"RETIREMENT INCOME

Saving the
KiwiSavers

Half of all New Zealand households now have at least one

member in KiwiSaver, but thousands of them may be failing

to get the most out of the scheme. BY JoaNNE Brack

wenty-four-year-old
Sarah ~ Watts  read-
ily admits she never
came to grips with
how KiwiSaver worked
before she stopped

b making contributions
toit early last year.

In 2008 she started her job at the Elec-
tricity and Gas Complaints Commission
in central Wellington and, unbeknown
to her, became a KiwiSaver member.
“I didn't even know I was in it. I didn't
realise it was automatic when you started

new employment.” r

Even now, she does not
know who her KiwiSaver
provider is. She recalls being
handed some brochures,
“but it didn't seem clear to
me what you're actually
entitled to and when you
can use it”.

Her decision to put her
contributions on hold was
made after discovering that
her partner, also a KiwiSaver
member, had stopped. “I
thought, ‘Well, I'm not
going to be the only one in
it, so after a few months I'll
opt out as well."”

She doesn’t know what
has happened to the money in her
account. “I thought, I'll leave it and
worry about my distant future at another
point in time.”

Watts would hardly be alone in that
attitude. Considerable research shows
many people do not start seriously con-
sidering providing for their retirement
provision until they turn 40. Inland Rev-

[18

“Over the
longer term
the lowest-fee

option has a
big head start

on its rivals
and invariably

studies have

shown that
it’s proven the
best place for
investors.” J

enue says evidence suggests those who
opt out after their first automatic enrol-
ment in KiwiSaver are opting in again at
a later date.

But by turning her back on KiwiSaver
Watts has — at least for now — rejected a
scheme that provides a generous gov-
ernment subsidy - $1042.86 a year if
members contribute at least that amount
themselves — and for most workers an
employer contribution of at least 2% of
a member’s salary. Both of these come
on top of the $1000 kick-start the Gov-
ernment pays members when they join
KiwiSaver.

For Watts, the incentives
were insufficient, or at least
not well enough explained.
“l was more interested in
having the money right now
rather than having it stored
away somewhere. I also had
a fear of the scheme falling
through and then every-
one’s money is gone, and I
thought, ‘No, I don't want
that to happen to me."”

Her reasoning is not
uncommon among people
who have either not joined
KiwiSaver, or joined but are
on a contributions holiday -
which they can continually
renew for up to five years at a time.

The Government Actuary’s annual
report for the year ended June 30 says
non-contributing members - those who
didn’t make a contribution in the previ-
ous two months — are now 40% of the
total. This is a noticeable increase over
the previous year, although a significant
number of them would be children, and

self-employed people who
see benefits in depositing
$1042.86 in a lump sum
every year.

On top of non-contrib-
uting members, about
two-thirds of the eligible
population have not joined
KiwiSaver at all, according
to Inland Revenue’s third
KiwiSaver Annual Report,
covering the year ended
June 30.

The report cites “a few
key reasons behind the
decisions of people for
staying out of KiwiSaver,
and these seem to have
persisted over time; these
are affordability, despite
the recent reduction in
the minimum member
contribution rate [from
4% of gross salary to 2%];
concern about the future
security and sustainabil-
ity of the scheme; and a
belief that, for individuals’
circumstances, there are better financial
priorities. There are also a reasonable
number of people who say they simply
‘have not got around to it".”

~iwiSaver turned three on July
1 this year, although the first
L 3 contributions were not passed
from Inland Revenue to KiwiSaver
providers until October 2007, meaning in
practical terms the third anniversary for
providers has just passed. Many consider
this a sufficient length of time to examine
how the scheme is bedding in and
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Sarah Watts has decided to put her
KiwiSaver contributions on hold.

whether any problems need addressing.
The single most obvious facts about
KiwiSaver are that the Government and
employers are paying a high price for
it, but New Zealanders have embraced
it. Despite the idea of a compulsory
superannuation scheme being compre-
hensively rejected when it was put to a
referendum in 1997, it seems an auto-
matic-enrolment, portable, subsidised,
employer-contribution scheme locked in
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until age 65 has filled a niche.

In the first year of its operation, more
than 716,000 people signed up for
KiwiSaver, and membership has risen by
about 30,000 a month since then. By Sep-
tember 30 this year, more than 1.5 mil-
lion people had joined.

Those who, like Watts, do not person-
ally select a KiwiSaver provider have their
accounts opened with either a provider
chosen by their employer or one of the
six default providers chosen by the Gov-
ernment. Each provider offers a range of
funds at differing levels of risk and, again,

those members who do not expressly
select a fund are automatically enrolled
in a conservative “default” scheme. In
total, 39% of KiwiSaver members have
been allocated default schemes.

The Retirement Commission will be
looking at the default schemes for its
three-yearly report to the Government
on retirement income policy and prac-
tices, due at the end of November.

Default schemes matter because so far
the evidence suggests many people who
are enrolled in them are not opting to
move to schemes likely to offer a higher
rate of return, even though there is no
cost to members to change schemes, or
providers.

Inland Revenue’s report says 82%
of members who were automatically
enrolled in KiwiSaver when they started
a new job and 59% of people who opted
in to KiwiSaver via their employer have
been allocated a default scheme. “Less
than one-fitth of automatic enrolees
appear to have made an active choice of
scheme.”

Another possible indication that people
assume the Government and KiwiSaver
providers have made the best decisions
for investors is that 70% of members
who joined before April 1, 2009, are con-
tributing at a rate of 4%, which was the
default contribution rate until that date,
but since then, 78% of members joining
are contributing at 2%, which is the new
default rate. “It appears that the default
settings themselves (whatever they are)
influence members’ behaviour,” Inland
Revenue says.

Depressingly for those urging increased
financial literacy in New Zealand, Inland
Revenue notes a survey of individuals
found 40% of KiwiSaver members do not
know what kind of fund they are invested
in, and the lack of knowledge is high-
est among those allocated to a default
scheme.

{ onservative schemes typically
Eha\re a high ratio of investments
# such as cash deposits and fixed-
term interest, and a low level of property
and shares, or none at all. Although that
gives conservative and default schemes
a greater level of security and much less
volatility, historically they also make less
money over the long term than those
categorised as “growth” or “aggressive”,
which have a higher ratio of “growth
assets” like shares. Advisers usually rec-
ommend that younger people opt for
high-growth funds and become more
conservative with their nest egg as retire-
ment approaches.
Michael Chamberlain, a principal with
SuperLife —a KiwiSaver provider but not a
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