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KIWISAVER
NEW ZEALAND
CASE STUDY:
CHOICE AND COMPETITION
VANCE ARKINSTALL1

1 Vance Arkinstall is Chief Executive of the Investment Savings and Insurance Association (“ISI”), which 
represents fund managers and life insurers and includes all major retail banks in its membership. Vance has 
previously held the positions of Managing Director of Norwich Union Life Insurance (NZ) Ltd and General 
Manager, Westpac Financial Services. He was also appointed by the New Zealand Government to chair the 
Periodic Report Group in order to review and report on the system of private provision for retirement in New 
Zealand. Vance has participated on a number of New Zealand Government Working Groups relating to life 
insurance, savings and investment.
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BACkGROUND COMMENTS

The following brief background comments may assist in understanding how 
“KiwiSaver”, which commenced from July 1, 2007, fits into the new Zealand 
retirement provision system.

new Zealand has operated a two-tier system of retirement income provision since 
approximately 1990.  The first tier is provided by new Zealand Superannuation, a 
universal public pension funded from general taxation.  The second tier consists 
of voluntary private provision by individuals to enhance their standard of living 
in retirement.  The nZ welfare system also provides limited support in cases of 
particular hardship in retirement.

I.  NEW zEALAND SUPERANNUATION (NzS)

new Zealand (nZ) has provided a universal flat-rate individual pension since 
1977.  Eligibility is determined by age (65) and nZ residency. Entitlement to nZS 
is independent of income and there are no income tests or asset tests.  nZS is only 
subject to nZ personal taxation.

The pension rate for a married (see Table n°1) couple cannot fall below 65% (ie 32.5% 
individually) or rise above 72.5% of net earnings of employed new Zealanders.  
Within these limits the level is adjusted annually in line with Consumer Price Index 
(CPI).
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TABLE 1 

NZS PAYMENTS

Payment per annum (Nz$, gross - before tax)

Single person (living alone) $ 18,084

Single person (sharing) $ 16,640

Married person (individually) $ 13,747

Married Couple $ 27,494

SOURCE: MINISTRY OF SOCIAL DEVELOPMENT - WEBSITE.

The level of nZS is not intended as a complete form of retirement income provision 
but does meet policy objectives of providing:

i. An adequate replacement income in retirement for low-income earners.

ii. An independent source of income in retirement for non-earners.

iii. A base income for all retirees, to which they can add their own self-provision.

nZS is widely recognized as being highly successful when measured against 
traditional criteria for assessing retirement income: simplicity, flexibility, certainty, 
fiscal affordability, equity and fairness.  The simplicity of nZS is a particular 
feature.

II.  NEW zEALAND SUPERANNUATION FUND (NzSF)

Like  most western countries, new Zealand is experiencing a major demographic 
transition into an older population age structure. The changing dependency ratios 
are illustrated by Figure 1.
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OLDER POPULATION (65 YEARS & OVER)

TOTAL WORKING AGE POPULATION (15 - 64 YEARS)

87

87 87 87 87 87 87 87 87 87 87

87 87

2001 2051

FIGURE 1
DEPENDENCY RATIOS

SOURCE: RETIREMENT INCOME REPORT - 2003.

Modelling predicted that the fiscal cost of nZS would rise unacceptably from 4% 
of GdP to over 8% of GdP by 2050, raising questions regarding long-term fiscal 
affordability, particularly when considered alongside rising health costs for an 
aging population.

In 2001, the new Zealand Government introduced the nZ Superannuation Fund 
as a ‘buffer’ to provide partial pre-funding of nZS.  Currently the Government 
allocates approximately nZ$2 billion per annum to the nZSF.  These allocations are 
expected to continue until approximately 2025.  Thereafter, withdrawals from nZSF 
will contribute towards the cost of nZS payments and smooth the fiscal cost of the 
increase in nZS.

The fund is invested by an independent governing body with explicit commercial 
objectives, clear accountability and sound governance arrangements.

III.  kIWISAVER: CHOICE AND COMPETITION

KiwiSaver commenced on 1 July 2007.  It represents a world first in pension/
superannuation thinking and design.  There are no precedents existing in the world, 
though a number of countries are showing close interest in the development and 
success of KiwiSaver.  (The United Kingdom is proposing an auto-enrolment scheme 
to be introduced in 2012.)
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The purpose of KiwiSaver as set out in the KiwiSaver Act 2006 is to:

 “Encourage long-term savings habits and asset accumulation by individuals 
who are not in a position to enjoy standards of living in retirement similar to 
those in pre-retirement.  The Act aims to increase individual’s well-being and 
financial independence, particularly in retirement, and to provide retirement 
benefits.”

KiwiSaver was originally planned as a voluntary work-based savings scheme 
designed to encourage individuals to build up financial assets for use primarily 
in retirement.  during development it evolved to also provide an easily accessible 
savings vehicle for non-employed and self-employed individuals.

KiwiSaver complements the framework of Government sponsored initiatives to 
increase personal responsibility for savings and support of new Zealanders in 
retirement.  In essence the objective of KiwiSaver is to develop a culture for personal 
savings in new Zealand.

Policy objectives

The policy objectives of the KiwiSaver can be summarized as follows:

i. “Better income in retirement for those who want it”.

ii. Increase national Savings by encouraging long-term savings habit and asset 
accumulation.

iii. Focus on Household Savings in financial assets. nZ has lowest level of 
Household Savings according to a OECd survey:

a. Bias towards low-to-middle income households.

b. nZ’ers are not saving enough towards retirement.

c. Over reliance on housing wealth (risks from property bubble).

iv. Avoid constant temptation to spend: nZ has very high levels of credit card 
debt.

v. Maintain Government savings levels. no reduction in new Zealand 
Superannuation fund contributions.
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vi. Simple design – easy access for all, low-cost administration.

vii. Exploit behavioral economics through the unique ‘auto-enrolment’ provision: 
Employees can ‘opt out’.  The auto-enrolment feature is based on psychology 
of ‘inertia’ – it is more likely that an employee having been enrolled will stay in 
KiwiSaver and save.

key design features of kiwiSaver: choice and competition

The key design features of the KiwiSaver related to choice and competition are as 
follows:

i. The scheme is voluntary, open to all permanent new Zealand residents under 
age 65.

ii. “Auto-enrolment” on joining the workforce or changing jobs.

iii. “Opt-out option” available within first 8 weeks of new job.

iv. “Kick-start” payment of nZ$1000 from Government on joining KiwiSaver.

v. Fee subsidy of nZ$40 per annum from Government – paid to individual 
KiwiSaver accounts.

vi. Employee choice of contribution rate either 4% or 8% of gross salary or wages.

vii. Compulsory employer contribution - 1% of earnings from 1.4.2008 rising by 1% 
each year to a maximum of 4% from 1.4.11.

viii. non-employed individuals select their contribution level (which can be very 
low).

ix. Funds under private management.

x. Taxation credits up to maximum of nZ$20 per week on individual contributions 
credited to KiwiSaver accounts.

xi. Taxation advantages on investment rollup of funds.

xii. Taxation credits payable to employer on compulsory employer contributions.

xiii. Funds locked-in until age 65 (coincides with eligibility for nZ Superannuation).
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xiv. Fund value available as lump sum when drawn down.

xv. Full portability:

 a.  Portable across employees on changing jobs.
 b.  Portable between product providers.

xvi. Members elect which provider and which fund - conservative, balanced or 
growth, to suit individual preference.

xvii. default provider option applies if individual does not make choice.

xviii. default providers (6) appointed following rigorous Government-operated 
tender process.

xix. Contribution holidays, ‘hardship’ withdrawal provisions available.

xx. Mortgage diversion and first home subsidy.

xxi. Comply with KiwiSaver legislation and are approved and registered by 
the Government Actuary following an extensive review of Trust deed and 
proposed fee structure.  In addition to ensuring that registered funds comply 
with KiwiSaver legislation, the Government Actuary must be satisfied that all 
fees and charges are disclosed and are not unreasonable.  (note: KiwiSaver 
contains no Government Guarantee.)

Typical kiwiSaver fees: low fee product

The fee structure differs between product providers and the various fund options. 
Typical fees of approved KiwiSaver funds are shown in the Table 2.
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TABLE 2
TYPICAL KIWISAVER FEES

Type of Fund Administration 
fee (Nz$) Management fee

Default funds                     
(invested in very low risk assets) $3.00 per month 0.7%

Conservative funds $2 to $5 per 
month 0.85%

Balanced funds $2 to $5 per 
month 0.90%

Growth funds $2 to $5 per 
month 1.00%

SOURCE: PREPARED BY THE AUTHOR.

In addition, a trustee fee of 0.05% for default funds and up to 0.75% (approx.) for 
conservative, balanced and growth funds, also apply.

The Government Actuary in providing approval has allowed some funds to charge 
some fees directly to the fund.  These are limited to a maximum of 0.2% in the initial 
years and are required to reduce as funds under management grow.

kiwiSaver Default Providers

The KiwiSaver default providers are established for members who don’t or won’t 
choose a scheme for themselves. In this sense, security of capital is important, they 
are very low-risk and have low earnings, and low fees (note: no guarantees are 
provided).

The default providers were selected in an open and competitive tender. Government 
appointed a panel to advise on selection of default providers. As a result, six default 
providers were appointed. 

The default providers benefit from an automatic stream of new entrants coming in. 
Moreover, the new entrants to KiwiSaver are allocated to the default providers on a 
random basis. However, members have the ability to switch from the default fund 
to another fund, at no extra charge.

kiwiSaver: the progress so far

The scheme started at 1 July 2007, with 33 “KiwiSaver” providers offering 48 
different schemes.  The new Zealand Treasury projected that in the first year there 
would be 250 thousand entrants to KiwiSaver.  They then revised that up to 350 
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thousand. However, by end of March 2008 there are already over 500,000 members 
enrolled in the KiwiSaver scheme.

It is expected there will be an additional surge of new entrants from April 1, 2008, 
when compulsory employer contributions begin. The Government incentives 
and compulsory employer contributions provide attractive incentives for joining, 
particularly for lower income earners.

So, as you can see, the Kiwi Saver savings product is off to a flying start: funds under 
management of KiwiSaver providers are $600 million and rising quickly.

kiwiSaver: demographics 

The demographics in the KiwiSaver are evenly split: 48% men, 52% women (as of 
december 2007).

It was suggested that it would only be the older people approaching retirement 
who would join this. In fact, we are delighted with the spread, as we can see in the 
Table n°3.

TABLE 3
MEMBERSHIP TO KIWISAVER, BY AGE GROUP (AS OF DECEMBER 2007)

Age profile People opting for kiwiSaver (%)

0-17 8%

18-24 16%

25-44 33%

45-65 40%

SOURCE: INLAND REVENUE DEPARTMENT.

It has been found that members, on average, are slightly older and have slightly 
higher incomes than non-members. 

According to the results of a survey, KiwiSaver incentives encouraged enrolment of 
31%, and securing an income in retirement is claimed to have motivated 63% (the 
two motivations are not mutually exclusive.).  Affordability is claimed as the biggest 
reason for not joining (24% of individuals surveyed).
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kiwiSaver – Central Administration: the role of Inland Revenue Department

The Inland Revenue department (IRd) is the central regulator of the KiwiSaver 
scheme, and it has the following functions:

i. Providing information about KiwiSaver to employers for distribution to 
employees.

ii. Administering the opt-out process.

iii. Receiving contributions from employers and others and paying these to 
providers (with interest).

iv. Administering the contribution holiday.

v. Paying the Government kick-start (nZ$1000 contribution to each new 
account).

vi. Paying tax credits on individual contributions to each KiwiSaver account.

vii. Paying tax credits to employer on compulsory employer contributions from    
1st April 2008.

viii. Paying $40 fee subsidy to individual KiwiSaver accounts.

ix. Allocation of default schemes (where individual does not select a provider).

x. The IRd, as central administrator, is funded by Government – there is no charge 
to KiwiSaver schemes.

IV.  TOMORROWS CHALLENGES

The future challenges deal with the following issues:

(i) the durability and sustainability of the framework. There will be a government 
election in 2008 and it is not clear what the attitude of the new government will 
be. Moreover, the financial market turbulence will have an impact on savers 
and providers;

(ii) economic productivity and growth. It is important to turn funds under 
management into productive investments by new Zealand enterprises;
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(iii) importance of education/financial literacy; and,

(iv) the Retirement Commission provides a range of tools and support services to 
develop the new Zealand Financial Literacy Strategy.




