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Treasury Report: KiwiSaver - Options for Budget 2011 

Executive Summary 

This Treasury report focuses on the sub-set of the Savings Working Group's 
recommendations (whose report you have just received) that centre on the role for Kiwi Saver 
in increasing New Zealand's national saving and reducing New Zealand's economic 
vulnerabilities. 

The Treasury has provided advice over recent months that the Government should reduce 
spending relative to current forecasts so as to return to surplus two years earlier than is 
indicated in the Half Year Economic and Fiscal Update. Among other benefits, it is likely to 
be the fastest and most direc1 way that the Government can increase national saving. 

Ensuring that government policy settings maximise New Zealand's future growth 
performance is critically important, given that increased national incomes will both increase 
our saving capacity or equivalently enable us to sustain a higher current account deficit. The 
Treasury also considers that the Government can have a significant and long-lasting impact 
on national saving by changing broader welfare and retirement policy settings. Changes in 
these areas would benefit national saving, enabling government saving and encouraging 
private saving. 

In line with the work of the Savings Working Group, this report considers the scope for 
KiwiSaver to make a contribution to boosting national saving and hence reduce our 
vulnerabilities. lt analyses the likely impacts of 1% to 2% compulsory Kiwi Saver 
contributions. lt also considers the option to enhance KiwiSaver's default settings through a 
one-off auto-enrolment of wage and salary earners who have not yet joined KiwiSaver and 
an increase in the default contribution rate, to further encourage people into making 
Kiwi Saver contributions without requiring absolute compulsion. Advice is provided on how 
reductions to government subsidy levels could contribute to returning the Government to 
surplus more quickly. To try and give a sense of the likely scale of the impact of various 
options for KiwiSaver reform on national saving, we provide some quantitative estimates of 
the impact on national saving and the Net International Investment Position (NIIP} over 10 
years. However, we stress that these figures, as with any modelling of this type, are subject 
to a high degree of uncertainty and are sensitive to a range of assumptions about how 
people respond to significant policy changes. 

As a voluntary retirement savings scheme, the limited evidence we have at this stage 
suggests that Kiwi Saver has had an impact in increasing private saving via increased saving 
by individuals. However, early evidence suggests that new saving is a lot less than 1:1 for 
every dollar contributed by members- with perhaps around 30c in every dollar representing 
new member savings. Given this relatively low additionality, it is not clear that the 
considerable fiscal cost of KiwiSaver subsidies represents value for money if the aim of the 
subsidies is to incentivise new individual saving. 

The Kick-start subsidy of $1000 appears to have had a strong positive effect on people's 
decisions to join KiwiSaver and we would recommend its retention. However, other 
subsidies appear to haye had little effect on many individuals' decisions, based on survey 
evidence of members' awareness of the various subsidies. Our initial estimates are that 
fiscal savings of around $500m per annum can be made by reducing existing KiwiSaver 
subsidies, without significantly affecting the amount that individuals and their employers are 
contributing to KiwiSaver. As such, the Treasury recommends removing the Employer 
Superannuation Contribution Tax exemption, and halving the Member Tax Credit to a 
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maximum of $520 per annum. We noie that this would have little impact on national saving 
in the short term but would contribute to the Government's goal of returning to surplus as 
quickly as possible and, over time, could boost private saving as individuals look to save 
more to ensure adequate provision for their retirement. This effect means that, if the fiscal 
savings are used to repay debt and are not spent elsewhere, we estimate that national 
saving would increase by around 0.1% to 0.15% of GDP per year and improve the Net 
International Investment Position by between 1% and 1.5% of GDP after ten years, 
compared impact already achieved with KiwiSaver. 

When considering whether to make KiwiSaver contributions compulsory under current 
settings, we consider that the key judgement is how an increase in national savings (and the 
associated signalling of a commitment to reduce our vulnerabilities) is weighed against the 
negative welfare impact for a group of people, likely concentrated at the lower end of the 
income distribution, who would be better off not saving or saving outside of a long-term 
savings vehicle. The fiscal costs of compulsion would also be significant unless subsidies 
could be eliminated, which may prove difficult in practice. 

Our modelling of a 2% compulsory contribution suggests a modest impact on national 
saving, increasing by around 0.2% of GDP per year and improving the Net International 
Investment Position by up to 2.1% of GDP over ten years, including the subsidy reductions 
outlined above. If a// subsidies are eliminated and all savings are used to pay down debt the 
impact on national saving would be more material, increasing by 0.4% of GDP per year and 
improving the NIIP by between 3.6% to 4.2% of GDP over ten years. To weigh against this, 
are the welfare costs for people at the lower end of the income distribution being required to 
reduce their spending on essential items during their working lives in order to have a 
significant increase in income in retirement. These impacts could be reduced by expanding 
the criteria for people to be exempt from making contributions and by expanding withdrawal 
provisions, although this would reduce the impacts on national saving and increase 
administrative complexity. On balance, we consider that the increase in national saving from 
compulsion, although positive, is not likely to be of sufficient scale to outweigh the negative 
welfare consequences for some individuals. 

[2][6] 

However, we would want to fully test our underlying assumptions and provide you with final 
castings before final decisions are taken. We would recommend that any additional fiscal 
cost, including Crown employer contributions to the extent they are not absorbed by 
departments and administrative cost for the IRD, is funded in a way that doesn't compromise 
the Government's fiscal consolidaticm objectives. 

Regardless of whether the role for Kiwi Saver is expanded, we think that it is worth 
considering whether the fees and investment strategy of KiwiSaver funds are currently 
optimal. In the absence of compulsion, we would recommend doing this at the time of the re
tendering for default schemes in 2014 to avoid the costs of breaking contracts with existing 
providers. lt becomes more pressing if compulsion is chosen as an intervention. lt may be 
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worth signalling 1his intention at the same time as any other changes to KiwiS aver are 
announced. 

We are meeting you on Monday 31 January at 4pm and would like to discuss with you then 
what further advice we could provide to help your consideration of Kiwi Saver reforms or 
wider savings and investment initiatives for the Budget, and how we can support you 1o run a 
process with your colleagues to finalise a Savings and Investment package. 
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Recommended Action 

We recommend that you: 

a. note that Treasury continues to recommend an earlier return to fiscal surplus as the 
fastest and most effective lever for increasing national saving. 

{j)No 
b. note that Treasury considers that KiwiSaver subsidies could be reduced as follows 

without significantly reducing KiwiSaver participation: 

c. 

d. 

e. 

f. 

g. 

i) Halving the Member Tax Credit to a matching rate of 50c government contribution 
for each $1 of member contributions, up to a maximum of $1 0 per week ($520 per 
year}. 

ii) Removing the Employer Superannuation Contribution Tax credit. 

note that Treasury does not recommend making low-level contributions to KiwiSaver 
compulsory under current policy settings, even if the government subsidies are 
removed completely. 

note that Treasury considers that extending automatic enrolment is likely to have a 
small positive impact of the objective of boosting national saving. 

note that if Ministers were to opt to extend automatic enrolment as part of a Savings 
and Investment package, Treasury would recommend that this is done in a way that 
ensures that any additional costs to the Crown (including employer contributions and 
administration costs) are met by finding additional fiscal savings 

indicate at your meeting with officials on Monday 31 January at 4pm what further 
advice you would like to help shape your thinking around possible KiwiSaver reforms or 
other savings and investment initiatives for Budget 2011 

share this report with the Minister of Revenue. 

,~0 . 
fu;JA~~~ 

Joanna Gordon 
Manager, Financial Markets 
for Secretary to the Treasury 

Hon Bill English 
Minister of Finance 
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Treasury Report: KiwiSaver- Options for Budget 2011 

f~rpose of Report 

1. You have received the Savings Working Group's final report. The Group recommends 
a one-off auto-enrolment in KiwiSaver as a mechanism to boost national saving. This 
report provides Treasury's advice on the economic impacts of an auto-enrolment 
extension and of an option of making low-level contributions to Kiwi Saver compulsory. 
lt also provides advice on how reductions to the government subsidy levels could 
contribute to returning the Government to surplus more quickly in a way that attempts 
to minimise any adverse impacts on additional private saving in KiwiSaver. 

Impact of current KiwiSaver settings 

2. KiwiSaver was introduced in July 2007 primarily as a retirement income scheme. 
Given its relatively short history, there is limited evidence that can be brought to bear 
on its effectiveness at meeting this objective or the contribution it is making to broader 
objectives such as boosting national saving. Here we discuss the limited evidence we 
have of its impact to date. 

3. By the end of December 201 0 1.6m members had joined KiwiSaver. Members and 
employers contributed approximately $1685m to KiwiSaver accounts in 2009/10 
($1060m from members and $626m from employers}. A proportion of contributions 
would have been switched from other forms of saving and as such would not be new 
savings. A Col mar Brunton survey indicates that KiwiSaver members would have 
saved 71% of contributions had they not joined KiwiSaver1• This means around 29% of 
total member contributions to Kiwi Saver would be new savings that would have 
otherwise have been consumed. This implies that in 2009/1 0 new member saving 
would have been around $307m. We have used this as a key assumption for our 
modelling. If the level of additional savings were in fact higher, then new member 
savings would also be higher. 

4. We expect that under current policy settings, KiwiSaver membership will continue to 
trend upwards as some people change jobs and are opted into and remai"n in the 
scheme. Some people may also opt themselves into the scheme as their 
circumstances change. 

Projected KiwiSaver Membership {HYEFU 2010) 
2007/0S 2008/09 2009/10 201 0/11f 2011/12f 2012/131 2013114f 

Auto-
enrolment 259,299 426,629 54·1,769 635,000 710,000 750,000 777,000 
Opt-i'n via 

2014/15f 

804,000 

providers 338,279 477,971 '706,290 896,000 1,001,000 1,024,000 1,034,000 1,036,000 
Opt-in via 
employers . _119,0.?.~ ....... ~~~!~'!Q__. 211,883 224,000 235,000 229,000 222,000 223,000 

total members*: 716,637 1,100,540 1,459,942 1,755,000 1,946,000 2_p03,000 2,033,000 2,065,000 

• including those on contribution holidays, but excluding members of complying funds. 

1 In this survey, KiwiSaver members were asked what they would have done with their contributions 
if they had not put them into KiwiSaver. 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. 
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5. However, the fiscal cost of encouraging these new savings is significant. In 2009/10, 
. government subsidies paid into members' accounts cost $1.033b2

• This fiscal cost is 
neutral to national saving in the first instance as it represents a 1 :1 transfer from 
government saving to saving in KiwiSaver accounts. But over time, as the subsidies 
add to individuals' balances those individuals tha1 are saving towards a target may 
reduce the level of other saving. If our assumptions about the level of additional 
savings are correct then the low level of additional private saving that these subsidies 
are drawing in represent, in our view, poor value for money. Relatively low member 
awareness of many of the subsidies, along with the fact that the continuation of the 
employer contribution alone would still double the money of anyone contributing at the 
minimum 2% rate, lead us to conclude 1hat there is a strong case for significantly 
reducing government subsidies to KiwiSaver. 

6. The generous subsidisation of Kiwi Saver means that it is in many people's financial 
interests to join it early in their working lives, compared to the option of first paying 
down their mortgage and then starting to accumulate financial assets. However, it is 
worth noting that compared to a world where there was no KiwiSaver and individuals 
captured the full amount of the subsidies via lower 1axes and higher wages and applied 
this to paying down their mortgage and then started to accumulate financial assets. In 
this scenario, our modelling shows that individuals would have hac;! around 25 per cent 
more financial assets at retirement under reasonable assumptions. This result is 
driven by the interest rate spread between borrowing and investing rates, and tax 
issues related to housing. While this estimate is subject to uncertainty, it serves to 
illustrate the point that Kiwi Saver subsidies could significantly skew investment 
decisions relative to a no-KiwiS aver world. 

Improving the effectiveness of KiwiSaver subsidies 

7. While subsidies are one of the reasons that many members would ·have joined 
KiwiS aver, they were cited as the most important reason for only a quarter (Colmar 
Brunton survey). There are also some subsidies for which there is little or no 
awareness. This suggests scope to reduce or remove Kiwi Saver subsidies without 
undermining an individual's decision to join and contribute to KiwiSaver. 

8. Our view is that the compulsory employer contribution, the Kick-start payment, and a 
scaled-down Member Tax Credit are likely to be sufficient incentive to ensure 
continued KiwiSaver participation by most members who would not otherwise have 
saved. Although we expec~ that individual contribution rates are unlikely to change 
much in aggregate, the lower government subsidies would result in smaller retirement 
balances for individuals compared to existing settings. 

2 Note this does not include the cost of the Employer Superannuation Contribution Tax exemption 
which is an indirect subsidy that increases the value of employer contributions. Treasury and IRD 
do not routinely estimate the cost of this exemption. But, in 2009/1 0 the exemption would have 
cost between S100 and $150m. 
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Table 1: Summary conclusions and recommendations for KiwiSaver Subsidies 

Kick-start Member Tax Credit ESCT 
exemption 

How it is Effective at Seems less effective than Highly 
working recruitment and default settings in determining regressive; 

consistent with contribution rates. Cap almost invisible 
preference for short- encourages playing the system. to KS members 
term reward, Colmar Brunton survey so minimal 
including children suggested only 58% of incentive effect. 
(not necessarily to members were aware of it. Rising cost 
their or national Rising cost. (revenue 
benefit). Cost is forgone). 
declining over time. 

Recommendati Retain; make Reduce matching rate and cap Remove.~ 

on under status conditional on an relying on inertia, employer 
quo initial contribution to contributions and income effects 

discourage to maintain employee . 
enrolment of contributions. Reducing-the 
children. matching rate to 50c and the 

cap to $520 would mean 
members still need to contribute 
$1040 a year to get the full 
MTC. Consider making 
conditional on regular salary- : 
based contributions. 
Reducing the cap only would 
make it easier for low income 
people to maximise their MTC 
but would reduce the fiscal 
savings. 

Net Fiscal Reducing other Reducing the rate to 50c and Removing the 
Savings subsidies as the cap to $520 would save exemption 

recommended would $329m in the first year would increase 
reduce new increasing to $374m in year 4. tax receipts by 
membership slightly $152m in the 
and save $13m over first year rising 
4 years. to $202m by 

year 4. 

9. Our initial estimates are that the changes proposed above would result in fiscal savings 
of around $500m per annum. 

10. We consider that the changes proposed will still leave sufficient incentives in the 
scheme so that most people's decisions in relation to KiwiSaver will be unaltered. 
However there will be some members for whom the change in subsidies will result in a 
shift away from KiwiSaver contributions towards other current spending with a flow
through to diminished national saving and worsening of the NIIP in the short term. 
However, our assumption is that in the medium term this will be more than offset by 

3 Note removal of ESCT would be inconsistent vvith a future decision to adopt an EET approach to 
the taxation of savings. However, if EET were to be more broadly applied to savings, the changes 
needed would be far broader than the reintroduction of the ESCT exemption, since this applies only 
to the employer's 2% contributions to KiwiSaver accounts. Therefore we do not consider that the 
removal of the ESCT exemption need prejudice future consideration of an EET approach to 
savings. 
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increased private saving (relative to current subsidy settings) as people boost their own 
accumulation. 

11. We have done some scenario analysis to get a sense of the likely impact on national 
saving of altering Kiwi Saver subsidies and/or making changes to encourage continued 
membership. We caution against putting too much weight on the exact figures we 
provide here given that they rely heavily on assumptions about how people will respond 
to relatively major changes in policy settings. Also given that KiwiSaver has only been 
in operation since July 2007we have little empirical evidence on which to base our 
behavioural assumptions. 

12. With these caveats in mind, our estimates suggest that if the fiscal savings are used to 
repay debt and are not spent elsewhere, we estimate that national saving would 
increase by around 0.1% to 0.15% of GDP per year and improve the Net International 
Investment Position by between 1% and 1.5% of GDP after ten years 

13. There is also scope to make some relatively minor changes to the rules around the 
subsidies that could increase the integrity of the scheme by ensuring that subsidies are 
only captured by those where new saving is likely to be additional and sustained. We 
will report to you on these separately if you wish to pursue subsidy reform in Budget 
2011. 

Economic impacts of low-level compulsion 

Impact on national saving 

14. While KiwiSaver is primarily a retirement income scheme, so has some limitations in 
terms of how well it accommodates other forms saving that are more short to medium 
term in nature, there is scope to consider how it could contribute to the Government's 
objective to boost national saving and hence reduce New Zealand's vulnerabilities. 

15. Although there are a range of other factors that compulsion will impact on, some 
positively and some negatively, we see the key judgement in assessing this option as 
weighing up the scale of the benefits to national savings against the negative welfare 
impacts on those individuals, likely to be concentrated at the lower end of the income 
distribution, who would be better off not saving at all or saving outside a long-term 
retirement savings vehicle, given current policy settings. 

16. As with the subsidies changes above, we have done some scenario analysis to get a 
sense of the likely scale of the national savings effects of making 2% contributions to 
KiwiSaver compulsory. We again caution against placing too much weight on the exact 
figures here. We are however, relatively confident of our result that under current · 
retirement policy settings, unless all subsidies are removed, making KiwiSaver 
compulsory is unlikely to lead to a large boost in national saving. 

17. An important assumption underlying this analysis is that all other retirement income 
policy settings are left unchanged for the foreseeable future. That is, people will be 
making their decisions about how much they need to save for their retirement 
assuming that they will still receive NZS in its current form. We would expect that if a 
compulsory scheme was introduced in conjunction with other changes that signalled 
that individuals would be responsible for the provision of a larger proportion of their 
retirement income (i.e. declining NZS levels over time) then their decisions would likely 
be quite different and would likely push in the direction of larger increases in private, 
and hence national saving. · 

18. The results of our modelling show that a 2% compulsory scheme has a relatively 
modest impact on national saving - increasing KiwiSaver membership by 730,000 and 
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increasing national saving by an estimated 0.2% of GDP per year and improving the 
NIIP by up to 2.1% of GDP over 10 years if subsidies are reduced in line with the 
recommendations above. This estimate of the national saving impacts may seem 
surprisingly small. 

Three key factors drive this estimate: 

• a large number of the new savers drawn in by compulsion are low income 
earners so their$ contributions are relatively low; 

• we are assuming that on average over two thirds of the new member savings will 
actually be substituted from other savings sources. We have limited evidence, 
but feel that the Colmar Brunton survey of Kiwi Saver members is the most 
reliable data on which to base our estimate;4 

• we are assuming that over time, individuals will also adjust their own saving 
behaviour to offset a significant proportion of their KiwiSaver balances that has 
been contributed by the government and their employers. The contributions 
made by others may be less transparent to members in the near term than the 
contributions coming from foregone wages and salaries and hence may not affect 
their decisions about how much to save in or borrow in total. But over time, as 
they start to see their balances grow, they are likely to take this into account as 
part of their total wealth, and adjust their own saving. We expect this to mean 
that over time people will look to offset some of the government and employer 
contributions by adjusting their own total saving downwards. 

19. Of the three impacts above, we are least confident of the scale and timing of the third, 
but we would expect the offsetting impact on private behaviour to increase over time. 

20. The Savings Working Group's estimates a considerably more positive impact on 
national saving than we have here. The differences are driven in-part by an 
assumption that individuals do not offset the employer or government contributions at 
all over any time horizon. While we think this is very possible this would be true over 
the short term, which may mean our estimates are too low in the early years, we think 
over the longer term there will almost certainly be some offset in terms of lower than 
otherwise savings. The figures set out the SWG report are also inclusive of the 
national saving impact of current Kiwi Saver settings, while our estimates present the 
marginal change. 

21. As well as seeking to illustrate that there are important factors that could push our 
estimates both up and down, the table below should emphasise that any estimates of 
the impacts of compulsion on national saving depend heavily on assumptions about the 
behaviour of all individuals, employers and the Government. 

4 A recent study of the Australian compulsory scheme indicates that each additional dollar saved in 
pension accounts would increase household wealth by between 70% and 90%. However the focus 
on household wealth rather than the rate of savings means the results are not comparable with 
those from the Colmar Brunton survey. Also the Australian scheme involves compulsory employer 
rather than employee contributions and requires much higher contribution rates (9%) and is in the 
context of means-tested superannuation which will likely lead to different behavioural responses. 
At least in the short term savers will respond differently to contributions from their employer 
compared to those from their own disposable income. As such the Colmar Brunton Survey offers 
the best evidence for New Zealand and given the specific design of Kiwi Saver. 
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Table 2: Summary of key assumptions and sensitivities in national savings estimates 

Govt contribution Private 
contributions 

Employer contributions 

First-round Neutral (transfer from j Assume 29c of j Full 2% assumed new 
impact on govt savings to savings every dollar savings(i.e. funded from 
national held inKS accounts) contributed is new decreased business 
savings 
Second 
round effects 
that we have 
modelled 
Factors that 
we have not 
modelled that 
would push 
our estimates 
up 
Factors that 
would push 
our estimates 
down 

savings costs) 
t As people see the wealth boost from govt subsidies and employer 
contributions they will look to offset this by saving less than otherwise 
themselves 

• If people offset govt and employer subsidies by less th~m we have 
assumed over the medium term 

• Dynamic impacts- if being made to save fosters a savings habit 
where people save progressively more over time 

• If people _increase their own savings in response to a deterioration 
In the fiscal position (if some subsidies retained) 

• If all or some of the employer contributions are funded through \ 
reduced profits (business saving) rather than reduced costs ' 

• If all or a portion of government savings from reduced/eliminated 
subsidies is spent 

• To the extent that people fund their compulsory contributions 
through lower-than otherwise mortgage payments, there will be an 
offsetting impact through a higher stock of mortgage debt if 
investment returns< mortgage interest rates. 

• If people reduce their own saving in response to an improved fiscal 
position (in no subsidies case) 

• In the long run the saving that takes place over a person's working 
life is matched by "dissaving" in retirement, bequests aside. As a 
consequence in the long run there is no net addition to household 
saving. To the extent that there were government subsidies to 
foster savings in the first place and that individuals offset this to 
some extent by reducing their own savings, the long run effect 
would be to reduce net national saving 

22. Most of the factors above are reasonably self-explanatory. The possible exception is 
the idea that there might be some dynamic effects from compelling people to save. 
The idea is that once people have got into the habit of saving by being compelled to do 
it, a virtuous cycle will form where people begin to save more as saving becomes a 
'normal' thing to do and their interest and understanding of financial matters improves. 
Although we are not aware of any empirical research that directly addresses this 
question, we think it is possible that compelling people to save could have the opposite 
effect as people may passively respond to what they are being made to do in a 'set and 
forget' manner. There is also the risk that some people might take the government
mandated contribution rate (2 percent in this case) in this case, as being a 
recommended saving rate, although we would expect that over time people would 
observe their rate of asset accumulation and adjust their behaviour accordingly if this 
falls short of their expectations. 

23. If compulsory contributions were adopted we would strongly recommend the removal of 
all subsidies becau~e there is no longer any need to incentivise people to save, and 
because the fiscal costs of current subsidies would be significant ($730m of Kick-Starts 
in the first year). The removal of all subsidies also maximises the national saving 
impact, as lower fiscal costs allow the Government to pay down debt and in the longer 
term individuals would respond by increasing their own saving to partially replace the 
lower government contributions. We acknowledge that in practice it may be difficult to 
remove all subsidies in a compulsory scheme. 
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Welfare impacts of low level compulsion 

24. Even at low mandated contribution levels, some people will be made worse off by 
being forced to save in a long-term savings vehicle. We would expect those most 
affected to be lower income households for whom NZS alone is likely 1o provide 
sufficient retirement income, and who would be compelled to accept lower consumption 
now in exchange for a larger increase in living standards in retirement. Our modelling 
suggests that 30% of the new savings are expected to come from the 60% of new 
members earning less than $40,000 and a good proportion of these people are likely to 
be adequately provided for in their retirement via NZS, or to be in life-cycle stages 
where they are better off not saving. 

25. There will also be people across the income distribution who may be already saving 
enough to cover 2% contributions but may have preferences, or be in a stage of their 
life-cycle, where they are better off saving this outside of a long-term savings vehicle. 
Examples of this could include saving for a car to give themselves more job options or 
saving for an overseas component to their tertiary education. 

26. If a decision was made to proceed with low-level compulsion, it could certainly be 
designed to minimise these impacts. For example there could be minimum income 
threshold below which contributions were not required or where the government made 
the contribution on behalf of the individual. Also, concerns about people being locked 
into a long-term savings vehicle when they would be better off savings in a vehicle that 
provided more flexibility could be addressed by expanding the withdrawal provisions of 
KiwiSaver. This would however, diminish the national saving gains from the scheme 
and increase the administrative complexity. 

27. Treasury's overall judgemen1 is that the modest increase in national saving that could 
be expected from introducing compulsion under current policy settings is unlikely to 
outweigh the harmful welfare impacts on some groups of people and the negative 
impacts of the Government's finances if some subsidies were retained. We would 
therefore recommend against introducing an element of compulsion into KiwiSaver at 
this time. Below we outline some other factors that are relevant to the decision on low
level compulsion. 

Other factors 

28. A decision to introduce now will be difficult to reverse. Once a decision to introduce a 
compulsory scheme has been taken, it is likely to become a permanent fixture of 
savings policy, leaving l~ss flexibility for the Government in determining the medium
term direction of savings and retirement income policy. Also, a first step to compulsion 
using KiwiSaver as the vehicle may not be the best option given difficulties around the 
self employed and those outside the labour force. 

29. Fiscal cost. As noted above, if KiwiSaverwas made compulsory we would recommend 
the removal of all subsidies. However, overseas experience suggests that it may not 
be feasible in practice to have a fully un-subsidised compulsory scheme. The table 
below shows our current estimates of the fiscal impacts under a range of scenarios for 
subsidies, and also includes the additional cost the Crown would need to meet as an 
employer: 
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Table 3: Fiscal costs from low level compulsion 

Year 1 Vear2 Vear3 Year4 

Fiscal Cost 

Full Subsidies $m 1,309 SOS 559 574 
Reduced Subsidies 489 -353 -334 -355 

Na Subsidies -905 -922 -914 -946 

Crown employer Contributions 187 191 195 198 

30. Administrative comment (provided by IRD). The introduction of compulsion would have 
significant administrative impacts for Inland Revenue, scheme providers, and 
employers. The level of impact would depend on how compulsion was achieved, and 
who was targeted. For example a one-off enrolment of all existing non-KiwiSaver 
employees5 would be a major administrative exercise, requiring a significant increase in 
resourcing over a fo.cused period to allow Inland Revenue to process this surge in 
enrolments. 

31. In the medium term increased membership numbers would require an increase in IT 
capacity'~ to manage the increased numbers of transactions, and some increase in 
front-line customer service staff. The biggest on-going staffing impact for IR would be 
from an anticipated significant increase in the number of people applying for or 
renewing their financial hardship contribution holiday (FHCH),7 which due to their 
nature have to be processed manually. This is likely to require a new team of a dozen 
FTEs. 

32. Concerns that have been raised over KiwiSaver fees and investment strategy would 
need to be resolved ahead of compulsory contributions commencing- this would 
include considering whether the current multiple default provider model remains most 
suitable. Thought would also have to be given to how to best manage the implicit 
government guarantee that could result from compulsion. 

[2][6] 

5 
Compulsion for all adults. that is including self-employed and non-salary and wage earners, would have a much more 
severe impact on both IR and providers. As this has no fit with the existing KiwiSaver set-up, new mechanisms would need 
to be developed to sign up all qualifying adults who are not in employment, as well as to enrol all individuals as they attain 
their 181

" birthday. New compliance strategies would also be reCJuired to adeC1Uately (:lollce compulsion In this form, as lt rs a 
significant change in the current KiwiSaver target market. 

6 Additional SAP user licern:::es would be required to cater for the increased membership (estimate cost $1·2 million for lhe 
initial exercise). There is also a 22o/o annual maintenance fee (based on initial purchase price) which would mean an 
additional $.220,00()-$.440,000 annual operating expense, on an on-going basis. 

As part of compulsion the existing ability of any member to take a contributions holiday after the first year of membership 
would be removed, apart from in the case of severe financial hardship. Thus more members are likely to seek relief under 

. the financial hardship rules. 
[2][6] 
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[2][6] 

39. 

40. 

41. 
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Annex 1: Effects of Policy Changes to KiwiS aver on Fiscal Costs and National Saving 

Additional ity 
Option lel 

Impact on Increase Fiscal Cost 

NIIP over in national 
10 years saving p.a. Year Year Year Year 
(%GDP) (%GDP) 1 2 3 

Existing KiwiSaver Settings laJ low ·0.30% ·0.03% 
905 922 914 

{relative to no KS scheme) High 0.93% 0.09% 

ElCisting Settings with Reduced 
! 

I 

Subsidies lcl Low 1.47% 0.15% 
; 

-488 -531 -553 
; 

., 

{relative to existlns KS scheme) High ! 0.96% I 0.10% 
Compulsion (with existing 
subsidies) lal Low 

i -0.49% -0.05% 1309 SOS· 559 
(relative to existing KS scheme) High 0.39% 0.04% 

Compulsion (with reduced 
subsidies) lel Low 2.07%· 0.21% 489 -353 ·334 
(relative to existing KS scheme) High 2.14% 0.21% 

Compulsion (with no subsidies) Low 4.07% 0.41% 
-905 -922 -914 

(relative to existing KS scheme) High 3.58% 0.36% 
[2][6] 

Notes: 

(a) D~fault contribution rate of 2%; Kick-start of $1,000; Max MTCof $1.043 and matching rate of 100%; ESCT exempt 

{b) Default contribution rate of 4%; Kick-start of $1,000; Max MTC of $1,043 and matching rate of 100%; ESCT exempt 

{c) Default contribution rate of 2%; Kick-start of $1,000; Max MTCof $521 and matching rate of 50%; EScr applies 

(d) Default contribution rate of 4%; Kick·start of $1,000; Max MTC of $521 and matching rate of 50%; ESCT applies 

(e) Low case: additionality on Employee, Employer and Crown at 29%, 29% and 29% respectively 

High case: additionalityon Employee, Employer and Crown at 29%, 39% and 59% respectively 

4 

946 

-577 

574 

·355 

-946 
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