly, such as 
interest and 
dividends from 
unrelated companies. 

Small and 
ambiguous, 
could be a net 
increase or 
reduction in 
national 
savings 

Small positive Reduction in tax rate 
on capital income 
should be efficiency 
enhancing, as well as 
removing necessity of 
using a PIE in order to 
reduce the tax rate on 
savings in portfolio 
investments.  But 
would increase biases 
between active and 
passive investments 

Modest reduction in 
progressivity.  
Improvement in 
horizontal equity 
between those 
earning PIE and non-
PIE passive income 
but decrease in 
horizontal between 
those earning passive 
and those earning 
active capital income 

Unclear.  
Differentiating 
between some 
forms of income on 
tax returns may 
increase 
compliance costs, 
although reduced 
use of PIEs may 
reduce some 
compliance and 
administration 
costs for PIEs. 

Cost of around 
$300m per 
annum. 
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Option Brief Description Impact on 
National 
Savings 

Impact on 
Private/Retirement 

Savings 

Efficiency Implication Equity Implications Compliance, 
Coherence, 

Integrity 

Fiscal 
Implications 

Expenditure 
tax (EET or 
TEE) for 
retirement 
savings. 

Retirement savings 
in locked-in funds 
would be subject to 
either EET or TEE 
tax regimes, subject 
to a cap to reduce 
fiscal cost.  
Implications for  
current KiwiSaver 
incentives would 
have to be 
considered. 

Small and 
ambiguous, 
could be a net 
increase or 
reduction in 
national 
savings 

Small positive Expenditure tax system 
in itself is efficiency 
enhancing, and should 
reduce the costs of 
deferring consumption.  
However, if regime 
ringfenced to 
retirement savings, 
could cause distortions 
in savings decisions. 

Reduce progressivity 
and horizontal 
equity. 

Special taxation of 
certain forms of 
savings reduces 
coherence and 
integrity. 

Cost of exempting 
KiwiSaver and 
other 
superannuation 
funds would 
initially be around 
$800m per 
annum, building 
to $1.9bn by 
2024-25. 

Increase 
GST and 
reduce 
income tax. 

Increase GST to, 
say, 20%, and reduce 
all income tax rates 
to maintain revenue 
neutrality. 

Increase 
national 
savings. 

Increase private 
savings. 

Reduced income tax is 
efficiency enhancing. 

Small reduction in 
progressivity.  Likely 
increase in 
horizontal equity. 

Little impact on 
compliance, 
integrity or 
coherence 
compared to 
current system. 

Revenue neutral. 

 
 


