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following sections of the Official Information Act, as applicable: 

[1] 9(2)(a) - to protect the privacy of natural persons, including deceased people 
  
[2] 9(2)(f)(iv) - to maintain the current constitutional conventions protecting the 

confidentiality of advice tendered by ministers and officials  
 
[3] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and 

frank expression of opinions 
 
[4] 9(2)(b)(ii) - to protect  the commercial position of the person who supplied the 

information or who is the subject of the information 
 
[5] 9(2)(k) - to prevent the disclosure of official information for improper gain or 

improper advantage 
 
[6] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 
 
[7] 6(a) - to prevent prejudice to the security or defence of New Zealand or the 

international relations of the government 
 
[8] 9(2)(h) - to maintain legal professional privilege 
 
[9] 6(c) - to prevent prejudice to the maintenance of the law, including the 

prevention, investigation, and detection of offences, and the right to a fair trial 
 
[10] 9(2)(d) - to avoid prejudice to the substantial economic interests of New 

Zealand 
 
[11] 9(2)(i) - to enable the Crown to carry out commercial activities without 

disadvantage or prejudice. 

Where information has been withheld, a numbered reference to the applicable section 
of the Official Information Act has been made, as listed above. For example, an [8] 
appearing where information has been withheld in a release document refers to section 
9(2)(h). 

In preparing this Information Release, the Treasury has considered the public interest 
considerations in section 9(1) of the Official Information Act. 



Kaitohutohu Kaupapa Rawa 

Treasury Report: Outline of advice around savings, tax and fiscal 
consolidation to be delivered in July-August 2010 

I Date: l 2 July 2010 I Report No: I T201 0/1225 

Action Sought 

Action Sought Deadline 

Minister of Finance Note that officials will provide you with further advice on Wed 7 July (prior to 

(Hon Bill English) 
options for Kiwisaver by the end of July. discussion with officials) 

Note that officials will provide you with further advice on 
tax policy consistent with economic growth and lifting 
incentives to work, save and invest by the end of July. 

Note that officials will report to you by the end of August 
with advice on managing spending priorities and the 
Crown balance sheet and options for faster fiscal 
consolidation. 
Agree to discuss this report with officials. These 
discussions could include identifying other areas of 
advice that would be most useful in informing decisions 
about how best to lift long-run growth and unwind 
current imbalances. 

Contact for Telephone Discussion (if required) 

Name Position Telephone 

Joanna Gordon Manager, Financial Markets [1] 

Bill Moran Manager, Macro Policy 

Minister of Finance's Office Actions (if required) 

None. 

Enclosure: No: 

Treasury:1856113v1 

1st 
Contact 

../ 
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2 July 2010  

Treasury Report: Outline of advice around savings, tax and fiscal 
consolidation to be delivered in July-August 2010 

Recommended Action 

We recommend that you: 
 
a Note that Treasury will provide you with a preliminary assessment of options to change 

Kiwisaver to further promote private savings by the end of July. 
 
b Note that Treasury will be reporting to you by the end of July on a forward agenda for 

tax policy consistent with the objectives of boosting economic growth and incentives to 
work, save and invest, within the context of seeking to raise revenue at least cost.  

 
c Note that Treasury will report to you by the end of August with a series of reports 

containing advice on: 
 

• options for managing spending priorities and pressures within forecast budget 
allowances over the medium-term; 

 

• opportunities for managing the Crown balance sheet more efficiently; 
 

• options for faster fiscal consolidation than currently envisaged in BEFU 2010.  
These options would also be relevant if there was a serious deterioration in the 
global economic situation and a worsening of New Zealand’s position or market 
perceptions of New Zealand’s position relative to at-risk countries; and 

 
d Agree to discuss this report with officials. These discussions could include identifying 

other areas of advice that would be most useful in informing decisions about how best 
to lift long-run growth and unwind current imbalances. 

 
 
 
 
 
Bill Moran 
Manager, Macro Policy 
for Secretary to the Treasury 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Treasury Report: Outline of advice around savings, tax and fiscal 
consolidation to be delivered in July-August 2010 

Introduction and Context 

1. You met with the Prime Minister on 28 June 2010 to discuss the economy. Treasury 
provided you with a chart pack outlining macroeconomic challenges to be addressed in 
order to restore and sustain strong economic growth. The chart pack noted a number 
of macro-dominated policy responses, largely around saving, including: 

 

• Tax: Policy changes focus on the role of the tax system in saving, reducing both 
distortions to invest and save, and tax rates.  

• Changes to KiwiSaver: The way changes to KiwiSaver are managed could help 
both fiscal consolidation and encourage savings by better targeting fiscal 
incentives. 

• Fiscal Consolidation and Capital Management: Policy can affect the extent to 
which faster fiscal consolidation carries the adjustment burden, and how it is 
implemented (e.g. scope of the operating allowance; capital allowance and 
efficiency across the balance sheet; savings targets; etc). 

 
2. You subsequently asked officials to provide you with additional advice around the three 

policy responses above, taking into account the goals of: 

• increasing national saving as a means to lifting growth sustainably and unwinding 
imbalances; 

• how to increase savings at less cost to government; and, 

• how to reduce government expenditure in a manner that is sustainable over the 
longer term. 

 
3. This report proposes, for each policy response, the advice that we will deliver and the 

timelines within which it will be delivered, and seeks your feedback on the proposal.  

Kiwisaver 

4. The aim is to explore ways to change KiwiSaver that could potentially encourage 
private saving, while reducing the fiscal cost of the scheme.  At this stage it is important 
to keep the options open to allow for medium-term solutions that could have positive 
impacts on growth to be more widely canvassed. The proposed work programme will 
cover the following areas: the current Kiwisaver scheme (consolidating what we know) 
and Kiwisaver options. 

 
5. The work programme on the current KiwiSaver Scheme will provide a summary of the 

key facts and numbers: 

• KiwiSaver participation rates; 

• An outline of the fiscal cost of the incentives; 

• Size and flow of KiwiSaver funds; 

• Age and income distribution data; and, 

• Estimate of additionality (KiwiSaver evaluation due 2012) 
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KiwiSaver Options 
 
6. A range of options could be explored to increase the level of savings through 

KiwiSaver, while better targeting the fiscal incentives, thereby helping fiscal 
consolidation. These range from encouraging savings using existing incentive 
mechanisms through to compulsion.  As a large number of people have already joined 
KiwiSaver, measures that focus on lifting the contribution level on a voluntary basis 
could be a useful starting point. 

• Lifting participation rates: 

o Announce a one-off automatic enrolment of all salary and wage earners 
capturing those who haven’t changed jobs and providing those who previously 
opted out an opportunity to reconsider their previous decision; 

o Extend automatic enrolment to all employees who have been in the same job 
for more than 5 years; 

o Introduce provision for the self-employed who contribute to the scheme to 
receive a tax reduction (a significant proportion of the labour force not 
currently in the scheme are self-employed); and 

o Reduce the period of contribution holidays from 5 to 3 years. 

• Remove the Employer Superannuation Contribution Tax (ESCT) exemption; 

• Better targeting of existing incentives: 

o Abate the Member Tax Credit (MTC) for high income earners based on broad 
income levels; and 

o Require higher contributions from higher income earners to get the full MTC. 

• Increase contribution levels on a voluntary basis: 

o Encourage members to increase their contributions on a voluntary basis when 
they have a pay raise; 

o Life cycle approach - increase the minimum contribution level as age 
increases e.g. 20 years = 1%, 30 years = 2% etc. and review hardship 
provisions; 

o Raise the minimum contribution level for all members e.g. from 2% to 4%; and 

o Encourage members to raise their contribution level by making employers 
match contributions up to 4%. 

• Compulsion  

o Continue current minimum contribution (i.e. 2% for employees and 2% for 
employers) but make contributions compulsory; 

o Increase contribution levels from 2% to 4% for employees and employers; 

o Employers only make a compulsory contribution and the minimum rate 
increases from 2% to 8% over time. (Similar to the Australian Scheme). 
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Note - to ease the transition and increase the acceptability of compulsion, 
consideration could be given to gradually phasing out existing KiwiSaver incentives 
and linking in with tax recycling. This is a significant direction change that is likely 
to be difficult to back away from and if triggered too early, may close off future 
options that could be beneficial for savings. 

 
Wider options 

• Options that might support saving and reduce government expenditure. For 
example, saving for education: 

                                                                            
                      

                                                                                 
                                                                         
          

                                                                               
                    

• Changing regulation that may reduce the accumulation and holding of household 
debt thereby placing households in a better position to save. For example: 

o Require lending institutions to more extensively assess the ability to repay 
loans. 

o Higher loan/deposit ratios. 

• Look at ways of raising levels of peoples’ understanding that could encourage a 
savings culture and increase the uptake of savings measures outlined above. For 
example, build on the National Strategy for Financial Literacy coordinated by the 
Retirement Commission. 

 
Process and Timing 
 
7. A preliminary assessment will be provided by the end of July 2010 outlining the work 

that would need to be done to form a view on options. This would involve advice that 
continues to keep options open for the medium-long term, as well as identifying those 
that could be ‘worked-up’ or implemented relatively quickly; and those that would take 
longer. 

 
8. Following this, we propose focussing on the options that you are interested in exploring 

further. Consideration could also be given to wider stakeholder engagement. At this 
point (i.e. early August 2010) a detailed work programme would be developed and a 
process set-up for reporting to you on a regular basis on progress. 

Tax 

9. We are developing a forward agenda for tax policy consistent with the objectives of 
boosting economic growth and incentives to work, save and invest, within the context 
of seeking to raise revenue at least cost. 

 

[2]
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10. In the space of taxes on savings and investment, Treasury is working with Inland 
Revenue to explore the rationale and options for reducing taxes on savings and 
minimising the biases between different forms of savings. There are a number of areas 
on which we will provide advice, including: 

                                                                          

                                                                                    
                            

                                                                                  
                                                     

                                                                                      
                            

 
11. Treasury intends to provide an initial report on these tax and savings options in the 

second half of July.  
 
12. We are also undertaking work exploring the potential for changes to social assistance 

entitlements policies, specifically in relation to how such entitlements interact with the 
tax regime, and the incentives and behavioural responses they may create. This work 
may cover potential options (in some cases radical) for changes to policies such as 
WFF, superannuation, student loans, and early childcare. These options may interact 
with fiscal options being considered around KiwiSaver, as well as the future 
recommendations of the Welfare Working Group. 

Fiscal consolidation and Capital Management 

Fiscal Consolidation 

 

13. Macroeconomic and fiscal environment. Given the heightened global risks, we will 
continue to provide you with updates on the New Zealand and the global economic 
outlook, including New Zealand’s continuing vulnerabilities, via our regular weekly 
updates and Monthly Economic Indicators reports as well as other ad hoc reports. As 
part of this, we will undertake further scenario analysis and risk-testing of the 2010 
BEFU central scenario, including those relating to medium-term potential output 
growth. You will also receive advice on the scope for and merits of faster fiscal 
consolidation, and the scale of the fiscal adjustment that may be required. These work 
streams will feed into advice on an economic and fiscal “Plan B”, which would be 
implemented if the global situation deteriorated more significantly, along with New 
Zealand’s position (or market perceptions of that position) relative to other at-risk 
countries. We hope to provide you with this advice by the end of August at the latest.  
This work is in addition to existing work that you have asked for below. 

 
14. Living within forecast budget allowances. We have undertaken to provide you with an 

initial report by the end of July on the Better Aligning Expenditure and Priorities (BAEP) 
project which will focus on reconciling the macro forecasts and fiscal strategy options 
with expenditure pressures and opportunities. We expect to provide a series of broad 
three to five year expenditure package options based around different prioritisation 
themes (“Plan A”). Analysis will focus predominantly on the health, justice, education 
and social welfare sectors. As discussed with you, this would allow you to take a paper 
to Cabinet paper by the end of August, with: 

• options for developing a narrative to frame the government’s medium term 
expenditure strategy; 

[2]



              

T2010/1225 : Outline of advice around savings, tax and fiscal consolidation to be delivered in July-August 2010 Page 7 
 

              

• options for actively managing baselines and making medium-term savings over the 
next 3-5 years; and 

• options for a more ambitious fiscal consolidation approach than the $1.1 billion 
allocations, taking account of expenditure trade-offs now and in future years. 

 
15. Alongside and supporting this, by the end of August we will report to you with 

recommendations regarding changes to the Fiscal Management Approach (FMA), 
which sets the rules about how to measure the effect of spending decisions and the 
processes for making those decisions. The report will include an assessment of the 
following topics:  

• how different types of changes in expenses are treated within the operating 
allowance, including changes to introduce consistency and to manage the fiscal 
impact of changes in expenses. 

• how to improve the consistency of the treatment of commercial investments and 
divestments within the capital allowance. 

• an examination of ways to ensure more consistency between the treatment of the 
capital and operating allowances. 

• identifying changes to Ministerial reporting processes relating to changes in 
expenses and other key fiscal and economic aggregates to improve transparency. 

 
16. The work will be carried out alongside work already underway looking at changes to 

the capital charge and depreciation frameworks.  
 
Capital Management 
 
17. You have asked us to apply the same rigour and scrutiny to capital spending and 

balance sheet management as we apply to operating spending. Listed below is what 
you can expect to receive from us over the next 4-6 weeks on this.  
 

18. Investment Statement.  We have been discussing progress on an Investment 
Statement with your office and will report to you in two weeks with our work to date, 
including a discussion of objectives, timing, legislation, and potential uses, plus an 
initial mock-up.  We will be seeking your feedback on some of the design choices and 
the content of the document so far. 

 
19. Balance sheet – Strategy.  We are currently seeing the Investment Statement as a 

descriptive document.  An obvious complement to the Statement is an articulation of 
policy direction.  In the context of fiscal consolidation, this could mean identifying 
potential areas where capital could be released.  In the next 4-6 weeks, we intend to 
report to you with some initial thinking. 

 
20. Balance Sheet – Social Assets.  Social assets are typically those owned by the Crown 

as they are special-purpose or public good and are used by the Crown to deliver 
services (e.g. roads, hospitals, schools, police stations etc.)  The configuration of the 
asset base can materially affect not only the costs of asset management, but also the 
nature and costs of the services delivered from or using those assets.  Making changes 
to the configuration of the existing asset base, however, is inherently difficult or 
contentious (e.g. school closures). We will provide advice on a framework for thinking 
about the major asset sectors (e.g. schools, justice assets, housing), and the potential 
for: 

• Releasing capital from underutilised or stranded assets; 
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• Increasing the intensity of asset utilisation; 

• Reconfiguring the asset base to improve asset management costs and release 
capital; and 

• Reconfiguring the asset base to reduce the cost of the services delivered from 
assets. 

 
The advice will be high level but will seek to provide (on an indicative basis): 

• what “balance sheet performance” might mean, in the context of social assets that 
exist because of the (often un-priced) services delivered from them, rather than 
anything intrinsic to the asset; 

• examples of the nature of change required to deliver some or all of the above (from 
which judgements as to practicality and palatability can be drawn); 

• existing information that identifies the potential for achieving any of the above (and 
information gaps); and 

• the nature of work required to progress any particular approach. 

 

Other areas of advice 

 
We would like to discuss with you whether there are other areas of specific advice you 
require, or would find useful, in informing decisions about how best to lift long-run growth and 
unwind current imbalances.  
 

 


