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In preparing this Information Release, the Treasury has considered the public interest 
considerations in section 9(1) of the Official Information Act. 
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28 March 201·1 SH-11-1-3-3 

Tax Policy Report: Cabinet Paper: Budget 2011: Making KiwiSaver 
more cost-effective 

Executive Summary 

This paper sets out the proposals agreed by the Minister of Finance and the Minister of 
Revenue in response to Treasury's and Inland Revenue's earlier report "Making KiwiS aver 
more cost-effective"1

; and by the Minister of Finance and the Minister of State Services in 
response to the Treasury's and the State Services Commission's report "Crown as an 
Employer: KiwiSaver and State Sector retirement schemes"2

• 

lt seeks Cabinet agreement to proposals for inclusion in the forthcoming Budget, designed to 
shift more of the responsibility for retirement saving, particularly through KiwiSaver, from the 
public to the private sector by reducing the Government subsidies and encouraging higher 
private contributions. lt proposes also to terminate the present arrangements for reimbursing 
state sector agencies for the cost of employer contributions to retirement saving schemes. 

The Minister of Finance asked, following the Budget Ministers meeting on 15 March 2011, 
whether it would be possible to introduce a new Kiwi Saver contribution rate of 3% of gross 
remuneration. This is presented as an option in the paper, further to the advice in our aidew 
memoire "KiwiSaver- a 3% member contribution rate"3

• 

Prior to Cabinet, the Minister of Finance may like to discuss the proposal to remove central 
funding for state sector employer contributions to KiwiSaver, the State Sector Retirement 
Savings Scheme and the Teachers Retirement Savings Scheme with the Minister of 
Education. This has significant implications for the Education portfolio, with some $68 million 
of this projected cost in 2012/13 relating to a Ministry of Education non department expense 
for employees in schools. Polytechnics also receive funding directly from SSC to reimburse 
this cost. The paper foreshadows that additional cost pressures from employer contributions 
may need to be taken into account in setting both the Educa1ion and Health allocations in 
Budget 2012. Neither the Ministry of Education nor the Ministry of Health have had any 
exposure to this proposal. The Minister of Health, in his capacity as the Minister of State 
Services, is aware of the implications for the health sector. 

1 T2011/223; PAD20111018 dated 18 February 2011 
2 T2011/472 dated 16 March 2011 
3 References SH-11-1-3-3 and PAD BN 2011/36 dated 18 March 2011 
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Recommended Action 

We recommend that you sign the attached Cabinet Paper "Budget 2011: Making KiwiS aver 
more cost-effective" and submit it for consideration by Cabinet at its meeting on 4 April 2011 . 

Peter Martin 
Director 
Tax Strategy 
for Secretary to the Treasury 

Hon Bill English 
Minister of Finance 

Peter Brown Peter Frawley 
Deputy Commissioner Policy Manager 
State Sector Performance Inland Revenue 
for State Services Commissioner 

Hon Tony Ryall 
Minister of State Services 

Hon Peter Dunne 
Minister of Revenue 
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OFFICE OF THE MINISTER OF FINANCE 
OFFICE OF THE MINISTER OF STATE SERVICES 

OFFICE OF THE MINISTER OF REVENUE 

BUDGET 2011: MAKING KIWISAVER MORE COST-EFFECTIVE 

Proposal 

1. The focus of this Budget will be on saving and investment (and recovery) . As noted by the 
Savings Working Group, returning towards fiscal surplus as well as encouraging private individuals 
to save more is an important component of improving the national savings position. 

2. This paper seeks agreement to proposals designed to shift more of the responsibility for 
retirement saving, particularly through KiwiSaver, from the public to the private sector by reducing 
the Government subsidies and encouraging higher private contributions. lt proposes also to 
terminate present arrangements which insulate state sector agencies from these costs. 

3. This responds in part to recommendations made by the Savings Working Group. Other 
aspects of their report are better suited to longer term consideration after the Budget. 

Executive Summary 

4. Lifting the level of national saving would help to reduce economic imbalances -such as 
New Zealand's high level of external indebtedness- and possibly contribute to improved economic 
growth and hence higher incomes. The quickest and most direct way for the Government to 
improve national saving and reduce imbalances would be to improve .Its own saving position 1. 

5. While KiwiSaver has been successful in terms of attracting membership and building up 
retirement savings, it is fiscally expensive and so works against the objective of returning to fiscal 
surplus; and it may not represent good value for money in terms of the level of additional private 
savings leveraged by Government contributions. Much of the subsidy accrues to higher-income 
individuals who would be likely to be saving anyway. 

6. We propose reducing the level of Government subsidies payable to individual KiwiSaver 
accounts and encouraging membership and higher individual contributions by other means. 
Specifically, it is proposed to: 

• ·remove the exemption from the employer superannuation contribution tax (ESCT) for 
employer contributions to KiwiSaver and complying superannuation funds, and to require 
employers to calculate this tax at individuals' marginal tax rate to ensure that lt Is fully 
progressive, with effect from 1 April 2012; 

1 "Saving in New ZeaiBJld -Issues and Options (The Treasury, September 2010) 



• reduce the Member Tax Credit (MTC) matching rate to 50c per $1 of individual contribution, 
and to reduce the cap to $521.43 a year ($1 0 per week, half the present rate), with effect 
from 1 July 2011; 

• require employers to match employee contributions, up to a maximum 3% of gross 
remuneration from 1 April2013 and up to a maximum 4%, from 1 April2015; 

• increase the default contribution rate for new members to 4% of gross remuneration, with 
effect from 1 April 2012; 

• retain the minimum contribution rate of 2% of gross remuneration so as to ensure that those 
who really cannot afford to contribute more do not miss out altogether on the benefits of 
KiwiSaver, and 

• either 

a introduce a new option for employees to contribute 3% of gross remuneration, so as 
to enable those currently on the minimum contribution rate to benefit from an increase 
in their employer's matching contributions; this new rate will be available for members 
from 1 April2012 to start boosting their own contributions and (possibly) Member Tax 
Credit; or 

b retain the current options of 2%, 4% and 8% of gross remuneration only. 

Crown as employer 

7. These changes will affect the Crown as the employer of over 100,000 members of 
KiwiSaver, the State Sector Retirement Savings Scheme (SSRSS) and the Teachers Retirement 
Savings Scheme (TRSS). At present many State sector employers are centrally funded via Vote: 
Stale Services for the costs of these schemes. This is at odds with what happens in the wider 
economy and so we also propose to cease this central funding and return it to the centre, with 
effect from 1 July 2012. 

Overall Fiscal Impact 

8. The overall impact of these changes combined, including additional administrative costs 
incurred by Inland Revenue, is modelled as follows: 

Table 1: Overall fiscal savings from proposed changes to KiwiSaver settings and removal of 
central funding 

F1scal Savings - $million 

2011/12 I 2012/13 I 2013/14 I 2014/15 

Proposed changes to KiwiSaver 
(including introducing 3% employee 510 665 665 686 
contribution rate) 

Removing central funding for employer 
contributions to KiwiSaver, SSRSS and - 210 220 220 
TRSS 

Total 510 875 885 906 



Other Savings Working Group recommendations 

9. We do not plan to undertake a one-off enrolment exercise at this time, as recommended by 
the Savings Working Group, because of the significant fiscal costs and the compliance burden and 
higher cost for employers. Instead, the Government will announce at Budget that it will consult 
with employers on the design of such an exercise with a view to minimising compliance and 
administration costs. 

10. Other aspects of the Savings Working Group's recommendations, including reconsideration 
of default provider arrangements, the development of options for decumulation and possible tax 
reforms to encourage savings, are more suitable for taking forward in slower time. lt is therefore 
proposed that no formal response to the Savings Working Group should be published at this 
stage; but that the Government should acknowledge their work in the Budget and indicate that 
other recommendations are still under consideration. 

Note on modelling results 

11. While the impact on fiscal costs can be modelled with some certainty, estimates of the likely 
impact on national saving are necessarily dependent on assumptions about individuals' and 
businesses' responses to changes in incentives and regulatory requirements. Hard evidence on 
these behavioural responses is limited: Accordingly, we have greater confidence in the relativity 
between the modelled results of the various options considered for national savings outcomes, 
than in their absolute levels. 

Background 

12. As set out in the Prime Minister's Statement to Parliament on 8 February 2011: " In order to 
reduce our dependence on foreign lenders, New Zealand needs to build up the pool of Kiwi-owned 
savings and investment, held by both the Government and everyday New Zealanders". 
Imbalances are reflected in New Zealand's net foreign asset position, which is one of the most 
negative in the developed world. The low level of national savings, relative to investment, is also 
likely to have contributed to New Zealand's relatively high interest rates and high exchange rate, 
which have reduced the competitiveness of New Zealand's tradable sector. 

13. KiwiSaver was not explicitly designed as an instrument to boost national savings - its primary 
purpose is to enable private individuals and households who might not be saving enough for their 
retirement, to do so. Some empirical evidence is now available as to how it is working in practice, 
both in furtherance of its primary objective and in terms of its impact on national savings. In 
addition, fiscal and economic circumstances have changed since the introduction of KiwiSaver in 
its present form, when the Government was running strong fiscal surpluses that enabled both debt 
reduction and contributions to the New Zealand Superannuation Fund (NZSF). 

14. KiwiSaver has proved very attractive to savers, but it is clear that the strong growth in 
membership and the private benefit of growing accumulations of retirement savings have come at 
significant cost to the Government. Through direct subsidies and forgone tax the Government 
now contributes over a billion dollars per year to individual KiwiSaver accounts, estimated at about 
40 per cent of total contributions in 2009/10. Under present settings, over most members' working 
lives the Government will contribute 20 - 38 per cent of total accumulation at retirement, including 
to high income individuals. 



Table 2: Expected share of final retirement balance attributed to Government subsidies for member 
joining aged 30 (present settings) 

Employee Current Income 

Contribution Rate $30,000 $50,000 $75,000 $100,000 

2% 38% 35% 31% 28% 

4% 31% 26% 22% 20% 

15. Early evaluation2 suggests that only a proportion of private contributions represents new 
savings, with other contributions merely substituted from other forms of saving. While total 
KiwiS aver assets grew by over $4.7 billion between March 2008 and March 2010, the total of all 
managed funds (including KiwiSaver) grew by only $2.5 billion in the same period, indicating some 
level of switching away from other savings products to KiwiSavera 

Employer Superannuation Contribution Tax exemption 

16. Compulsory employer contributions (up to 2% of gross employee remuneration) to employee 
KiwiSaver and complying superannuation fund accounts are presently exempt from ESCT. Given 
that the benefit arises from tax forgone, about 50 per cent of the benefit to KiwiS aver members 
goes to the top 15 per cent of earners whose marginal tax rates are highest. Revenue forgone in 
this way amounts to about $175 million per year. The Savings Working Group recommended that 
ESCT be applied to all employers' contributions. 

17. There are currently two main methods employers use to calculate ESCT4
. The default 

method allows employers to deduct ESCTat a flat rate of 33% from their superannuation 
contribution. This method is simpler for employers to apply and so reduces compliance costs for 
small and medium sized employers. However, it does mean that those lower-income employees 
who are affected - those whose employers are now contributing more than 2% -face a much 
higher tax rate on their employer's contributions than if those contributions were taxed on the 
'progressive scale' method; and this results in less money going into their superannuation 
accounts. 

18. Employers also have the option to use a 'progressive scale' method. This provides for lower 
ESCT rates to be applied to employers' superannuation contributions in relation to each 
individual's previous year's salary and wage and superannuation contribution levels; it is therefore 
a more accurate proxy for the employee's individual marginal tax rate. 

Member Tax Credit 

19. The Government pays, each year, into the account of KiwiSaver members aged over 18, a 
Member Tax Credit which matches contributions made by the individual during the year, up to a 
maximum of $1042.86 ($20 per week). As at 28 February 2011, MTC payments in the current 
financial year (which largely related to KiwiSaver contributions made in the previous year, to 
30 June 201 0) totalled about $665 million and this is projected under current settings to rise to 
around $1 billion per year by 2013/14. The Savings Working Group suggested consideration of 
doubling the matching rate up to a (possibly reduced) cap. 

2 Treasury analysis of KiwiSaver Evaluation Survey of lndividuais, November 2010 
3 Report on KiwiSaver Supply Side Evaluation, MED, July 2010 
4 A third method is available if employees and employers both agree to use it. Under this method employers' superannuation cash 
contributions are treated as salary or wages, and the PAYE rules are applied. This method is rarely used in practice, but it will remain 
available under this proposal. 



Compulsory employer contributions 

20. The present minimum employer contribution is 2% of gross employee remuneration. The 
rate was originally set at 1% with the intention that this increase by 1 percentage point each year 
until it reached 4% in 2011 , but it was capped at 2% in 2008. Over 90 per cent of employers are 
currently contributing the minimum of 2%. In the year to 31 January 2011 , employers contributed 
about $670 million to employees' accounts. The cost to the Crown as an employer is currently 
about $85 million a year. The Savings Working Group did not comment on the level of employer 
contribution. · 

Employee contributions 

21.· The default contribution rate is the rate at which contributions for new members are 
deducted from their pay, if they do not choose a rate for themselves. Before 1 April 2009 the 
default (and minimum) contribution rate was 4% of gross remuneration. The default (and 
minimum) contribution rate for employees now stands at 2%. 

22. As at June 2010, the average employee contribution rate was about 3.3%, with more than 
half contributing at least 4%. The majority of employees have continued io contribute at the default 
rate which applied at the time they joined. In the year to 31 January 2011 employees contributed 
a total $1.1 billion to their accounts. The Savings Working Group recommended raising the 
default rate to 4%, leaving the minimum at 2%. 

KiwiSaver membership 

23. KiwiSaver membership now stands at 1.65 million. There are about 20,000 new enrolments 
per month, of which around 8,000 are employees who are auto-enrolled by their employers (net of 
an opt-out rate of about 30%). Membership is currently expected to grow to 2 million by 2015. 

24. The Savings Working Group recommended a one-off automatic enrolment exercise targeted 
at employees who have not previously been subjected to automatic enrolment, i.e. those who have 
not changed employment in the last five years. 

Other Savings Working Group recommendations 

25. The Savings Working Group also made other recommendations, not soeciflcallv addressed 
here, around other aspects of KiwiSaver design. [3] . 

There are ideas that are worth further interdepartmental consideration in 
slower time after the Budget. · 

Comment 

26. As shown in Table 2 above, Government subsidies have a significant positive impact on 
individual KiwiSaver accumulations, including those of individuals who do not actually fall into the 
category that the scheme was originally designed to help -those "who are not in a position to 
enjoy standards of living in retiremenl similar to those in pre-retirement"5

• 

27. However, the impact on long-term national saving is less positive. Much of the Government 
money merely subsidises incre.ased future consumption once KiwiSaver members gain access to 
their accumulated funds. In the meantime, the subsidies may encourage the diversion of money 
which would otherwise be saved in other forms, and possibly even lead to individuals saving less 
overall than they would have done otherwise (since Government subsidies mean that they can 
reach the same final accumulation at less cost to themselves). Survey evidence suggests that 
less than 30% of funds being put into KiwiS aver are genuinely additional. 

5 KiwiSaver Act 2006, section 3(1) 



28. For these reasons, we conclude that similar results in terms of individual retirement savings 
outcomes could be achieved at less fiscal cost and therefore with more benefit to national savings. 
We therefore propose to secure fiscal savings by reducing the level of ongoing Government 
subsidy and to look to other means of encouraging private savings. 

ESCT exemption 

29. The ESCT exemption is almost invisible to KiwiSaver members. lt is also the most 
regressive of the KiwiSaver subsidies, since those in higher tax bands get most of the benefit. As 
such it is probably the least-value of the incentives in terms of raising levels of private saving, 
since higher-income KiwiSaver members are the rnost likely to be saving elsewhere in any case. 
We therefore propose the removal of this exemption with effect from 1 April 2012. 

30. We propose that, at the same time as removing the ESCT exemption, we also remove the 
33% 'flat rate' option and require all employers to use the 'progressive scale' system as the 
default. Compared with the flat rate approach, this change will benefit lower income earners; 
higher income earners will be unaffected. 

31. We do not think either of these changes should be particularly difficult for employers using 
commercial payroll systems that already have this functionality, although many will have to learn 
how to use it. There· will be an increase in compliance costs for employers, on a temporary basis, 
as payroll software is reprogrammed to reflect new requirements. Employers using older or 
manual payroll systems will experience a slight increase in compliance costs but these are likely to 
be minimal. On an ongoing basis, compliance costs should remain at about the same level as 
they are now. 

Member Tax Credit 

32. We propose to reduce the matching rate of the Member Tax Credit to 50c for each $1 
member contribution, up to a maximum 'of $521.43 (around $10 per week). This means that a 
member would still have to contribute $1042.86 (around $20 per week) to maximise the 
Government contribution so should have limited effect on contributions. These changes would 
apply for the MTC claim year starting 1 July 2011 and onwards. 

33. This subsidy remains broadly progressive because of the cap, in that subsidies still reflect a 
greater proportion of total KiwiSaver inputs for low income earners than for higher income earners. 
However, some low earners may face particularly large reductions in subsidies as a proportion of 
total contributions. In particular, low income earners who are already contributing 4% of their 
income to KiwiSaver would lose up to $521.43 MTC_per year, double what someone on the same 
income contributing 2% would lose, and the same amount that high income earners would lose, 
compared to what they are now getting. Nevertheless, KiwiSaver would still offer a very attractive 
return (up to 50% from Government contribution alone) compared to other savings options. 

34. These changes to Government subsidy rates are expected together to deliver fiscal savings 
of $512 million in 2011/12 rising to $742 million ir.1 2014/15. These savings will help the 
Government return to surplus faster and hence improve both Government and national saving. 

35. The changes will, however, also mean that KiwiSaver members will need to save more 
themselves if their eventual accumulations are to reach the same levels as under present settings. 
In order to encourage this, and to enhance the benefit to the national savings position that will be 
delivered by reducing the fiscal cost, we propose further reforms to make KiwiSaver participation 
more attractive. 



Compulsory employer contributions 

36. We propose that employers be required to match employee contributions, up to a maximum 
3% of gross remuneration from 1 April2013 and up to a maximum 4% of gross remuneration from 
1 April 2015. · 

37. Requiring employers to match employee contributions, rather than just increasing the 
minimum employer contribution rate, is expected to provide a strong incentive for new and 
existing employees to increase their own contribution rate. Higher employer contributions would 
also help to offset the impact on individual KiwiSaver accounts from lower Government 
contributions. 

38. For example, an individual aged 30, earning $30,000 and contributing at 2%, would under 
current settings expect an accumulation of about $140,000 (of which some 40 per cent is currently 
contributed by the Government) on reaching 65. If he does·not raise his own contributions, his 
expected final accumulation reduces to $110,000 under revised settings, of which some 21 per 
cent would be the Government contribution. However, if he raises his contribution rate to 4% he 
can raise his final accumulation to over $200,000, of which about 14 per cent would be the 
Government contribution. 

Table 3: Expected share of final retirement balance attributed to Government subsidies for member. 
aged 30 (revised settings) 

Employee Current Income 

Contribution· Rate $30,000 $50,000 $75,000 $100,000 

2% 21% 17% 12% 9% 

4% 14% 9% 6% 5% 

39. Higher employer matching contributions will increase labour costs, at least in the short term. 
However, staging the increase over a number of years will enable employers to manage these 
changes alongside other business costs. In the longer term higher contributions are likely to be 
reflected in lower wage settlements, but this impact should be limited as the labour market and 
nominal wage growth are expected to strengthen from the end of 2011. 

Employee contributions 

40. We propose also to encourage higher contribution rates by raising the default contribution 
rate for new employees joining KiwiSaver to 4% of gross remuneration, with effect from 1 April 
2012. This will apply only where members do not actively choose a rate for themselves, but 
should also have a strong signalling effect where members do make a choice. 

41. We propose, however, to leave the minimum contribution rate for employees at 2%. This 
does mean that some employees who could in fact afford to contribute 4% may take the lower 
option. However, a higher minimum might have a significant adverse welfare effect in the case of 
employees who really cannot afford it and are therefore forced to opt out, or take a contributions 
holiday, thus reducing savirigs rates and missing out on employer and Government contributions 
altogether. So raising the minimum as well as the default level to 4% might be welfare reducing 
and not deliver very much additional saving. 

42. In addition, the introduction of a 3% option could help employees currently on 2%, who will 
see reductions in both their employer contributions (because of the ESCT amendment) and in 
MTC they receive. Without a middle option they would be unable to secure increased employer 
contributions to compensate, if they cannot immediately afford the jump to 4%. 

43. These changes will encourage members to increase contributions, and we estimate that 
upwards of 75 per cent of members would contribute at least 4% by the time the employer 
matching rate reaches 4%. With members contributing at a higher level this will increase Member 
Tax Credit payments by $25 million in 2012/13 rising to $55 million in 2014/15. 



Fiscal and national savings 

44. The proposed changes are expected to improve both the Government and the household 
savings position. They should increase private contributions to KiwiSaver but have a neutral 
impact on overall scheme membership, although there may be a modest fall in membership from 
lower subsidies in the short term until higher employer matching contributions are available. 

45. The combined effect of the Government returning to surplus faster and households 
increasing savings for retirement is estimated to improve national saving by some 0.2%-0.25% a 
year and could improve the Net International Investment Position by around 2.2%-2.6% over a ten 
year period6

. 

46. The fiscal savings from the combined package are set out in Table 4. Note that the higher 
tax revenue from removing the ESCT mainly reflects the tax that will be paid on current employer 
contributions. Although ESCT would also be collected on new employer contributions, employers 
will meet the cost of new contributions by reducing other costs or profit levels which would reduce 
other taxes by a similar amount. 

Table 4· Fiscal Savings 

Fiscal Savings -$million saving/( cost) 
2011112 I 2o12113 I 2013114 I 2014115 

Kick Start Payment 6 (1) (5) -

Member Tax Credit 462 467 449 454 

Tax Revenue (Employer 
Superannuation Contribution Tax) 44 200 221 233 

Total 512 666 665 686 

' The modehng assumes the ~ntroduc!lon of a 3 Yo opt1on. Without th1s op!lon fiscal sav1ngs would be expected to be 
slightly higher and private saving slightly lower. Figures are subject to rounding and do not include administrative costs 
(see paragraph 60 below) 

Membership 

47. As noted by the Savings Working Group, a one-off enrolment exercise would probably be 
helpful to those non-members who could and should be saving more for their retirement but are 
failing to get round to it. However, it would entail a significant short term fiscal cost in terms of the 
subsidies payable to new members- partly brought forward, partly additional- compared to what 
would have been expected to happen anyway. In addition, there would be administrative costs for 
Government and compliance and contribution-matching costs for employers. 

48. We therefore propose not to undertake a one-off enrolment exercise at this time. Instead we 
propose that the Government should announce, as part of the Budget, its intention to consult with 
employers on the design of such an exercise with a view to minimising compliance and 
administrative costs. In any case, over the medium term the increase in employer contribution 
rates is likely to offset the impact of reducing Government contributions in attracting new 
members. In the meantime people starting new jobs will continue to be subject to auto-enrolment. 

6 Assuming that additional national saving reduces the current account deficit rather than increases overall domestic investment. To 
the extent these changes boost domestic investment, the impact on the NIIP will be smaller. 



Crown as Employer 

49. These proposals will of course apply to the Crown and its employees as well as to private 
sector employers and employees. A wide range of State sector agencies are reimbursed for the 
costs of employer contributions to KiwiSaver through a central fund administered by Vote: State 
Services7

. A similar arrangement applies to employer contributions, including ESCT, to the State 
Sector Retirement Savings Scheme (SSRSS) and the Teachers Retirement Savings Scheme 
(TRSS). 

50. As shown in Table 5, the projected cost of this central funding is $1035 million over the five 
year period from 2012/13 to 2015/16. The overall effect of the decisions to increase the matching 
employer contribution rate and to apply the progressive scale for ESCT calculations is to increase 
this cost by $162 million over the five year period. In 2012/13 some $73 million of the cost relates 
to Government departments, $68 million to a Ministry of Education non department expense for 
employees in schools, and $46 million for District Health Boards. The distribution of this cost 
across broad categories of Government agencies is shown at Annex B. 

Table 5: Impact of KiwiSaver Changes on SSC Central Funding for KiwiSaver, SSRSS and TRSS 

2010/11 2011112 2012/13 2013/14 2014/15 2015/16 

$m $m $m $m $m $m 

Cost Prior to KiwiSaver Changes 181 193 203 213 213 213 

Cost After KiwiSaver Changes 181 193 205 248 258 293 

Difference 2 35 45 80 
Costs nse more steeply 1n 2013 and 2015 as a result of the mcreased employer contnbut1ons 

Termination of central funding 

51. Insulating State sector employers from this cost is inconsistent with our objective to shift the 
balance of economic activity in the economy towards the tradable sector. it is important that State 
sector employers face the same cost pressures that we are asking private sector employers to 
bear. 

52. We therefore propose to terminate this central funding effective from 1 July 2012 and that, 
as a general rule, individual agencies should not receive compensating funding. This would place 
State sector employers on the same footing as other employers, with KiwiSaver, SSRSS and 
TRSS costs becoming another pressure that chief executives need to manage within baselines. 
This would improve the incentive on them to take account of the full cost of employment, including 
superannuation contributions, when making decisions affecting personnel costs. 

Expected fiscal impact 

53. Removing central funding will provide significant fiscal savings over the four year period from 
2012/13 to 2015/16. Depending how agencies meet the cost of these employer contributions there 
could be some offsetting reduction in tax revenue. 

54. Providing agencies with one year's notice of this change should allow them time to make 
adjustments to mitigate the risk of an undue impact on the level and quality of service provision. 
The impact will be uneven across agencies, but still represents a small percentage of operating 
baselines. For most departments, the projected total cost of KiwiSaver and SSRSS contributions 
in 2015/16 represents between 2% and 3% of their 2010/11 personnel costs. For one department, 
this cost is equivalent to 3.9% of their 2010111 personnel costs. 

55. The Minister of Finance has commissioned work on the development of an efficiency 
dividend that might apply to departments effective from 1 July 2012. If we were to go forward with 
this initiative, the cost of employer contributions to KiwiS aver and SSRSS would be a first call 

7 This includes government departments, employees in schools through a Ministry of Education non department expense, District 
Health Boards, polytechnics, and some Crown Agents, Autonomous Crown Entities, Independent Crown Entities, Crown Entity 
Companies, and Public Finance Act Schedule 4 Organisations. 



against, rather than additional to, any savings, ensuring that the pressure on departments is 
sustainable. A similar approach would apply to any departments which are subject to a specific 
review process, rather than an efficiency dividend. 

56. Employer contributions to KiwiSaver, SSRSS and TRSS will be one of a number of ccist 
pressures on the education sector and on District Health Boards over the next few years, which we 
may need to consider in taking decisions on the Health and Education allocations in Budget 2012. 
The removal of central funding will also put pressure on some Crown Agents, Autonomous Crown 
Entities, Independent Crown Entities, Crown Entity Companies and Public Finance Act Schedule 
Four Organisations. Agencies in the wider state sector, not just departments, should face 
continued pressure for efficiencies and it is reasonable that they also have to absorb this cost. 
While our expectation is that this cost would be met through increased efficiencies, it may be 
necessary for some of these agencies to make small adjustments to their charges or levies. 

Impact on state sector retirement savings schemes 

57. The state sector has a complex landscape of retirement savings schemes. SSRSS and 
TRSS were closed to new members following the introduction of KiwiSaver. [2),[6] 

58. Other schemes are specific to parts of the State sector Oudiciary and Members of 
Parliament) or to individual agencies (Defence, Police, Fire Service). All of these have employer 
contribution rates of at least 4%. While there may need to be adjustments to some of these 
schemes as a result of the KiwiSaver changes we do not expect this to increase their overall cost 
lt is also possible that we will see the continu~ evolution of particular schemes in response to a 
changing employment context. 

Other impacts 

59. Like the private sector, state sector agencies will need to make adjustments to their payroll 
systems to implement the ESCT changes. This will impose additional costs on some agencies and 
may present some challenges, especially where systems are already under stress. including the 
Educati~n Service Payroll. 

[6] 

Consultation 

61 . This paper was prepared by the Treasury and the lnla.J)d Revenue Department. The 
discussion of issues relating to the Crown as an employer was prepared by the Treasury and the 
State Services Commission. · 

. 
62. The Department of the Prime Minister and Cabinet was also Informed. 



Financial Implications 

63. Inland Revenue expects to incur administrative costs of up to $3.250 million as a result of 
the changes to KiwiSaver proposed in this paper. These initiatives have been marginally costed 
based on Inland Revenue's initial assessment of implementing these reforms. The estimated 
administrative costs are dependent on the proposal development and final decisions on the most 
appropriate approach. 

64. Due to the combination of existing operating pressures and administrative costs arising from 
other initiatives progressed in Budget 2011 that have been met within existing baselines, Inland 
Revenue is unable to self-fund all of the costs associated with changes to KiwiSaver. Accordingly, 
Inland Revenue is seeking an increase in departmental appropriations of up to $2.850 million to 
cover some of the administrative costs of the proposals in this paper. 

Human Rights 

65. There are no inconsistencies between the proposal and the Human Rights Act 1993. 

Legislative Implications 

66. Removing the ESCT exemption and reducing the MTC matching rate and cap would require 
an amendment to the Income Tax Act 2007. Changing the employee default contribution rate, 
introducing a new 3% contribution rate and changing the minimum employer contribution rates 
would require amendment to the KiwiSaver Act 2006. 

67. it is proposed that the necessary changes to the KiwiSaver Act and the Income Tax Act, 
other than for the employer contribution matching rates, be included in Budget night legislation 
which will go through all stages in the House in a single Parliamentary day. This is necessary to 
allow sufficient time for implementation. The legislative changes for the new employer contribution 
matching rates sho1,1ld be included in the taxation bill scheduled to be introduced in August this 
year, because of its deferred application date. 

Regulatory Impact Analysis 

68. The Regulatory Impact Analysis (RIA) requirements apply to the proposal in this paper and a 
Regulatory Impact Statement (RIS) has been prepared and is attached. 

Quality of the Impact Analysis 

69. The Regulatory Impact Analysis Team (RIAT) has reviewed the RIS prepared by Inland 
Revenue and the Treasury and associated supporting material, and considers that, given the 
agreed parameters for the Budget 2011 policy process, the information and analysis summarised 
in the RIS meets the quality assurance criteria. 

70. The need for Budget secrecy means that formal public consultation has not been possible, 
but the RIS draws on the work of the Savings Working Group, which received public feedback. 



Consistency with Government Statement on Regulation 

71. The Minister of Finance and the Minister of Revenue have considered the analysis and 
advice of Treasury and Inland Revenue Department officials, as summarized in the attached 
Regulatory Impact Statement and are satisfied that, aside from the risks, uncertainties and 
caveats already noted in this Cabinet paper, the regulatory proposals recommended in this paper: 

• are required in the public interest, 
• will deliver the highest net benefits of the practical options available, and 
• are consistent with our commitments in the Government statement "Better Regulation, 

Less Regulation". 

Publicity 

72. The announcement of these measures will need to be accompanied by messaging 
emphasising the national importance of reducing the fiscal deficit and the continuing importance to· 
the individual of saving to ensure resources over and above New Zealand Superannuation in 
retirement. The impact of individual choices in response to the proposed Government changes 
might be best illustrated through a few hypothetical examples. The opportunity could also be 
taken to encourage use of resources such as the Retirement Commission's Sorted website to 
work out how much individuals could and should be saving to deliver given levels of retirement 
income. 

Recommendations 

73. We recommend that Cabinet: 

1. agree to remove the Employer Superannuation Contribution Tax exemption for 
KiwiSaver and complying superannuation funds, with effect from 1 April 2012; 

2. agree to apply the progressive scale method to ESCT calculations generally from 
1 April 2012; 

3. note the following increase in tax revenue as a result of the decision in 
recommendations 1 and 2, with a corresponding impact on the operating balance: 

$m - increase/ decrease) 
Vote Revenue 2010/11 2011/12 2012/13 2013/14 2014/15 & 
Minister of Revenue Outvears 
Crown Revenue and Receipts:* 
Tax revenue - 44 200 221 233 
• .. 

figures rounded to nearest m1lhon 

4. agree to halve the matching rate of the KiwiSaver Member Tax Credit to 50c per $1 
member contribution, with effect from 1 July 2011, for all KiwiS aver members;· 

5. agree to halve the cap on the annual Member Tax Credit to $521.43, with effect from 
1 July 2011, for all KiwiSaver members; 

6. agree to raise the default KiwiSaver contribution rate for new members to 4%, with 
effect from 1 April 2012; 

7. agree that employers be required to match their employees' contributions up to a 
maximum of 3% of gross remuneration with effect from 1 April 2013, and up to a 
maximum of 4% of gross remuneration with effect from 1 Apri12015; 



8. approve the following change to appropriations, with a corresponding impact on the 
operating balance, to reflect the decisions in recommendations 4 - 7 above: 

. 

$m- increase/( decrease) 
Vote Revenue 2010/11 2011112 2012113 2013/14 2014/15 & 
Minister of Revenue Outyears 
Benefits and Other Unrequited 
Expenses: 

KiwiSaver: Kickstart Payment - (6.277) 1.241 5.036 -

KiwiSaver: Tax Credit - (462.238) (467.651) (451.530) (455.919) 

Total Operating l111pact - (468.515) (466.410) _(446.494) (455.919) 

9. approve the following changes to departmental output expense appropriations in Vote 
Revenue, for the administrative costs resulting from decisions in recommendations 1, 2 
and 4-7 above, with a corresponding impact on the operating balance: 

$m- increase/(decrease) 
Vote Revenue 2010/11 2011112 2012/13 2013/14 2014/15 & 
Minister of Revenue Outyears 

Departmental Output Expenses: 
Services to Inform the Public About 
Entitlements and Meeting Obligations 
(funded by Revenue Crown) - 0.500 0.490 0.100 -

Services to Process Obligations and 
Entitlements(funded by Revenue Crown) - 1.400 0.110 0.050 -

Total Operating Impact - 1.900 0.600 0.150 -

10. either: 

a. agree to introduce an additional new option for employees to contribute at a rate 
of 3% of gross remuneration, with effect from 1 April2012, or 

b. agree to retain the present options for employees to contribute at rates of 2%, 
4% orB%; 

11. if you agree· to recommendation 1 Oa, to introduce a new 3% contribution rate from 
1 April 2012: 

a. approve the following change to KiwiSaver appropriations, with a corresponding 
impact on the operating balance: 

$m- increase/( decrease) 
Vote Revenue 2010/11 2011112 2012113 2013/14 2014/15& 
Minister of Revenue Outyears 
Benefits and Other Unrequited 
Expenses: 

KiwiSaver: Tax Credit - - 0.546 2.236 2.323 

Total Operating - - 0.546 2.236 2.323 



b. approve the following change to departmental operating expense appropriations 
in Vote Revenue, with a corresponding impact on the operating balance: 

$m -increase/( decrease) 
Vote Revenue 2010/11 2011112 2012/13 2013/14 2014/15 & 
Minister of Revenue Outyears 

Departmental Output Expenses: 
Services to Process Obligations and 
Entitlements(funded by Revenue Crown) 

- 0.100 0.100 - -
Total Operating - 0.100 0.100 - -

Crown as Employer 

12. note that the estimated cost of central funding for state sector employer contributions 
to KiwiSaver, SSRSS and TRSS is $1,035 million over the five year period from 
2011112 to 2015/16; 

13. note that the estimated additional cost of central funding for KiwiSaver, SSRSS and 
TRSS as a result of recommendations 1, 2 and 7 is $162 million over the five year 
period from 2011112 to 2015/16; 

14. agree that central funding for state sector employer contributions to KiwiSaver, SSRSS 
and TRSS be terminated from 1 July 2012; 

15. approve the following change to appropriations, to reflect the termination of central 
funding for employer contributions to KiwiSaver, SSRSS and TRSS, with a 
corresponding impact on the operating balance: 

$m- increase/( decrease) 
Vote State Services 2010/11 2011/12 2012/13 2013/14 2014/15& 
Minister of State Services Outyears 
Non Department Other Expense: 

KiwiSaver: State Sector Employer 
Contributions - - (1 05.000) (115.000) (115.000) 

State Sector Retirement Savings - - .(104.606) (104,606) (104.606) 
Scheme: State Sector Employer 
Contributions 

Total Operating - - (209.606) (219.606) (219.606) 

16. agree that as a general rule, state sector agencies will not be provided with additional 
funding to meet the cost of their employer contributions to KiwiSaver, SSRSS and 
TRSS; 

17. note that employer contributions to KiwiSaver, SSRSS and TRSS may create cost 
pressures in the education and health sectors, which can be managed through the 
Four-year Budget Plan process in future Budgets; 



Implementation 

18. agree that changes to KiwiSave( settings in recommendations 1, 2, 4 - 6, and 1 Oa if 
agreed, should be announced as part of the Budget, and implemented through Budget 
day legislation; 

19. agree that changes in recommendation 7 should be announced as part of the Budget, 
and implemented through the taxatic;>n bill scheduled to be introduced in August this 
year; 

20. agree to announce as part of the Budget the Government's intention to consult on 
design options for a one-off enrolment exercise; 

21. agree that the removal of central funding for State secto"r employer contributions to 
KiwiSaver, SSRSS and TRSS in recommendation 14 be ·announced as part of the 
Budget; 

22. note that the State Services Commission and Treasury will develop a process for 
consulting with State sector employers post budget on the practical implications for 
giving effect to the removal of central funding in recommendation 14; 

23. [2],[6] 

24. agree to delegate to the Minister of Finance and the Minister of Revenue the authority 
to make decisions on the detailed implementation of these recommendations; and 

25. invite the Minister of Revenue to instruct Inland Revenue to draft the necessary 
amendments for inclusion in a bill for introduction on 19 May 2011 . 

Hon Bill English 
Minister of Finance 

~'11_], ~ 
Date 

Hon Tony Ryall 
Minister of State Services 

__ / __ ,_ 
Date 

Hon Peter Dunne 

Minister of Revenue 

1_1_ 

Date 
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agreed, should be announced as part of the Budget, and implemented through Budget 
day legislation; · 

19. agree that changes in recommendation 7 should be announced as part of the Budget, 
and implemented through the taxation bill scheduled to be introduced in August this 
ye~r; 

20. agree to announce as part of the Budget the Government's intention to consult on 
design options for a one-off enrolment exercise; 

21. agree that the removal of central funding for State sector employer contributions to 
KiwiSaver, SSRSS and TRSS in recommendation 14 be announced as part of the 
Budget: 

22. note that the State Services Commission and Treasury will develop a process for 
consulting with State sector employers post budget on the practical implications for 
giving effect to the removal of central funding in recommendation 14; 

23. [2],[6] 

24. agree to delegate to the Minister of Finance and the Minister of Revenue the authority 
to make decisions on the detailed Implementation of these recommendations; and 

25. Invite the Minister of Revenue to instruct Inland Revenue to draft the necessary 
amendments for inclusion in a bill for introduction on 19 May 2011. 

Hon Bill English 
Minister of Finance 

_,_,_ 
Date 

Hon Tony Ryall 
Minister of S1ate Services 

-'-'-
Date 

Hon Peter Dunne 
Minister of Revenue 

l' 0'1 I) 
1_1_ 

Date 
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Annex 8: Distribution of Projected Cost of Central Funding for State 
Sector Employer Contributions to KiwiSaver, SSRSS and TRSS 

2015/16 
2012/13 2013/14 2014/15 (and 

outyears) 

$m $m $m $m 

Government Departments 72.8 82.7 85.2 93.0 

Ministry of Education Non Department Expense 67.6 75.1 77.2 84.0 

DHBs 45.9 63.1 67.5 81.2 

Polytechnics and Auckland University of 10.1 13.8 14.8 17.8 
Technology 

Crown Agents 4.9 6.8 7.3 8.7 

Autonomous Crown Entities and Independent 1.7 2.3 2.5 3.0 Crown Entities 

Crown Entity Companies 2.7 3.8 4.0 4.8 

Public Finance Act Schedule Four Organisations 0.2 0.2 0.2 0.3 



Regulatory Impact Statement 

Making KiwiSaver more cost-effective 

Agency Disclosure Statement 

This Regulatory Impact Statement has been prepared by Inland Revenue and the Treasury. 

It provides an analysis of options for changes to KiwiSaver, to boost national savings. These are 
scheduled to be announced as part of Budget 2011. 

The Government has signalled its desire to focus Budget 20 I I on measures which will boost 
national savings as this will help to address economic imbalances and reduce New Zealand's 
indebtedness, either by enabling current debt to be paid down or by reducing the need for 
borrowing in the future. 

As the quickest way for the Government to improve national saving and reduce economic 
imbalances would be to improve its own saving position, 1 the identification and development of 
options quickly narrowed to those most likely to reduce Government spending without 
undermining the primary purpose of KiwiSaver. 

A key assumption is that any changes should be directed towards altering the balance of 
contributions made by each of the contributing parties (the member, their employer and the 
Crown) away from public funding and towards private saving. Any Crown incentives to save 
through KiwiSaver should be directed appropriately. This paper also analyses options for 
increasing the numbers enrolled in KiwiSaver, and/or increasing the amount of members' 
contributions, again with the aim of boosting national savings, and encouraging private savings 
behaviour that is focused on the long term return and specifically individual retirement. 

The impacts of each option cannot be easily modelled using historical data, given the relative 
newness of the KiwiSaver savings model, nor is international comparison always appropriate, 
given many of KiwiSaver's unique features and New Zealand's TIE model of taxation2• Our 
analysis of the options is therefore dependent on behavioural assumptions, for which there is 
minimal empirical evidence, about individuals' and employers' responses to changes in savings 
incentives and other regulatory requirements. In modelling the effects on the Net International 
Investment Position (NIIP), the assumption has been made that additional national savings 
reduces the current account deficit rather than increases overall domestic investment. To the 
extent that these changes instead boost domestic investment, the impact on the NIIP will be 
smaller. These assumptions are consistent throughout, so we have greater confidence in the 
relativity between the various results than in their absolute levels. 

1 Saving in New Zealand- Issues and Options (The Treasury, September 20 I 0). 
2 Taxes are often classified according to whether income is taxed (T), taxed at a concessional rate (t) or exempt (E) at three 

different stages: first when income is first earned, secondly when investment returns are earned (if income is saved before it is 
spent), and thirdly when income is spent. New Zealand's TIE approach means that contributions to retirement funds are made 
out of taxed income (T) and tax is paid on investment income arising from the contributions (T) and withdrawals from 
retirement funds are exempt (E). Many other countries offer special retirement saving vehicles that are taxed on an EET basis; 
so money placed in these vehicles is not taxed when first earned, nor as it compounds, but it is when it is withdrawn from the 
fund. 



We have reconciled, as far as possible, each option for change with the primary purpose for 
which KiwiSaver was designed, which was to provide an easy-access, work-based low-risk 
product, which would enable individuals and households who might not be saving enough for 
their retirement to do so. KiwiSaver was not explicitly designed as an instrument to boost 
national savings and so, although it can make a positive contribution, its effectiveness towards 
this objective is likely to be more limited. 

We have also recognised that KiwiSaver is less than five years old. Since its launch in July 
2007, there have been several significant changes to contribution requirements, which have 
mostly affected employees and their employers, as well as new providers entering into the 
KiwiSaver market. The KiwiSaver industry has not experienced any period of stability in which 
to establish its core products, and this uncertainty and unpredictability is not helpful to either the 
industry or savers. Any changes made at this point in time should therefore be sustainable and, 
where possible, use pre-existing features of KiwiS aver rather than introduce new features. 

Our analysis draws on matters identified by other interested agencies, including the Retirement 
Commissioner and the Government Actuary. As the need for Budget secrecy has limited 
opportunities for formal public consultation in the usual manner under the Generic Tax Policy 
Process, we have also drawn on the considerations of the Savings Working Group3, which was 
commissioned by the Minister of Finance in August 2010 to provide a point of reference for the 
Government in developing its medium-term savings strategies. 

The proposals do not impair private property rights, restrict market competition, reduce the 
incentives on businesses to innovate and invest, or override fundamental common law principles. 

The proposal to increase employer contribution rates to eventually match employee's 
contributions (up to 4%) will lead to some additional costs on businesses that employ staff, by 
increasing labour costs; in the short term this may reduce firm profitability. The additional cost 
for employers is likely eventually to be reflected in wage settlements for all employees, although 
this impact should be limited as the economy and nominal wage growth are expected to 
strengthen from the end of 2011. 

Peter Martin 
Director, Tax Strategy 
The Treasury 
25 March 2011 

raig Latham 
roup Manager, Policy 

Inland Revenue, 
25 March 2011 

3 The SWG comprised seven independent experts in fields such as taxation law, economics and accounting from the private 
sector and academia, assisted by policy officials from the Treasury and Inland Revenue. It was established in August 2010, 
and provided its final report to the Government on 31 January 2011. 
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INTRODUCTION 

I. This RIS summarises officials' analysis of various changes to KiwiS aver that have been 
considered in order to deliver two objectives: 

• to help return the Crown to surplus sooner by reducing the fiscal costs of Kiwi Saver; .and 

• to continue to encourage increased levels of private household savings, and a long-term 
savings habit and asset accumulation, in order to increase well-being and financial 
independence in retirement. 

2. Analysis of each of the key options for change is summarised in the table at paragraph 16. 

STATUS QUO AND PROBLEM DEFINITION 

Economic Growth and Saving Levels 

3. The Government is concerned that, in recent years, New Zealand's economic growth 
performance has been poor by developed country standards, and our relative position in the 
OECD is well below average. In addition, as the Savings Working Group (SWG) noted, 
New Zealand's low rate of saving has created a dependency on foreign capital to fulfill 
domestic investment demand. This has created a large and persistent gap between New 
Zealand's investment and saving levels, as reflected in the current account deficit over 
several decades. The SWG agreed with the analysis set out in the Treasury's discussion 
document4 that this presents two serious economic problems: firstly it makes the New 
Zealand economy too vulnerable to market shocks; secondly, it has an adverse impact on 
economic performance, especially growth5. 

4. In addition, the Government has signalled its desire to move quickly to reduce Government 
debt and return to fiscal surplus. Lifting the level of national savings would help to address 
economic imbalances, reduce New Zealand's indebtedness and thus possibly contribute to 
improved economic growth. The Government has indicated that the focus of Budget 2011 
will be on national savings and investment. As noted by the SWG, returning towards fiscal 
surplus, as well as encouraging private individuals to save more, is an important component 
of improving the national savings position. 

KiwiS aver 

5. The objective of KiwiSaver, as set out in the KiwiSaver Act 2006, is "to encourage a long
term savings habit and asset accumulation by individuals who are not in a position to enjoy 
standards of living in retirement similar to those in pre-retirement". It was not explicitly 
designed as an instrument to boost national savings per se, but instead to increase 
individuals' well-being and financial independence in retirement, as a complement to New 
Zealand Superannuation for those who wish to have more than a basic standard of living in 
retirement. 

4 The Treasury, "Saving in New Zealand", op. cit. 
5"Saving New Zealand: Reducing Vulnerabilities and Barriers to Growth and Prosperity", Savings Working Group Final 
Report to the Minister of Finance, January 2011, Section 2. 
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6. · KiwiSaver was designed with features intended to encourage long-term savings, by making it 
easy and attractive to join, providing relatively limited opportunities to access savings once 
enrolled, and providing individual savers with opportunities to exercise as much or as little 
choice over their savings as they wish to or are able to. Although membership is available 
to all eligible New Zealand residents, many of the key features of KiwiSaver are those of a 
work-based superannuation scheme, such as the automatic enrolment of employees, 
deductions at source and (compulsory) employer contributions. 

7. The numbers enrolling in KiwiSaver have consistently outstripped initial forecasts, and the 
present membership is double that forecast in 2007. The latest KiwiSaver Evaluation report' 
concluded that KiwiSaver's features are working as intended, particularly in attracting 
people into a savings product. It also concluded that KiwiSaver has generated some level of 
new savings, over and above what would have been saved in the absence ofKiwiSaver. 

8. KiwiSaver therefore has a potentially significant role to play in increasing national savings, 
both through the savings contributions made by members, and in promoting awareness about 
savings and inculcating a savings habit among a large majority of the population. However, 
the cost to the Government is significant and this restricts the benefits to national savings; a 
recent Colmar Brunton survey indicates that the percentage of contributions that were "new" 
savings (as opposed to diverted from other forms of saving) at approximately 28%7 This is 
partly because some of the private funds going into KiwiSaver accounts are being diverted 
from other savings rather than being additional saving, and partly because the Government's 
contribution means that individuals do not have to save as much themselves to achieve the 
same eventual outcomes. 

OBJECTIVES 

9. One of the Government's key goals for 2011 is to build the foundations for a stronger 
economy. The Government has therefore outlined several objectives, including building 
savings and investment in New Zealand. The Prime Minister has signalled the intention to 
focus Budget 2011 on measures which will boost national saving, by encouraging additional 
saving from private individuals and through Government efficiency savings. Further 
information on these objectives was provided in the Prime Minister's Statement to 
Parliament on 8 February 2011 8

: 

Building Savings and Investment: In order to reduce our dependence on foreign 
lenders, New Zealand needs to build up the pool of Kiwi-owned savings and 
investment, held by both the Government and everyday New Zealanders. That will be 
the focus of this year's Budget ... The Government will also consider ways in which we 
can encourage New Zealanders to increase their private savings and investments. 
Last year we asked the Savings Working Group to consider policy options to increase 
national savings, and it presented its report last week. The Government will consider 

6 KiwiSaver Evaluation Annual report, July.2009- June 2010 prepared by Evaluation Services, Inland Revenue for Inland 
Revenue, Ministry of Economic Development, Housing New Zealand Cotporation, September 2010 

7 Colmar Brunton KiwiSaver Evaluation: Survey of Individuals, Final report, 21 July 2010, section 2.3.1. KiwiSaver members 
were asked what they would have done with their contributions if they had not put them into Kiwi Saver. The estimate has been 
weighted by income to reflect the fact that higher income individuals who had higher rates of substitution contribute a larger 
proportion of funds to KiwiSaver accounts. 

8 For the full text of the Statement to Parliament, see www.beehive.govt.nz speech/statement-parliament-1. 
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this report very carefully. We expect to announce resulting policy decisions in the 
2011 Budget. 

10. The objectives for any changes to Kiwi Saver are: 

• to help return the Crown to surplus sooner by reducing the fiscal costs of 
KiwiSaver9, and 

• to continue to encourage increased levels of private household savings, and a long
term savings habit and asset accumulation, in order to increase well-being and 
financial independence in retirement. 

11. Each of the options for change that could meet one or more of these objectives was assessed 
against a matrix of criteria: 

• impact on national savings, which was measured as the effect on the Net 
International Investment Position (NIIP) over ten years 

• fiscal costs/fiscal savings 
• economic impacts, such as the likely effect on labour costs and hence employer 

costs and profitability 
• social welfare and distributional impacts on those on the lowest income 
• alignment with the broader KiwiSaver framework and objective. 

12. In making this assessment, the strongest weight was given to measures which reduced fiscal 
costs, in light of earlier advice from the Treasury that reducing the deficit sooner is the most 
important contributor to national saving. Additional weight was also given to options that 
did not threaten other aspects of the economic well-being, such as employment, or the social 
welfare of those on the lowest income. Further analysis of each option, including variations 
and dependencies between the options, is discussed below. 

13. On a practical level, attention was also quickly directed towards options for change that 
could be developed in the immediate and short term, given the tight time-frames for delivery 
in Budget 2011. Certain options were therefore not taken forward, or further consideration 
within a longer time-frame was recommended, as the necessary consultation and 
implementation work could not be delivered within the timescale of this Budget. 

REGULATORY IMPACT ANALYSIS 

14. Each of the key options for change that were analysed are summarised in the table below. 
Paragraph options in larger, bold text are recommended as part of the Budget 2011 savings 
and investment package: 

9 Fiscal costs include both revenue foregone (ESCT exemption) and through Crown contributions to individual Kiwi Saver 
accounts (MTC and kick-start). 
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Lowering the maximum Will make KiwiSaver less attractive, But may 
member tax credits (MTC) effect of lowering 1,600 The individual encourage private contribution to raise final 
to $521.43 the maximum MTC effect of lowering accumulations to replace government contributions 

the maximum MTC • May mean fewer savings directed from other forms of 
savings if these become relatively more attractive. 

• Main impact on those contributing >$521.43/year 

• No change to employer costs . 

• In conjunction with other changes, consistent with 

Lowering the rate of matching 0.3- The individual 1,300 • Level required to maximise 
payment (to SOc per $1 0.7%. effect oflowering effect of lowering Government contribution unchanged at $1042.86. 
contribution) the matching rate the matching rate • No change to employer costs . 

• Lower as well as higher level contributors affected . 
0.5-1%. Combined effect of Combined effect of 

In conjunction with other changes, consistent with 
these two optionslO 2,000 these two options • 

Removing the employer • Higher rate taxpayers more than lower rate tax 
superannuation contribution payers compared to present setting. 
tax (ESCT) exemption 0.6-0.7% 700 • Marginal increase of cost to employers. 

• In conjunction with other changes, consistent with 
Kiwi Saver 

• Cost of kick-start expected to decline anyway . 

• Same absolute impact across income levels . 
Not modelled separately Not modelled separately 

• No change to employer costs . 

• Inconsistent with KiwiSaver 
Increasing With • Increase in employer costs likely to lead to reduced 
compulsory existing business profitability in short term, and lower wages 
employer subsidies 0.9-1.2% (240) over the longer term. 
contribution rate • Encourage savings and increased private 
to 4% (matching contributions. 
employees reduced 2.2-2.6% 
contributions) 

2550 • Consistent with Kiwi Saver objectives. 

10 Note that the options of lowering the maximum MTC and lowering the rate of the MTC matching payment are not additive when considered together. 
11 Maximum MTC of$521.43, and matching rate of 500/o. Removal of ESCT exemption 

29 

Para 35-
39 

Para 30-
34 

Para 55-
58 
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No change to employer costs. 
contribution rate • Consistent with KiwiSaver objectives. Encourages 
for employees to individuals who can afford to do so to contribute at 1.2-1.8% 2650 4% rates 

Not modelled separately Not modelled separately • Provide greater for KiwiSaver members to Para 62-
choose most rate 66 

• "Portfolio" costs of mandating savings in funds . Para 
0-0.7% (2700) • Timing of savings may not suit individual's present 48 

circumstances. 
Reduced • Significant increase in employer costs. 
subsidies 2.2% 900 • Inconsistent with KiwiSaver objectives of 

" 
0.1-0.5% (1500) • Increase in employer costs . Para 

enrolment • Consistent with KiwiSaver objectives. 52 

1.80-2.1% 1900 

• Possible small impact on GST revenue as 
minimum subsidies 0.2-0.3% (80) divert from current consumption. 61 
employee • Reduced membership and negative welfare impact; 
contribution rate Reduced some members likely to stop contributing altogether, 

subsidies 
1.34-2% 2800 thereby missing out on employer and government 

contribution. 

• Kiwi Saver 

• about level of Para 67 
rate in 

Not modelled separately Not modelled separately 
retirement savings. 

conjunction with compulsion) 12 • Increased participation .. 
• Inconsistent with KiwiSaver 

12rhis also assumes a 10% fall in new and current membership. 
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15. As noted previously, the Government commissioned the independent Savings Working 
Group (SWG) to review medium-term savings strategies; their remit included a review of 
KiwiSaver's contribution to this strategy. Treasury and Inland Revenue officials provided 
support to the SWG. Other policy reports were received by Ministers regarding 
KiwiSaver' s role in the overall savings package. 

16. A large number of potential changes to KiwiSaver have been discussed in the public arena 
over the last five months because of the SWG review, such as the KiwiSaver default 
provider arrangements, management of funds, consumer financial literacy, and provider 
fee structures. Some potential options for change were considered by the SWG and are 
discussed in their interim and final report. Some of their recommendations are within the 
remit of other Government departments; for example, the Ministry of Economic 
Development13 recently issued a discussion document regarding periodic reporting. 

17. This RIS does not replicate all of the discussions about potential options for changes to 
KiwiSaver that have been considered. Instead, it summarises officials' advice on the 
development of a preferred package of feasible changes, assessed against the criteria 
outlined in paragraph 11, to deliver the Government's objectives for Budget 2011. 

18. The options considered in more detail in developing this preferred package were: 

Key objective: Reduce the fiscal costs of KiwiSaver 

• Changing KiwiSaver incentives and entitlement rules: member tax credits (MTCs), 
initial Crown contribution ("kick-start"), and employer superannuation 
contribution tax (ESCT) exemption. 

Secondary objective: Encourage increased levels of private household saving 

• Increasing membership of Kiwi Saver, including some form of compulsion 

• Increasing contributions from existing members 

• Increasing contributions from employers. 

19. In exploring the options under each objective, the directional effect on the other objective 
had to be considered. For example, an increase in KiwiSaver membership would, in the 
short term, increase the amount of "kick -start" payments made and, in the longer term, 
increase the numbers claiming MTC. An increase in members' contribution levels could 
also lead to increased MTC payments; so although both changes might increase private 
savings, they would move against the objective of reducing the fiscal costs of Kiwi Saver. 

20. For most options, there were a number of potential variations. Some options were inter
dependent, while others were considered as complementary but independent. Many of 
the options considered had several sub-variations; for example, varying contribution rates 
per contributor, or re-structuring incentives such as the kick-start and member tax credit 
amounts and entitlement/payment mechanisms. The main variations that were explored 
are discussed under each option below. 

13 MED Discussion Paper, Periodic Reporting Regulations for Retail KiwiSaver Schemes, released 01/12/2010. 
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KiwiSaver options explored 

Reducing fiscal costs by changing KiwiSaver subsidies: General 

21. One of the biggest impacts the Government can have on national savings is by returning 
to a budget surplus as quickly as is reasonably possible. An effective way to achieve this 
is by cutting low-value fiscal spending. Under the current KiwiSaver settings, there are 
opportunities to achieve lower fiscal costs while having minimum impact on encouraging 
household saving. In order to reduce the fiscal costs of Kiwi Saver, the various subsidies 
must either be reduced or removed, whether for all members or through more direct 
targeting of subsidies to particular member groups. 

22. Government contributions to KiwiSaver through direct subsidies (kick -start and MTCs) 
and forgone tax (ESCT exemption) total over $1 billion per annum; this is estimated at 
about 40% of total contributions in 2009/10. The current settings mean that Government 
contributions will make up a significant proportion of individual KiwiSaver balances at 
retirement. Empirical evidence suggests that this expenditure is delivering poor value in 
terms of leveraging additional savings. Some of the savings going into KiwiSaver 
accounts are being diverted from other forms of saving rather than additional saving. 
Also those individuals saving towards a target level of income in retirement may reduce 
their own level of saving in response to Government contributions, since they can achieve 
the same final accumulations at less expense to themselves. Genuine additional private 
saving may therefore be as little as $29 for each $100 contributed by Government. 

23. Although two thirds of members in the Colmar Brunton survey cited Government 
subsidies as one of the reasons why they joined KiwiSaver, other features such as auto
enrolment, ease of contribution (deductions from pay) and employer contributions were 
also important14 The ESCT exemption, being relatively hidden, did not feature in the 
survey responses. 

14 Colmar Brunton KiwiSaver Evaluation, op. cit, page 57. 
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Changing KiwiSaver subsidies: Member tax credits 

24. The Government currently pays a member tax credit (MTC), up to a maximum of 
$1,042.86 a year, into the account of members aged over 18, which matches contributions 
made by the individual during the year. MTC payments for the year to 30 June 2010 
totalled about $665 million. 

25. Reducing the maximum annual MTC payment alone (i.e. without changing the matching 
rate) would provide immediate fiscal savings. It would also reduce the total 
accumulation in individual KiwiSaver accounts, compared to leaving the MTC maximum 
amount unchanged. However, other changes, such as increasing the matching rate or, 
notably, increased employer contributions, will work in the opposite direction to raise 
total accumulations. 

26. The MTC is designed to encourage and reward the development of a regular pattern of 
savings once members have joined KiwiSaver. However, the current $1 to $1 matching 
rate is particularly generous by comparison with other savings options; it doubles the 
amount of contributions made (up to $1 ,042), effectively providing a minimum 100% 
return on these contributions. 

27. MTCs are simple and relatively easy to administer because they are linked to the level of a 
member's contributions paid in a year rather than to the member's income. The cap 
ensures that lower contributors, who tend to be lower income earners, get a larger benefit 
proportionate to their contribution. The possibility of making a link between maximum 
entitlement, or matching rates, and a member's income (whether just active or active and 
passive income) was considered. However, the administrative reality is that any such link 
is not possible without prohibitively costly system changes, and even then would take 
several years to implement. 

28. The SWG suggested increasing MTC payments for those on lower incomes by increasing 
the matching rate to $2 MTC for each $1 member contribution, in order to increase the 
amounts received by those on lower incomes making lower contributions. However, as 
well as increasing the fiscal cost of the MTC this could also have the effect of 
encouraging/enabling those on higher incomes to reduce their contributions, either by 
reducing their contribution rate or making fewer voluntary contributions (if self
employed) in order to maximise their MTC. 

29. The converse matching position, for example 50c per $1 member contribution, should not 
lead to a reduction in contributions from those currently contributing to the maximum 
MTC level, since they would still need to contribute the same to maximise the 
Government contribution. A reduction in the matching rate spreads the impact more 
broadly than reducing the cap alone, which would deliver fiscal savings only in the case 
of KiwiSaver members contributing above the level of the cap. The cap would mean that 
the subsidy would remain broadly progressive, and still reflect a greater proportion of 
total KiwiSaver inputs for low income earners than for higher income earners. 
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Changing KiwiSaver incentives: Kick-start 

30. The $1,000 kick-start payment from the Crown is a highly successful "recognition" 
feature for KiwiSaver; 92% of all respondents to the Colmar Brunton survey15 (both 
KiwiSaver and non-KiwiSaver members) were aware of the kick-start. Payments for the 
last 12 months to February 2011 totalled $354.6m. 

31. With a projected increase in KiwiSaver membership of approximately 300,000 members 
over the next four years, there would be fiscal savings to be made in removing or 
reducing the kick-start incentive. However, this could damage KiwiSaver's attractiveness 
to new members. There is a strong psychological boost attached with such an early initial 
increase in a member's funds and, on balance, the potential damage to public perception 
and to the initial attractiveness of KiwiSaver outweighs the diminishing value of fiscal 
savings made by reducing or removing the iconic kick-start payment. 

32. The Savings Working Group recommended a gradual 'drip-feed' of kick-start payments, 
to be matched to members' contributions. However this would have minimal effect on 
costs, reduce the immediate psychological boost of a $1,000 incentive and would 
effectively make this payment a duplication of MTCs, which are intended to encourage 
regular contributions. 

33. Removing or delaying payment of the kick-start to those under eighteen was also 
considered. The 2010 KiwiSaver Evaluation, conducted by Inland Revenue's Evaluation 
Service16, identified that among those parents who had enrolled their children, the 
Governrnent kick -start contribution was the most common reason provided; 83 percent 
said this was a factor in enrolling their children, while 34 percent said this was the most 
important factor in their decision. However, the value of accounts for most under 
eighteens is relatively low; a large numbers of children's accounts appear to hold nothing 
more than the $1,000 kick-start, indicating that this practice is doing little or nothing to 
raise private savings and encourage a savings habit via KiwiSaver. 

34. There are therefore potentially some fiscal savings from delaying the payment of the 
kick-start for under-eighteens, for example, until their eighteenth birthday. However, 
such a change would add to the complexity of KiwiSaver, and yet the overall fiscal 
savings are likely to be minimal. Any KiwiSaver changes targeted at only this age group 
should form part of any wider consideration of how to boost savings levels for young 
people, and install good savings habits from a young age. 

Changing KiwiSaver incentives: Employer superannuation contribution tax exemption 

35. Employer contributions (currently up to 2% of employee remuneration) to employee 
KiwiSaver accounts and complying superannuation funds are presently exempt from 
ESCT. The exemption is estimated to cost the Governrnent about $175 million a year in 
revenue forgone. 

36. The Savings Working Group recommended that the existing exemption from ECST be 
removed; by its nature it is almost invisible to KiwiSaver members, and so is the least
value of the incentives in terms of raising levels of private saving. It is also the most 

15 ibid. page 3. 

16 KiwiSaver Evaluation Report 2010, Inland Revenue Evaluation Services, for Inland Revenue, Ministry of Economic 
Development and Housing New Zealand Corporation, September 2010, page 12. 
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regressive of the KiwiSaver subsidies, since those in higher tax bands get a 
proportionately greater benefit; 50 percent of the benefit goes to the top 15 percent of 
earners. Officials also recommend removing this exemption on similar grounds. 

37, As part of removing the exemption, however, consideration should be given to how ESCT 
is computed on employers' contributions. The legislation currently gives two main 
methods to calculate ESCT. The default method allows employers to deduct ESCT at a 
flat rate of 33% from eligible superannuation contributions, while the "progressive scale" 
method allows lower ESCT rates to be applied to employers' superannuation 
contributions in relation to each individual's previous year's salary, wage and 
superannuation contribution levels. 

38. Inland Revenue's administrative data is insufficient to identify which methods are used by 
employers. However, although it is recognised that the default method is simpler for 
employers to apply and so reduces compliance costs, it does mean that lower-income 
employees who are affected will be more heavily taxed than they would be the case 
compared to the "progressive scale" method and compared to the· rate at which their 
salary or wages are taxed. This results in less money going into their superannuation 
accounts. 

39. It is therefore proposed to require all employers to use the progressive scale system at the 
same time as removing the ESCT exemption. This should not be a particularly difficult 
change for employers using commercial payroll systems that already have this 
functionality. For ease, the timing of the change should be matched to the annual payroll 
cycle (I April 2012). Employers preparing manual payrolls will need to include an 
additional calculation for ESCT when calculating KiwiSaver contribution amounts. 
Inland Revenue guidance, calculators and calculation tables will be available to assist 
with this. 

Encourage increased levels of private household saving 

Increasing membership: Compulsory versus voluntary 

40. SWG and Government officials considered the impacts of KiwiSaver becoming a 
compulsory scheme. Variations included compulsion for employees only, with 
compulsory contributions deducted from pay; compulsion for all eligible adults; or 
compulsion for adults over a certain age or from a particular income level. This would 
also require changes to the current settings for "contribution holidays". The point of 
compulsion would otherwise be negated by the ability of members to choose not to 
contribute. Issues regarding market fees and investment strategy would need to be fully 
resolved in advance of any element of compulsion being introduced. 

41. The present KiwiSaver model, although available to non-employees, is primarily 
marketed and designed as a work-based voluntary superannuation savings scheme. For a 
universal enrolment, as well as new enrolment mechanisms for those outside the 
employed workforce, new contribution models would need to be introduced to require and 
collect savings contributions from non-employed persons. Similar issues arose if 
compulsion was linked solely to age or income levels. 

42. Compulsion for all employees, building on the existing KiwiSaver design, would 
therefore be more practical than a universal enrolment. It is estimated that KiwiSaver 
membership would increase by an estimated 730,000; the impact on national savings 
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depends in part on other KiwiSaver settings, such as the contribution rate and Crown 
incentives, but would be expected to be positive. 

43. However Inland Revenue and officials from the Treasury consider that these benefits 
Kiwi Saver need to be weighed against the welfare costs for people at the lower end of the 
income distribution scale, who may be forced to reduce their spending on essential items 
in the present time in order to increase their income in retirement. The SWG considered 
the same point, and referred to this in their report as "timing costs". 17 

44. The SWG also noted that compulsion to save into KiwiSaver has a "portfolio cost", in that 
it forces some people to invest in superannuation when they would rather invest in 
something else, such as housing, an enterprise business, or in. a savings scheme that 
provides earlier access to funds, such as for education purposes. The Retirement 
Commission also recommended against compulsion. 18 

45. Treasury modelling also indicates that, following compulsion, 30 percent of any new 
savings would be expected to come from 60 percent of new members, each earning less 
than $40,000. This suggests that the increase in national saving is unlikely to be justified 
by the negative impact on present welfare for such low earners, who are themselves 
unlikely to value the benefits in terms of increased consumption later over decreased 
consumption now. 

46. Linking compulsion for employees to wage levels or age were possible variations under 
this option that might have helped to alleviate some of the concerns over both "timing 
costs" and "portfolio costs" for savers. However, these variations would add to the 
complexity of KiwiSaver, and create additional compliance requirements for employers. 

4 7. On balance, the modest increase in national savings that could be expected from 
introducing compulsion was outweighed by the harmful welfare impacts on some groups 
of people, and the increase in fiscal costs if the KiwiS aver subsidies were retained, even 
in a reduced form. Further, a move towards compulsion now was unlikely to be able to 
be readily reversed in future if it no longer aligned with the Government's longer term 
savings and investment plans. 

17 SWG: Saving New Zealand, op. cit. para 7.33. 

18 http://www.retirement.org.nzlretirement-income-research/policy-review/2010-review. 
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Increasing membership: enrolment exercise (with option to opt out) 

48. Some increase in KiwiSaver membership could nevertheless still be delivered through 
existing mechanisms, if the increase is targeted to attract the people most likely to 
continue to contribute. Employees are the prime market; behavioural analysis indicates 
that there is a strong "inertia" factor for contributions by this group, which is assisted by 
the automatic deduction of contributions from source. 

49. Inland Revenue commissioned Colmar Brunton to undertake a survey to assess the 
outcomes of KiwiSaver for individuals. Colmar Brunton reported in July 2010

19 
Inter 

alia, the survey asked respondents why they had not become members of KiwiSaver: 
28% had not got round to joining, while a further 13% wanted more information about 
KiwiSaver. This could indicate that, of the employed population who are not already 
members of KiwiSaver, over a third would not be averse to joining and so would be 
likely to remain a member if automatically enrolled by their employer. 

50. Officials therefore considered a one-off enrolment for all employees who are not already 
members of KiwiSaver or a complying superannuation scheme. The exercise would 
provide employees the option to opt out before being enrolled in KiwiSaver by their 
employer. Such an exercise was estimated to deliver up to 330,000 new members. This 
differs from the SWG recommendation of a one-off exercise using the current auto
enrolment process, by avoiding the significant compliance and administration costs for· 
employers to make deductions. from wages, which are later refund~d by Inland Revenue 
where employees subsequently opt out. Even so, there would be costs to employers, both 
in running the exercise and in increased employer contributions for new members. 

51. Such an increase in KiwiSaver population would also significantly increase the fiscal 
costs, both in the short term through higher kick-start payments ($330 million in the first 
year) and ongoing through the MTC (around $100 million per year). Given the key 
objective to reduce fiscal costs, this was not regarded as the appropriate time to consider 
running such an exercise. 

52. The SWG suggested that the immediate impact of the increased kick-start payments could 
by managed down by spreading payment over five years. However, this would have a 
limited effect on the overall fiscal cost and would have negative incentive impacts. The 
$1,000 kick-start is highly successful 'recognition' feature for KiwiSaver; 92% of all 
respondents to the Colmar Brunton survey20 (both KiwiSaver and non-KiwiSaver 
members) were aware of kick-start, compared to only 58% who knew about member tax 
credits (MTCs). The spreading method would have to be applied to all new members, 
not just those enrolled as part of the exercise; it would therefore reduce the attractiveness 
of the kick-start payment in encouraging members to join in future. 

l9 Colmar Brunton KiwiSaver Evaluation, op. cit. 
20 ibid. page 3 
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Increasing contributions: increasing default contribution rate for auto-enrolled employees 

53. The "default contribution rate" is the rate at which employees who are automatically 
enrolled into KiwiSaver by their employers will start contributing, unless they actively 
choose a rate. The default rate now stands at 2% of wages. However, of those joining 
before I April 2009, when the default employee contribution rate was 4%, 75 percent of 
members are still contributing at least 4%; that is, they did not take advantage of the 
introduction of the 2% minimum rate from I April 2009. Only 20 percent of members 
joining on or after I April 2009, when the default rate was set at 2%, have actively 
chosen a higher rate. 

54. There is strong evidence that for many members, the default rate at which they start 
making KiwiSaver contributions governs the level of on-going contributions ("set and 
forget"). But, as discussed in paragraphs 59-61, the ability to use a lower contribution 
rate, if circumstances necessitate, is helpful in keeping people at the lower end of the 
income distribution scale in a regular savings pattern. 

Increasing contributions: increasing compulsory employer contribution rate 

55. Compulsory employer contributions both increase individual final accumulations and, 
especially, if matched to employee contributions, are a strong way to encourage 
individuals to save towards retirement. With the exception of higher-paid executives 
where retirement contributions are a key part of a total remuneration package, many 
employees do not traditionally regard their employers' contributions as deductions from 
"their" wages, even though the additional cost to employers from making contributions is 
likely eventually to find its way through to lower wages (including for those not members 
ofKiwiSaver). 

56. At present, the minimum employer contribution is 2% of employee wages. The rate was 
originally set at I% with the intention that this should increase by I percentage point each 
year until it reached 4%, but it was capped at 2% in 2008. Internationally, employers 
traditionally contribute at much higher levels; for example, the Australian scheme 
involves an employer contribution rate of 9%. 

57. In contrast to employee contributions, where many employees are contributing above the 
2% minimum rate, 90 percent of employer contributions are made at 2%. A requirement 
for employers to raise their minimum contribution to 4% would therefore make a fairly 
significant impact on total KiwiSaver accumulations. In addition, if the requirement were 
that employers should match their employees' contribution rates, it would reinforce the 
incentive for employees to raise, or maintain, their own contribution rates. 

58. Higher employer contributions would increase labour costs in the short term. A staged 
introduction of an increased minimum rate for employer contributions, for example 
moving to a 3% rate from I April 2013 and then to a 4% rate in the next or following 
year (either with or without an employee matching requirement) would better enable 
employers to prepare for and manage these changes alongside other business costs. In the 
longer term higher contributions are likely to be reflected in lower wage settlements, but 
this impact should be limited as the labour market and nominal wage growth are expected 
to strengthen from the end of 2011. 
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Increasing contributions: increasing minimum employee contribution rate 

59. Increasing the current minimum employee contribution rate to 4% of wages would 
increase the amounts of employee savings. It would also move some way to address the 
risk that the current 2% minimum rate setting sends the wrong message regarding the 
appropriate level of savings that individuals should be making in order to provide an 
adequate retirement income. Approximately half of current members contribute 4%. 

60. Again, this must be weighed against the "timing costs" for people at the lower end of the 
income distribution scale. A higher minimum contribution effectively increases the price 
of contributing to KiwiSaver. People who cannot afford to contribute a minimum 4% 
would be forced onto contributions holidays or never join in the first place, thus missing 
out on Government and employer contributions. 

61. Given the likely negative impact on membership, raising the minimum level to 4% was 
therefore not considered to deliver much additional household saving. 

Increasing contributions: 3% employee contribution rate 

62. The introduction of compulsory employer contributions matched to employee 
contributions up to the 4% rate would be of no value to those employees currently on the 
2% rate, who cannot afford to double their contributions to the 4% level. Such 
employees, who are most likely to be in the lower income bracket, will see reductions in 
both their employer contributions (because of removal of the ESCT exemption) and in the 
Government's MTC contribution, without being able to benefit from increased employer 
contributions, which could otherwise provide some compensation. 

63. Allowing a 3% employee contribution rate, which would be matched by employer 
contributions at 3%, could therefore be a helpful option for some members. Matching 
employer contributions at higher rates (up to 4%) should reinforce the incentive for 
employees to contribute more where they can, and the eventual matching rate of 4% 
should help to ensure that there is little movement from employees the other way (that is 
from 4% to 3%). 

64. The additional costs to both Inland Revenue and employers of introducing this further 
option would be very modest; there are some synergies with administrative changes 
needed to introduce the 4% default rate, so a starting date of 1 April 2012 is 
recommended. This allows some low income members to benefit from a 3% rate now, 
although it is expected that the introduction of the employer matching in 2013 would 
have a larger influence on the rate that employees choose. 

65. While initial experience suggests that default settings and inertia are the main 
determinants of contribution rates, those employees who have chosen to move to a lower 
contribution rate have tended to be lower-income. This suggests that affordability does 
have some influence, since the cap on Government contributions means that incentives 
are already stronger for low income members to contribute at above-minimum levels. 
For example, to maximise the MTC (under the proposed settings) members earning 
$25,000 need to contribute 4%, and those earning between $25,000 and $52,000 need to 
contribute more than 2%. A 3% contribution rate would help those in this income 
bracket by enabling them to increase their MTC receipts without having to move all the 
wayto4%. 
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66. Introducing other contribution rates for employees, for example 5%, 6% etc. was also 
considered. However, employer matching would cap at 4%, so would not provide an 
incentive for employees to choose these rates. Members can always make voluntary 
contributions, so the desire to maintain the scheme's simplicity outweighs the minimal 
benefits of introducing new rates beyond the 3% rate. 

Increasing contributions: minor change options 

67. Other more minor change options that were considered but not recommended for the 
Budget 2011 package are summarised below: 

Lowerin!r \,.,, 
:miiiiikum- :·:::: :;._·:·<.·~~:>; .. ~". 
conmbutioh iiti, · ·•· io1% .. .. ,,··· 
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··employees under:····· 
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· R~ucjng m1n~, 
,~f?nt;ci'?J;It<l!J'.:. 
·~riodS: .:· 
(~'corllributlolj 

.),plidays~') .· . 

Considered alongside compulsion. 
Would reduce the amount 
employees would be required to 
save, but could overcome "timing" 
concerns in mandating savings. 

Recommended by the SWG, along 
with extending compulsory 
employer contributions and MTCs 
in order to increase participation in 
KiwiS aver. 

After the first year of membership 
contributions holidays may be 
taken for any reason, and they may 
be taken successively, effectively 
allowing employees not to 
contribute to KiwiSaver. They do 
not receive any employer 
contributions during this time. 

Concltision· 

Not recommended: potential negative effect on 
national savings. 
From a retirement savings perspective, this is an 
unreasonably low rate of savings for all but the 
lowest-income families (from whom NZ 
superannuation alone already provides a reasonable 
pre and post income match). 
May increase misperceptions about the appropriate 
rate of savings. 

Not recommended; retirement savings not high 
priority forth is age-group. Estimated amounts saved 
into Kiwi Saver would be relatively low. 
Increased member tax credits would increase fiscal 
costs. 
Negative impact on short-term employer costs and 
consequently on youth employment outweighs 
potential savings increases. 

Further work recommended. 
Ability to cease contributions is a useful "safety 
valve" for employees at difficult points in their life. 
Reducing holiday periods or imposing stricter criteria 
might lead to some increase in savings from existing 
members, although a few may simply choose not to 
join KiwiSaver at all. 
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CONSULTATION 

68. Due to the need for Budget secrecy, and the short time-frames involved in developing a 
KiwiSaver-related savings package for Budget 2011, the ability to consult in the usual 
manner under the Generic Tax Policy Process has been constrained. 

69. However, many of the issues noted in this paper have already been considered by the 
SWG which, in discussing New Zealand's medium-term savings strategies, was 
particularly asked to consider the role of KiwiSaver in improving national saving 
outcomes, including the operation and outcomes of KiwiSaver, and the fairness and 
effectiveness of current KiwiSaver ·subsidies. The SWG made several recommendations 
in this regard, which have been discussed above. 

70. The SWG received considerable public feedback during the process; the submissions it 
received and its interim and final reports are available on the Treasury website. Officials 
have been able to view these submissions and listen to specific concerns raised by 
interested groups during the SWG process, albeit that there has been no active 
consultation by officials. 

71. The Retirement Commissioner also released her triennial review of retirement income 
policy on 7 December 2010, which discussed KiwiSaver, costs, and the effectiveness of 
incentives, as well as making KiwiSaver compulsory. 

72. Thus, some of the debate about KiwiSaver reforms, and in particular whether KiwiSaver 
should remain a voluntary scheme, have been in the public domain for some time, with 
the ability for the public to provide comment. This provides some alignment with the 
Generic Tax Policy Process. 

73. Some implementation decisions, such as the staged increase in the compulsory employer 
contribution rates, and the possible one-off enrolment exercise for existing employees, 
have been deferred until after the Budget. This will enable detailed consultation to take 
place, and any specific technical issues to be identified and addressed at the detailed 
design stage. 
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CONCLUSIONS AND RECOMMENDATIONS 

74. The KiwiSaver change package recommended for Budget 2011 mostly aims to reduce 
fiscal costs by transferring the costs of KiwiSaver from the public to the private sector, by 
reducing the Government subsidies. Some of the proposed measures could also 
encourage higher private contributions. However, further public education and awareness 
about the continuing importance to individual saving, to ensure resources are over and 
above New Zealand Superannuation in retirement, are highly desirable. The impact of the 
proposed changes for individuals depends entirely on their behavioural response and 
choices, and so the promotion of resources, such as the Retirement Commission's Sorted 
website, is strongly recommended. 

75. The table below shows a summary of recommendations and cumulative impacts: 
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76. The graph below illustrates the impacts of the proposed changes, as a package, on the 
KiwiSaver fund of an employee who opts in at 30 years old, for different contribution 
rates. An employee who is contributing 2% under the current policy settings and 
continues contributing 2% after the policy change would have significantly lower funds 
available at retirement. If the employee instead contributes 4% after the policy change (as 
is the proposed default), they would have considerably higher balances at retirement, 
despite the decrease in Government contributions. 

Figure 1. Forecast composition of a KiwiSaver fund at retirement for an employee who 
opts in at age 30* 

450000 
~ 
~ 

~ 
400000 0 ., 

V> 

350000 > 
"' ., 
0 
~ 300000 .5 .. 
u 250000 c 
"' iii 

.Q 200000 
~ .. 
> 
"' 150000 VI 

"i 

"" 100000 -0 .. 50000 :J 

~ 
0 

Current 
policy 

defoult 
(2%) 

Proposed I Pn,posed 
policy 

I (2%) 

30000 

policy 
default 

(4%) 

··-~---· 

Current 1 p,,onr~<Prl 

policy 
default 

(2%) 

policy 
(2%) 

50000 

Proposed Current , Proposed Proposed 
policy policy policy policy 

default default (2%) default 
(4%) (2%) (4%) 

75000 

Annual income after tax 

• Govtcontribution • Employee contribution • Employer contribution 

Note: Employee contribution rates in parentheses. 
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IMPLEMENTATION 

77. Officials have recommended that, with the exception of the increased employer 
contribution rates, the proposed KiwiSaver changes should be included in Budget night 
legislation which will go through all the stages in the House in a single Parliamentary 
day. This is to allow sufficient time for implementation, both for employers and Inland 
Revenue. 

78. The proposed changes to the KiwiSaver default contribution rate, the removal of both the 
ESCT exemption and the 33% flat-rate calculation method would all come into effect on 
1 April2012. This is to tie in with the start of the tax year and so take advantage of the 
various updates to payroll systems and employer information leaflets that are already 
scheduled to be made at that date. 

79. The proposed changes to reducing the MTC matching rate to 50c per $1 member 
contribution, and reducing the maximum annual MTC payment to $521.43 (half of the 
present level), would take place with effect from 1 July 2011, being the 2011112 MTC 
claim year. Most MTC claims are made after the year-end, which gives providers and 
Inland Revenue over 12 months to prepare for the changes before the bulk of the 2011/12 
payments are made. As the proposed changes do not directly affect the claims process, 
the compliance costs would be expected to be relatively minimal. 

80. The proposed increased employer cont~ibution rate, and matching employees' 
contributions, would come into effect at 3% on 1 April 2013 and then increase to 4% on 
I April 2015. The delayed start of this change means that it can be included within a 
normal taxation bill, enabling interested parties to be consulted on design aspects. 

81. The proposals for a one-off enrolment exercise would be discussed with employers, 
payroll providers and other interested parties. This would explore both the expected costs 
and benefits to each party, and possible design models for such an exercise. 

MONITORING, EVALUATION AND REVIEW 

82. Both Inland Revenue and the Governrnent Actuary21 currently receive and collate 
KiwiSaver membership and scheme data. Inland Revenue prepares regular monthly 
statistical reports and an annual evaluation report, which focuses largely on enrolment, 
contribution and incentive payments data. The Governrnent Actuary's report is presented 
to the House of Representatives pursuant to section 194 of the KiwiS aver Act 2006, and 
reports on the Governrnent Actuary's regulatory role in the management and operation of 
individual KiwiSaver schemes and funds, and the duties and obligations of trusts and 
managers in relation to those schemes. These annual reports will form the main basis for 
the collection and monitoring of the impacts of each KiwiSaver change over the next 12-
24 months. 

2l The Government Actuary's functions will be moved to the Financial Markets Authority from I Apri12011; his 
Kiwi Saver review and reporting obligations will fall to the new Authority to discharge. 

21 




