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 “Looking at the long view, he may want to be generally thin, brave and prudent, but to 
accomplish this he will have to overcome strong desires for food, escape and financial 
abandon in the immediate future. Ulysses and the Sirens will not be a remote fantasy, but a 
central problem of life” (Ainslie (1991; 335))  
 
Most people encounter two “savings problems” at some stage of their lives. The first of these 
problems is to overcome the temptation to spend when they want to save – a problem of self- 
control that Nobel Prize winning economist Thomas Schelling (1984) described as one of the 
central problems facing most people’s lives. The second problem is the perhaps more difficult 
task of working out how much to save, and how to invest these savings.  
 
For many people, neither problem is particularly challenging. For others, one or other 
problem is particularly difficult. But in both cases, society provides a variety of means to 
solve the savings problems. Some of these are the customs, mores and habits people are 
admonished to adopt to ensure they save enough and invest wisely. (Not for nothing do we 
learn of the grasshopper and the ant.) Private sector organisations – overwhelmingly profit 
seeking but sometimes non-profits such as saving cooperatives – provide products that make 
regular saving and investment easier. And, in most developed countries, governments provide 
a variety of means to help people save.  
 
Internationally, governments approach the saving “problem” by compelling people to join a 
compulsory saving scheme (or by compelling them to pay tax and provide them with a 
pension), by regulating financial providers and providing them with information that can 
assist them save and invest, or by subsidising savings. This approach is predicated on the 
belief that  

(a) a large fraction of people will solve the problems badly if left to their own devices;   
(b) a government can offset a tendency to undersave by forcing people to save  and by 

providing subsidies to save; 
(c) a government can alter the mix of compulsion and subsidy to balance the benefits 

that occur when some people are helped with “undersaving” and the costs that 
occur when others are forced to save more than they need, or forced to save at 
inconvenient times; and 

(d) a government can help people by providing investment options that provide a 
reasonable return, or by providing assets that are poorly provided by the private 
sector, such as annuities.  

 
New Zealand has much smaller mandatory, tax-sheltered, or subsidised saving schemes than 
most other countries. For example, the New Zealand Government only providing a uniform 
“tier 1” pension funded out of general tax revenues, rather than an income related pension 
funded from dedicated payroll or social security taxes. New Zealand is also unusual as 
retirement savings are taxed on income tax rather than expenditure tax principles. The 
relatively limited use of compulsion and subsidised saving schemes seems to reflect a belief 
that most people can adequately solve the saving problems, or a belief that the costs of 
compulsion and subsidies are very high.   

 
A key issue for the Saving Working Group has been whether it believes  

(a) that most New Zealanders are saving enough that they are unlikely to look 
back and regret the amount they saved; 



 

 

2

(b) that New Zealand’s private and public sectors make it relatively easy for 
people to solve the saving “problems”. 

 
The group’s overall view is that the amount of compulsion – a universal pension funded out 
of general taxation – is broadly appropriate, although it advocates that the pension scheme be 
partially prefunded. It notes that most people currently over sixty-five have saved enough to 
own their own home, and that there is relatively little poverty amongst retired people in New 
Zealand (Reference?). However, the current scheme may require modification as population 
longevity increases. Increasing longevity increases the difficulty of solving the saving 
problem without government help, as greater amounts will need to be saved to provide 
resources in retirement, but it also increases the amount of taxes needed to fund the 
government pension unless the age of eligibility is increased. These tax increases will 
increase the costs of  compulsion, as an increasing number of people will find they are paying 
higher taxes and reducing their consumption at particularly inconvenient stages of their lives.  
 
The group is less convinced that the quantity of subsidised or tax sheltered savings schemes is 
appropriate to assist New Zealanders solve the “savings problems.” There are two main 
issues, which are discussed elsewhere. The first concerns whether there should be a greater 
move towards expenditure taxes rather than income taxes, both to reduce the overall tax on 
saving and to reduce the extent to which different asset classes are taxed differently. The 
second concerns whether New Zealand’s main subsidised saving vehicle, Kiwisaver, is 
appropriately designed. Kiwisaver has a high fiscal cost, in the sense that many of the 
subsidies go to high income people who are saving enough (and who therefore can be 
expected to simply shuffle their savings portfolios around without increasing their saving). 
Nonetheless, it may be a relatively low cost way to provide subsidies to help some people 
solve their saving problems, as the subsidies are capped and available to all. As such, 
Kiwisaver may help the Government choose the optimal compulsion/subsidy combination, as 
it avoids the costs of compulsion and is popular. 
 
The group’s discussion focused on four issues where further improvements to Kiwisaver may 
be possible:   

(a) whether the level of the subsidy is appropriate;  
(b) whether the subsidy is in an efficient form ie a lump sum matching 

contribution, rather than say a different tax rate on investment earnings; 
(c) whether the default providers and the default saving portfolios are well 

chosen; and 
(d) whether the pay-out options are well chosen, or whether a case can be 

made for allowing people to use Kiwisaver money to purchase additional 
annuities in retirement. 

 
The Group is ambivalent about the level of subsidy, noting it is clear there are fewer savings 
incentives in New Zealand than most other countries, and little evidence that New Zealanders 
save too much. It is not clear that the form of the saving incentives is ideal, however, and 
suggestions are made for improvements. The biggest weakness of the Kiwisaver concerns 
points (c ) and (d ). Kiwisaver has considerable potential to help people select appropriate 
investment assets, both as they are accumulating funds and as they are decumulating funds in 
retirement. At the moment this potential is being wasted. If the purpose of subsidised saving 
schemes is to help people solve saving problems, much more could be done to ensure people 
find it straightforward to opt into low cost, diversely invested funds, and that they have an 
easy way to manage their funds in retirement, possibly by being allowed to purchase 
Government provided annuities. 
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