
Reference: 20160093 
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Thank you for your Official Information Act request, received on 2 April 2016.  You 
requested the following documents: 
 
• “T98C/1637 26/05/98 Costs of PPL  
• Aide Memoire 18/11/98 PPL Bill  
• T98C/4069 10/12/98 Advice for Cabinet Strategy Committee 
• T99C/603 - Aide Memoire 26/03/99 Assisting working parents 
• T2001/278 08/03/01 Cost of PPL 
• T2001/897 08/06/01 Eligibility PTC and PPL” 
 
Information Being Released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  26 May 1998 T98C/1637: The costs of paid 
parental leave 

Release in part 

2.  18 November 
1998 

T98C/3858: Paid Parental Leave 
Bill: Costs and Key Issues (Aide 
Memoire) 

Release in part 

3.  10 December 
1998 

T98C/4069: Paper for Cabinet 
Strategy Committee: 1999 Budget 
Initiative:  Assistance for Parents 

Release in part 

4.  26 March 1999 T99C/603: Aide Memoire: 
Assistance for Working Parents  

Release in part 

5.  8 March 2001 T2001/278: Treasury Report: 
Further Costings of Paid Parental 
Leave Options  

Release in part 

6.  8 June 2001 T2001/897: Treasury Report:  
Eligibility for Paid Parental Leave 
and the Parental Tax Credit 

Release in part 
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I have decided to release the documents listed above, subject to information being 
withheld under the following section of the Official Information Act: 
 
• section 9(2)(a) – to protect the privacy of natural persons, including deceased 

people. 

In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  
 
Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 
 
This fully covers the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 
 
 
 
Hayden Fenwick 
Acting Manager, Labour Market and Skills 
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TREASURY REPORT COVER SHEET 
 
 
Report No: T98C/1637 
 
 
Date: 26 May 1998 
 
 
Security Classification: In Confidence 
 
 
Subject: The Costs of Paid Parental Leave 
 
 

 Action Sought Deadline 
Treasurer Note assessment of costs prior to 

the second reading of Laila 
Harré's Paid Parental Leave Bill  

Prior to second 
reading - timing 
uncertain 

Minister of Finance Note assessment of costs prior to 
the second reading of Laila 
Harré's Paid Parental Leave Bill  

Prior to second 
reading - timing 
uncertain 

Associate Treasurer Note assessment of costs prior to 
the second reading of Laila 
Harré's Paid Parental Leave Bill  

Prior to second 
reading - timing 
uncertain 

 
 
Contact for Telephone Discussion (if required): 
 

Name Position Telephone Suggested
  Direct 

Line 
After 

Hours 
First 

Contact 
Steve Rylands Manager, Working Age Policy 471 5274  

Carl Bakker Director, Labour Markets and 
Education 

471 5163
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 LM/4/1 
 T98C/1637 
 
 
 
IN CONFIDENCE 
 
 
 
26 May 1998 
 
 
 
Treasurer 
Minister of Finance 
 
cc: Associate Treasurer 
 
 
 
THE COSTS OF PAID PARENTAL LEAVEERROR! REFERENCE SOURCE 
NOT FOUND. 

Executive Summary 

• Laila Harré’s Paid Parental Leave Bill may be read a second time soon.  If 
passed, it would provide mothers with 12 weeks on 80% of pay, with the 
entitlement able to be transferred to their spouse. 

  
• The proposal could cost up to $122 million for a likely maximum of 20,000 

employees taking parental leave annually.  Administrative costs are included.  
However, good data on the numbers taking parental leave is hard to get.  

  
• Fiscal costs could be up to $28 million for the central government non-

trading sector.  Given existing costs for parental leave of up to $8 million, the 
maximum net fiscal cost would be around $20 million.   

  
• The Bill would shift some of the costs of parental leave from those 

responsible for child care to all employees. 
 
• The Government may wish to exercise a financial veto on the Bill as a whole, 

if it reached the third reading stage.   
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Introduction 

1. The Paid Parental Leave Bill, a Private Members’ Bill proposed by Laila 
Harré of the Alliance, was balloted for its first reading on Wednesday 4 March.  
It is now awaiting its second reading, which could occur soon.  This note sets 
out, and estimates where possible, the economic impacts of the proposals in 
this Bill.  It does not argue the merits of the policy proposal. 
 
Content of the Bill 

2. The provisions of the Bill can be summarised under three headings: 
 
• entitlement:  The Bill provides for payment of the first 12 weeks of 

maternity leave at 80% of the employees’ average weekly pay over the 
previous year, up to a maximum of the average male weekly wage.  
Women could transfer all or part of their entitlement to their spouses.  If a 
woman did not have an entitlement (e.g., because she had not been in the 
workforce), her spouse would be entitled to 2 weeks’ paid leave. 

• funding:  Employers would be required to pay any of their employees who 
qualify.  However, they could seek reimbursement for these payments 
from the Paid Parental Leave Fund.  This Fund would be financed by a 
levy on employers set by regulation. 

• qualifying criteria:  Eligibility criteria would be the same as those under the 
Parental Leave and Employment Protection Act 1987 (which grants 
unpaid parental leave).  All female employees who became pregnant or 
who adopt a child would be entitled to paid leave, provided that they had 
worked at least 10 hours a week for the same employer for at least a year. 
Payments are not conditional upon returning to work.  

Types of impacts 

3. There are four different aspects of this proposal which need to be taken 
into account in order to make an overall assessment of the proposal: 
 
a direct impacts on employers and employees:  Employers would pay levies 

to the Fund and pay parental leave to their qualifying employees, but get 
reimbursement from the Fund for the payments made.  The size of these 
payments, and therefore the size of the levy required, will depend on the 
number of employees seeking paid parental leave. 

 
b fiscal impacts:  As a large employer, the Crown would face the costs of 

providing an increased level of paid parental leave, less any payments it 
already makes to employees for parental leave.  However, some 
reductions in benefit payments or in family income support would occur 
where paid leave for those moving out of the workforce reduced their 
eligibility for assistance.  
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 4

 
c administration costs:  Costs will be incurred in the collection of levies from 

employers, the administration of the proposed Fund, and the 
reimbursement of employers making payments for parental leave.  It is 
presumed that the levy will include the costs of administration.   

 
d indirect effects of the proposal:  The Bill has a provision aimed at 

preventing the costs of the levy being passed on from employers to 
employees.  Nevertheless, we expect the higher effective costs of 
employment to bring about adjustments in employment policies, such as 
lower wages for new employees, or lower employment overall, or a shift 
towards casualisation. 

 
Size of impacts 

4. In the table below we provide our best guess of the maximum likely 
impacts of the paid parental leave proposal. 
 
Item 
 

Maximum Cost 
($ million) 

Maximum Cost to all Employers 
 

 

• 12 weeks paid parental leave for eligible women or their 
spouses 

103 

• 2 weeks paternity leave for non-eligible women   20 
• administration of collection and disbursement 
 

    7 

• less existing public sector payments 
 

-  8 

TOTAL 122 
 

Maximum Fiscal Costs 
 

 

• 12 weeks paid parental leave for eligible women or their 
spouses 

 25 

• 2 weeks paternity leave for non-eligible women 
 

  3 

• less existing public sector payments 
 

- 8 

TOTAL 20 
 

Levy on all Employers Required $110/full time 
employee/year 

 
5. In deriving these costs, we have had to make assumptions about a 
number of factors which have a significant impact on the costings, including: 
 
a the number of women in the workforce having children; 
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b the number of them working at least 10 hours a week for the same 
employer for at least a year; and 
 
c the existing levels of parental leave payments. 
 
Comment 
 
6. The paid parental leave proposal would shift some of the costs of parental 
care from people who have children while working to those people who do not.  
By increasing employment costs, incurring administration costs, and causing 
some firms to substitute other inputs for labour or change methods of 
production, the proposal would also generated some efficiency losses.   
 
7. The Standing Orders of the House of Representatives provide financial 
veto procedures which can be exercised if legislation passing through the 
House has more than a minor impact on the Government’s fiscal aggregates.  
A bill can be vetoed only when it is awaiting its third reading.  The Government 
may wish to exercise a financial veto on the Paid Parental Leave Bill as a 
whole, if it reaches the third reading stage.  
 
Recommendation 
 
8. We recommend that you:  
 
a note the Paid Parental Leave Bill could cost employers up to $122 million, 

and incur net fiscal costs of up to $20 million; and  
 
b note that a financial veto on the Bill as a whole may be exercised at the 

third reading stage.  
 
 
 
 
 
Steve Rylands 
for Secretary to the Treasury 
 
 
 
 
 
 
 
 
 
Rt Hon Winston Peters      Rt Hon W F Birch 
Deputy Prime Minister and Treasurer    Minister of Finance  
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TREASURY REPORT COVER SHEET 
 
 
Report No: T98C/3858 
 
 
Date: 18 November 1998 
 
 
Security Classification: In Confidence 
 
 
Subject: Paid Parental Leave Bill: Costs and Key Issues 
 
 

 Action Sought Deadline 
Treasurer and 
Minister of Finance 

Copy for your information None 

Associate Treasurer Copy for your information None 

Associate Minister 
of Finance (Dr Hon 
Lockwood Smith) 

Copy for your information None 

Associate Minister 
of Finance (Hon 
Tuariki John 
Delamere) 

Copy for your information None 

 
 
Contact for Telephone Discussion (if required): 
 

Name Position Telephone Suggested
  Direct

Line 
After 

Hours 
First 

Contact 

Carl Bakker Director, Education and Labour 
Markets 

471 5163  

 

s9(2)(a)
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18 November, 1998 
 
 
 
MINISTER OF FINANCE AND TREASURER 
MINISTER FOR ENTERPRISE AND COMMERCE 
MINISTER OF WOMEN'S AFFAIRS 
 
 
PAID PARENTAL LEAVE BILL: COSTS AND KEY ISSUES 
 
EXECUTIVE SUMMARY 
 
1 . The Social Services Committee is currently considering Laila Harre's Paid Parental 

Leave Bill. 
 
2. The Paid Parental Leave Bill proposes that the Parental Leave and Employment 

Protection Act 1987 be amended to provide for payment for 12 weeks maternity 
leave, or 2 weeks paternity leave where a male employee's spouse is ineligible for 
paid maternity leave.  The Bill proposes that payments for leave would be funded by 
a levy on payroll, to be paid by employers. 

 
3. This paper provides an assessment of the extent to which the Bill would meet its 

(inferred) objectives.  In summary this assessment indicates the Bill would introduce 
12 weeks paid parental leave as a new employment right for the 55-65% of 
employees who are currently eligible for unpaid leave (i.e. have worked at least 10 
hours a week for the last 12 months for the same employer).  It could increase 
labour market attachment for a small number of women.  It would improve health 
outcomes for some mothers and children, especially in low income eligible families.  
Small improvements in gender equity could be expected to result from fathers being 
able to take two weeks paid leave and eligible women having an improved 
opportunity to return to work. 

 
4. It would also impose costs.  Estimates of the expected costs of funding paid 

parental leave in the form proposed by the Bill are provided.  In summary, the gross 
costs to employers are estimated to be $85 million - $115 million per annum with 
net costs of $54 million - $111 million per annum. 

 
5. The Bill imposes direct costs on employers which will in part be absorbed and in 

part passed on in some way.  The costs of the levy that are passed on will be 
spread between marginally reduced employment (estimated job loses range 
between 700-950), slightly higher costs for customers and slightly reduced future 
wage increases for employees.  None of these effects are likely to be large and 
there will be trade-offs in the degrees to which the costs are passed on between 
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these effects.  There would also be variations in the extent to which individual 
businesses would benefit from the Bill's provisions. 

 
6. The paper also provides a summary of groups who would gain and groups who 

would lose under the Paid Parental Leave Bill in comparison with the status quo 
(see Table 4).  Overall it appears that the gains and costs to these groups will be 
small. 

 
7. This paper has been provided for discussion at a meeting between Ministers on 

paid parental leave, scheduled for Thursday 19 November 1998.  Ministers have 
also sought advice from officials on alternatives to paid parental leave.  This 
advice is being provided separately.  Officials are seeking direction from Ministers 
on any further work in relation to the Bill or related issues in the context of 
Government's Strategic Priorities. 

 
INTRODUCTION 

 
8. The Social Services Committee is currently considering Laila Harre's Paid Parental 

Leave Bill.  Public submissions close on 11 December 1998.  The Committee is 
due to report back to the House on the Bill by 8 March 1999. 

 
9. This paper: 
 
• sets out the current statutory entitlements for unpaid parental leave 
• outlines the main features of the Paid Parental Leave Bill 
• assesses how well the Bill meets its inferred objectives for the costs/risks 

involved, and 
• assesses the Bill's likely impacts, including fiscal and social impacts, and how 

these are likely to be distributed. 
 
10. The paper also provides background information, in appendices (attached): 
 

Appendix 1 Current provisions for paid maternity/parental leave in New Zealand 
Appendix 2 Current use of parental leave in New Zealand 
Appendix 3 Relevant income support provisions 
Appendix 4 International instruments and trends 
Appendix 5 Key findings from international studies on the impact of paid 

parental leave 
Appendix 6 Assumptions made in costing the Paid Parental Leave Bill 
Appendix 7 Legal and administrative issues with the Paid Parental Leave Bill 

 
11. Officials are seeking direction from Ministers on any further work in relation to the 

Bill.  Ministers have also sought advice from officials on alternatives to paid parental 
leave that the Government may wish to pursue.  This advice is being provided 
separately. 
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CURRENT CONTEXT IN NEW ZEALAND AND INTERNATIONALLY 
 
12. Parental leave entitlements in New Zealand can be found in statute, the Parental 

Leave and Employment Protection Act 1987 (PLEPA), collective and individual 
employment contracts, or in company policy. 

 
13. The PLEPA provides that all eligible employees, that is, those who have worked 

for 10 or more hours per week over the last year for the same employer, are 
entitled to a minimum of: 

 
• a total of 52 weeks unpaid leave, shared between parents, including up to 14 

weeks maternity leave for the mother, at the time of the birth or adoption 
• 2 weeks unpaid paternity leave for the male partner at the time of the birth or 

adoption, in addition to the 52 weeks above 
• up to 10 days special leave for a pregnant woman prior to maternity leave 

commencing, and 
• the right to return to the same position as held before leave was taken. 
 
14. Further information on relevant provisions and use of parental leave in New 

Zealand and internationally is summarised in Appendices 1-4. 
 
THE PAID PARENTAL LEAVE BILL 
 
15. The Paid Parental Leave Bill (the Bill) proposes to amend the existing PLEPA by 

providing for: 
 
• payment of the first 12 weeks of maternity leave for mothers who are eligible (on 

the basis of the birth or adoption of a child, hours of work and tenure of 
employment) 

• the right to paid leave to be transferred by a female employee to her spouse, either 
in full or in part (where he is also eligible under the PLEPA), and 

• payment of 2 weeks of paternity leave for fathers who are eligible (on the basis of 
the birth or adoption of a child, hours of work and tenure of employment) where 
their spouse is not entitled to parental leave. 

 
16. The provisions of the Bill leave current eligibility entitlements in the PLEPA 

unchanged.  An employee must have worked 10 hours per week or more over the 
last year for the same employer to be eligible for paid parental leave. 

 
17. The Bill proposes that a central fund - the Parental Leave Fund - be established.  

The Fund would receive employer contributions derived from a levy on employers' 
total payroll.  The rate of levy would be determined by regulation as would the 
detailed administration of the Act. 

 
18. Payment from the Fund for eligible employees would be at 80% of their earnings, 

up to a maximum payment of the average weekly male earnings.  The Bill does 
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not contain any requirement for an employee in receipt of payments to return to 
work or for payments to be refunded if an employee does not return to work. 

 
Legal and administrative issues 
 
19. There are a number of areas where the Bill is not entirely consistent with or may 

require further work to ensure an appropriate fit with the existing PLEPA.  These 
are discussed in more detail in Appendix 7. 

 
DISCUSSION OF THE BILL'S OBJECTIVES 
 
20. The Bill does not explicitly set out its objectives.  Officials have sought to identify 

what the primary objectives of the Bill might be, based on the content of the Bill 
and the introductory speech of its sponsor.  Each of these is discussed below. 

 
Objectives: To treat 12 weeks of parental leave as an employment right in a similar 
way to other periods of temporary absence from the labour market, and to improve 
equity of access to leave. 
 
21. For the estimated 55-65% of employees who are currently eligible for unpaid 
parental leave, the Bill would introduce a new employment right by giving it a similar 
status to annual, sick and other statutory paid leave.  Providing a right to paid leave 
would also enable those parents who are currently eligible for parental leave, but who 
could not afford to lose 12 weeks income, to choose to take some or all of that period of 
leave rather than resign or return to work early.1 Existence of pay would improve the 
opportunity for eligible low income parents to access leave, and is also likely to lead to 
wider knowledge about parental leave provisions and therefore to a small increase in 
use of parental leave amongst eligible parents. 
 
22. These improvements in access for parents currently eligible for parental leave will 

not, however, extend to the 35 - 45% of employees who are currently ineligible for 
leave under the PLEPA. 

 
Objective: The promotion of labour market attachment for female employees by 
enhancing the ability of women to combine work and family responsibilities. 
 
23. Women who are absent from paid work for long periods frequently experience 

significant difficulties in re-entering the workforce and the prospect of lengthy 
periods of dependence on welfare support throughout their lives.  The Bill would 
increase the use of parental leave through the provision of significant financial 
support during the first 12 weeks of leave and would provide a financial incentive 
to take leave rather than resign.  It would therefore be likely to increase labour 
market attachment for the small number of women who may change their 

                                            
1 While some of these parents could experience some abatement of in-work subsidies as a result of the 
extra income that paid parental leave would provide, they would still be better-off financially. 
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behaviour and return to work and this would be likely to improve their lifetime 
earnings. 

 
24. However decisions about taking leave and returning to work are influenced by a 

range of issues including access to and costs of child care, social and cultural 
expectations, financial incentives and the availability of employment.  It is unclear 
whether take up of paid leave leads to, or is a product of, enhanced labour market 
attachment. 

 
Objective: Health benefits for parents and children arising from the provision of 
financial assistance for mothers to take adequate time to recover following the birth of a 
child and for breastfeeding and bonding to be established. 
 
25. As recognised in the work on strengthening families, the early weeks of a child's 

life are critical in terms of their physical and emotional development.                      
The provision of 12 weeks pay at near wage replacement rates is likely to assist 
and encourage eligible women, especially low income women, to take parental 
leave.  This will facilitate recovery from childbirth, the establishment of 
breastfeeding and improved lifetime health outcomes for these mothers and 
their children with consequent reductions in health and 'negative' social spending.2 

 
26. However, some parents on higher wages may still return to work early either 

because the financial incentive provided by the Bill may be weaker for them or 
they may have concerns about interrupting their careers and have a greater 
capacity to reduce negative health effects through purchase of domestic support.  
It may also be difficult to separate out the effects of paid leave on child health 
from other parental care characteristics. 

 
Objective: To enhance gender equity3 and equality of opportunity by partially 
redistributing the costs of childbearing, thereby reducing the labour market 
disadvantage women experience through their role in childbearing and child rearing. 
 
27. The Bill enhances gender equity by reducing a structural disadvantage for 

women in the labour market i.e. that women who have children currently have to 
take at least some time away from paid work at the time of the birth whereas 
fathers do not.  The effect of this is likely to be small since only a small number of 
women are expected to increase their labour market attachment.  Any reduction in 
the occupational downgrading experienced following absence from paid work, 

                                            
2 See, for example, National Women’s Consultative Council, Paid Maternity Leave: a Discussion on Paid 
Maternity Leave in Australia, 1993; C. Essex, P. Smale and D. Geddis, ‘Breastfeeding Rates in New 
Zealand in the first 6 months and reasons for stopping’, New Zealand Medical Journal, 108 (1995), pp. 
355-357; J S Hyde and M J Essex, eds, Parental Leave and Child Care Setting a Research Agenda, 
Philadelphia, 1991; H Wilkinson, Time out the costs and benefits of paid parental leave, London, 1997. 
3 The achievement of gender equity depends upon the recognition that the differences in women’s and 
men’s lives including different reproductive roles means that different measures are needed to achieve 
equitable outcomes. 
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would also reduce the negative impact that bearing children has on these women's 
earnings.  The provision of payment would also help to ensure that women can 
choose whether to take leave regardless of their financial circumstances, thus 
improving equality of opportunity, irrespective of the choice that is made. 

 
28. While the Bill is unlikely to result in significant changes in the behaviour of fathers, 

access to paid leave for men may have a small impact on enhancing gender 
equity in parenting.  Enhanced income for the family at the time of birth of a child 
would also increase family choice and may result in fathers extending any unpaid 
parental leave taken to care for/support the mother and other family members. 

 
ANALYSIS OF THE BILL'S IMPACT 
 
29. This section analyses the impacts of the Bill in the following areas: 
 
• direct costs, indicating the effects of varying take-up rates, on employers 
• possible employment impacts, where costs are passed on by employers, and 
• identification of "winners” and "losers”. 
 
30. This analysis uses the best available New Zealand and international information 

on the likely use and impacts of paid parental leave.  Where relevant information is 
not available, a number of assumptions have been made.  The key assumptions 
used for costing purposes are outlined in Appendix 6 and summarised below. 

 
Costs of the Bill 
 
Assumptions 
 
31. Key assumptions incorporated into the costing model are that: 
 
• fertility rates are similar for those women in and out of paid work.4 This impacts on 

the identification of employees who would be eligible for paid parental leave. 
• 55-65% of employees will be eligible for parental leave (that is, will have worked 

for the same employer for more than 1 0 hours a week over the last 12 months).5 
• 70-95% of eligible employees will take up the paid leave.  The lower bound 

approximates the take up rate of women found in a 1994 survey of parents in New 
Zealand6 and the upper bound is a near full take-up rate. 

                                            
4 “New Zealand Women: Family, Employment and Education Survey”, Population Studies Centre, 
University of Waikato. 1995. Special run for Ministry of Women’s Affairs. 
5 Tenure and hours data from the September 1996 HLFS Education and Training Supplement. 
6 “Survey of the extent of knowledge and use of the Parental Leave and Employment Protection Act 
1987”.Prepared for the Industrial Relations Service, Department of Labour. Fieldwork and draft report by 
Heylen Research Centre August 1994. Re-analysis and final report by Business Research Centre 
November 1996. 
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• administration costs are estimated at between 4-6% of the total Parental Leave 
Fund.  While some costs may be fixed rather than proportional, it is assumed that 
the full costs will fall between the proportions estimated. 

• the revenue from levies approximately equals the drawings from the Parental 
Leave Fund and for administration of the Fund.7 

 
Levy 

 
32. In order to identify the levy rate required to ensure adequate funds in the 

Parental Leave Fund, a range of scenarios reflecting the different entitlement 
take-up have been developed.  As indicated in Table 1, should 95% of eligible 
employees take-up their entitlement to paid leave, a levy rate of 0.28% of total 
payroll would be required.  This compares with a 0.21% levy should 70% of 
eligible employees take-up their entitlement. 

 
Table 1 – Please refer to the hard copy of this report. 
 
Costs 
 
33. The total costs to all employers (including the state) are outlined in Table 2a.  The 

lower half of the table also sets out the gross savings to employers and the state.  
These include savings from reduced recruitment costs which may arise, 
depending on the proportion of employees who return to work who may not have 
otherwise done so.  Table 2b provides gross and net fiscal costs of the levy to the 
state only. 

 
Table 2a – Please refer to the hard copy of this report. 
 
34. In order to assess the range of savings it is assumed that some women may 

change their current behaviour in response to paid parental leave.  A range of 0-
8% of eligible waged and salaried women are estimated as returning to their 
previous employer when they would not otherwise have done so.  This would 
mean up to 20% of the 28% of women who are eligible, but currently do not claim 
their entitlement to leave, plus up to 5% of women who take parental leave but do 
not return to work, would change their behaviour if they became entitled to paid 
leave. 

 
35. The 0-8% range is supported by overseas evidence.  United Kingdom and United 

States studies have identified a small increase in the probability of women 
returning to work.  Conversely, some studies have found no such response.  It is 
therefore difficult to establish whether paid leave causes a return to work response 
or whether better economic performance leads to the 'purchase' of paid parental 
leave. 

 
                                            
7 Issues associated with the setting up and managing of the Fund are not discussed in this paper, 
including that in early years over-levying might occur, resulting in the Fund having a surplus. 

 

 

 

20160093 TOIA Binder Doc 2
Page 13 of 100



36. A positive return-to-work effect could result in some savings to employers, arising 
from the retention of institutional knowledge and skills together with a reduced 
need to recruit and train new staff, with some offsetting costs associated with 
keeping a job open.  Potential savings to an employer from staff retention have 
been derived from studies that tend to focus on skilled and stable staff members, 
and that estimate savings per individual of up to $50,000 (see Appendix 6 for 
further details).  A figure of $15,000 is used in table 2a as an estimate of these 
savings for employees.  The Department of Labour and the Treasury consider that 
the potential average savings from staff retention are likely to be close to this 
estimate.  The Ministry of Women's Affairs considers savings could be as high as 
$35,000 for some employees because middle-income women may be the most 
likely to respond to the Bill, although $22,500 is a realistic average figure of 
potential savings (again, Appendix 6 contains detail).  This would result in the Bill 
having net costs of $42 million - $92 million per annum should women return to 
work when they wouldn't have previously, a slightly lower range than those in table 
2a. 

 
37. If there is a reattachment effect, then this will result in higher net employment 

levels for women.  However men might otherwise have filled some of the positions 
now taken by women.  While evidence on the existence or extent of this effect is 
sparse the limited evidence available suggests that if it were to occur any negative 
effects would be marginal.8 

 
38. In addition to savings to employers, there would also be small reductions in 

income support payments. 
 
39. As well as managing the direct costs of leave (the levy), many employers would 

have an increase in indirect costs because more employees would be likely to take 
leave if it is paid.  Some of these indirect costs result from employer uncertainty 
due to higher numbers of employees taking leave and the increased likelihood that 
employees will not return to work.  Other costs arise from employers having to 
temporarily cover the increased numbers of employees on parental leave.  Some 
employers will, however, make savings due to lower resignation rates.  Most 
indirect costs are likely to arise for employers from increased leave-taking by 
women. 

 
40. The cost of keeping a job open is also likely to be greater in some sectors than 

others.  In particular, this will be the case for manufacturing operations employing 
unskilled or semiskilled workers (for example, on a production line where a 
company cannot afford to be without employees even for a short period and new 
workers can easily be found).  The costs may also be more significant for small to 
medium sized businesses. 

 
Table 2b – Refer to the hard copy of this report. 
                                            
8 Ruhm (1998), “The Economic Consequences of Parental Leave Mandates: Lessons from Europe”, 
Quarterly Journal of Economics, February. 
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Employment impacts 
 
41. The way in which employers will manage the costs of the levy will vary depending 
on the enterprise.  The estimates in Table 3 assume that employers overall would 
attempt to pass on some of the costs of the levy in terms of reduced wages for 
employees and higher prices for consumers. Overall, labour costs are still expected to 
increase, after allowing for the reduction in wages, and this, together with lower output, 
consequent on the increase in prices reducing demand, may reduce employment by the 
estimated amounts shown in Table 3 below.  The estimated job loses resulting from the 
levy will at the most be small.  These employment loses would concentrated among 
women, as they have a higher propensity than men to respond to changes in wages (a 
higher wage elasticity of labour supply).  The fiscal costs of the dis-employment effect is 
difficult to measure.  There is not good information available on what proportion of those 
losing their jobs would leave the labour market rather than become unemployed, and 
what proportion would move onto some form of benefit, such as the Community Wage.  
As an example, if 50% of those people who lose their jobs were to move onto the 
Community Wage, with an average payment of $183/wk, or $9,500 annually, fiscal 
costs would increase by $3.3 to $4.5 million. 
 
Table 3 – Please refer to the hard copy of this report. 
 
42. As indicated in Table 3, it is estimated that there would be at most small job losses as a 

result of the Paid Parental Leave Bill. 
 
Distribution of Impacts: "Winners and Losers" 
 
43. Table 4 provides a summary of groups who gain and groups who lose under the Paid 

Parental Leave Bill, in comparison with the status quo. 
 
Table 4 – Refer to the hard copy of this report. 
 
 
FURTHER WORK 
 
44. This paper has provided an assessment of the likely impacts of the Paid Parental 

Leave Bill, including costs, and of how well the Bill meets its inferred objectives.  
Ministers may wish to consider this paper alongside the advice that they have 
sought from officials on alternatives to paid parental leave that the Government 
may wish to pursue.  Officials are seeking direction from Ministers on any further 
work in relation to the Bill or related issues in the context of Government's 
Strategic Priorities. 
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CONSULTATION 
 
45. The Department of the Prime Minister and Cabinet, Ministry of Commerce, Te 

Puni Kokiri, Ministry of Youth Affairs and Ministry of Pacific Island Affairs were 
consulted on earlier drafts of this paper. 

 
CONCLUSIONS AND RECOMMENDATIONS 
 
46. It is recommended that Ministers: 
 

a, note that the key areas of cost/risk from introduction of the Bill could be: 
 

• the possible effect of the levy on business.  It will impose direct gross 
costs of between $85 million - $115 million on employers.  The net 
costs would fall between $54 million and $111 million and these 
costs may be absorbed or passed on, to some extent. 

 
• where the costs of the levy are passed on by employers it is likely 

that the costs will be spread across the economy, between 
marginally reduced employment, slightly higher costs for customers 
and/or slightly reduced future wage increases for employees.  None 
of these effects is likely to be large, and there will be trade-offs in the 
degree to which the costs are passed on between these effects. 

 
b. note the key areas of beneficial impact from introduction of the Bill might 

be: 
 

• financial benefits for eligible women and their families 
 

• some reduction of a structural disadvantage to women in the labour 
market and consequent enhanced ability to balance work and family 
responsibilities with longer term impacts from maintaining job status 
and improved lifetime earnings for a small number of women 

 
• possible reduction in recruitment costs and productivity losses for 

business, particularly those employing technical and professional 
employees and those who invest in enterprise specific development, 
and 
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• modest savings to the State from reduced income support. 

 
 c. agree to discuss with officials and direct any areas for further work on the Bill 

or related issues in the context of Government's Strategic Priorities. 
 
Judy Lawrence 
Chief Executive 
Ministry of Women's 
Affairs 
 

John Chetwin 
Chief Executive 
Department of Labour 
 

Carl Bakker 
for Secretary to 
the Treasury 
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 Appendix 1 
 

CURRENT PROVISIONS FOR PAID MATERNITY/PARENTAL LEAVE IN 
NEW ZEALAND 

 
 

1 . Paid parental leave entitlements in New Zealand can be found in collective 
and individual employment contracts or in company policy. 

 
2. Information on the content of employment contracts is not comprehensive 

Analyses have been undertaken on the two collective contract databases 
in New Zealand although the contracts held over represent those in the 
public sector.  A recent analysis of the Department of Labour's database 
identified 34% of employees covered by 16% of contracts on the database 
had payments associated with parental leave.  This is 4% more contracts 
and 1% more employees than identified in 1994.  The database covers 
350,000 employees.  With the exception of the finance sector, the sectors 
where payments are frequently available are or have been publicly owned.  
In the public sector and public sector-derived contracts (those previously 
owned and operated in the public sector) the most common provision is for 
an ex gratia payment equivalent to 30 days pay after completion of a 
further six months of service. 

 
3. The EEO Trust suggests informal individual arrangements for paid leave 

may be common amongst women in reasonably high paid jobs, with some 
level of seniority in an organisation.  The primary motivation for employers 
to provide paid leave identified by the Trust concerns retention of valued 
staff and an increased awareness of the attractiveness of such provisions 
as their competitors introduce them. 

 
4. Companies who have more recently publicised their introduction of some 

payment associated with parental leave as a formal provision, such as 
payment connected with a return to work, include Price Waterhouse, Lion 
Nathan, Bell Gully Buddle Weir, Lion Breweries, Legal Resources Trust, 
Woolworths, Telecom, Equity Works, AMP, IBM, Chapman Tripp Sheffield 
Young, Russell McVeagh, TVNZ, KPMG and the BNZ.  The provisions 
may only be available to some employees, for example senior managers, 
those with long service, those who have completed a minimum period of 
work following leave or only female or only male employees.  The length of 
time over which pay may be provided varies from 2 days to 6 months at 
half-pay. 
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Appendix 2 
 
CURRENT USE OF PARENTAL LEAVE IN NEW ZEALAND 
 
 
1. A survey of parents commissioned by the Department of Labour in 1994 

provides the only New Zealand wide data on use of parental leave under the 
PLEPA.9  The survey included 778 parents who had been in employment 
prior to the birth of their child and whose child was born in the six years since 
the PLEPA's introduction.  The results of the survey are indicative of use but 
should be treated with some caution as the sampling method resulted in 
over-representation of groups more likely to be eligible for and take-up leave.  
The key findings about parent's use of parental leave were: 

 
• nearly 80% of women and 90% of men surveyed met the qualifying criteria 

under the PLEPA 
• 72% of women and 43% of fathers who qualified took leave 
• nearly 50% of women who did not qualify for leave also said they took 

leave 
• women working in the public sector, professional and retail sector jobs 

were the most likely to know about, and use the leave provisions 
• a third of mothers and three/quarters of fathers said they received some 

payment associated with their leave 
• two-thirds of women who took leave had returned to work 13 months after 

taking leave; 94% of these returned to their same employer, and 
• 30% of women who had not taken leave had also returned to work 13 

months after the birth of their child; 35% of these to their previous 
employer. 

 
 
 
 

                                            
9 “Survey of the extent of knowledge and use of the Parental Leave and Employment Protection 
Act 1987”. Prepared for the Industrial Relations Service, Department of Labour. Fieldwork and 
draft report by Heylen Research Centre August 1994. Re-analysis and final report by Business 
Research Centre November 1996. 
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 Appendix 3 
 
RELEVANT INCOME SUPPORT PROVISIONS 

 
 

1 . Income maintenance provisions provided by the State can alleviate some 
of the costs/income reduction experienced by new parents.  The main 
provisions that may be of assistance to new parents include the provision 
of benefits, family support, the Independent Family Tax Credit, 
Guaranteed Minimum Family Income, Childcare Subsidy and the 
housekeeper rebate.  These forms of assistance ensure couples or sole 
parents having a child have at least a minimum level of income.  From the 
1996 census 30% of all families with an under five year old had incomes 
below $25,000 p.a. 

 
2. The rates of assistance and cut-out points for assistance usually increase 

with more children.  Child age can also influence the rate of assistance. 
 
Benefit rates10: 
 
• Domestic Purposes Benefit: Gross benefit income of $256/week ($13,312) 

available to sole parent with one child, not in employment or earning less 
than $80/week (or $100 if they have childcare costs).  Once earnings 
exceed that limit, the benefit income is abated. 

• Unemployment Benefit:  Where at least one of two parents is available for 
employment, a couple with one child will receive $307/week (they may 
earn up to $80/week before abatement begins). 

• Sickness Benefit: A benefit of $328/week is available to married couples 
with one child. 

• Accommodation Supplement: A full supplement of between $70/week and 
$115/week (rate dependent on house size, accommodation cost and 
geographic region) is available for those on low incomes (max payment of 
$3,640-$5,980 p.a.). 

 
Other family assistance11: 
 
• Family Support: A family with income below $20,000pa is eligible for 

$47/week ($2,444pa) for a first or only child under 16 years.12 The 
payment reduces with additional earnings up to a maximum income of 
$30,001 for a family with one child. 

• Guaranteed Minimum Family Income (GMFI): A couple with children 
employed 30 hours a week or more between them, or a sole parent 
employed at least 20 hours a week, and earning less than $18,368 p.a. 

                                            
10 Benefit rates given are gross as at 1 April 1998. 
11 Rates are given as at 1 July 1998. 
12 $32 for each additional child under 13 years, $40 for each other dependent child 13-15 years 
and $60 for each child 16-18 years. 
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have their incomes topped up to this level (Family Support and the 
Independent Family Tax Credit are additional to this). 

• Independent Family Tax Credit (IFTC): An additional payment to Family 
Support made to families whose income does not include an income 
tested benefit, student allowance or weekly ACC compensation.  A family 
with one child and income below $30,001 p.a. is entitled to $15/week for 
each dependent child aged under 19 years.  The IFTC is fully abated at an 
income of $33,001. 

• Childcare Subsidy (CCS): Available for parents in work or training for up to 
30 hours per week (depending on family size and income).  Up to 9 
hours/week is available for parents meeting the income criteria who are 
not in employment or training.  The subsidy is available at a rate of up to 
$2.30/hour. From 1 February 1999 a subsidy of up to $1.80/hour will be 
extended to parents meeting the income and labour market participation 
criteria for care of school. age children (5-12 year olds). 

• Housekeeper rebate: A rebate of up to $310 p.a. is available to two-parent 
families where both parents are employed and to employed soie-parents.  
It is payable for a third of costs up to the maximum rate, 
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 Appendix 4 
 

INTERNATIONAL INSTRUMENTS AND TRENDS 
 
 

1. The main international instruments which consider paid parental leave are: 
 
• the United Nations International Covenant on Economic, Social and 

Cultural Rights, 1966 (ICESC) 
• the United Nations Convention on the Elimination of Discrimination against 

Women (CEDAW), and 
• the International Labour Organisation Maternity Protection Convention 

(Revised), 1952 (No. 103). 
 
2. New Zealand is a party to both ICESC and CEDAW but has reservations in 

place over the articles concerning paid parental leave.  New Zealand has 
not ratified ILO Convention No. 103, which includes provisions for 
compulsory periods of leave following the birth of a child, and specifies that 
cash benefits must be funded by compulsory social insurance or by means 
of public funds.  At June 1997, 36 countries had ratified ILO Convention No. 
103.  The ILO has recently begun the process of revising the Convention. 

 
3. The Department of Labour does not consider that the introduction of paid 

parental leave in the form proposed by the Bill would allow the ratification of 
ILO Convention No. 103.  The proposed method of funding paid parental 
leave would not comply with the methods prescribed by the Convention. 

 
4. The Ministry of Foreign Affairs and Trade's preliminary assessment is that 

the introduction of paid parental leave in the form proposed by the Bill may 
enable New Zealand to comply with Article 11(2)(b) of CEDAW.  The 
reservation that New Zealand currently has in relation to this Article may, 
therefore, be able to be removed, provided that other aspects of the PLEPA 
comply. 

 
5. The Ministry of Foreign Affairs and Trade have also advised that the 

provision of paid leave as proposed by the Bill could be described as a 
progressive step toward the full realisation of the rights in Article 10(2) of 
ICESC.  Accordingly, if it was considered that 12 weeks parental leave met 
the standard of a 'reasonable period' then the reservation to this Article 
might also no longer be required. 

 
6. In both instances, however, the Ministry of Foreign Affairs and Trade 

consider that further work needs to be done, with other departments, for 
example looking at other countries' legislation, before confirming this 
preliminary assessment. 

 
7. Internationally New Zealand is one of three developed nations not to have 

statutory provision for paid leave for mothers at the time of birth of a child.  
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New Zealand employees may, however, negotiate paid leave with their 
employers and there is evidence that this is starting to occur to a limited 
extent, particularly in managerial and professional occupations.  Income 
support is also available to low income parents and in much of the public 
sector an ex gratia payment is available to those who return to paid 
employment after parental leave. 

 
8. The other countries without statutory provisions for paid maternity leave are 

the United States and Australia.  In the United States, four states (where 
nearly 25% of the labour force resides) provide statutory paid leave, a 
further 31 states provide for some statutory paid leave and there is some 
private provision.  In Australia public sector employees have 12 weeks paid 
leave and in 1996 the Federal Government introduced a Maternity 
Allowance payable on an income targeted basis to all women following the 
birth of a child (85% of mothers were expected to be eligible for the 
payment).  The payment of A$840 is available whether or not women are in 
employment. 

 
9. The International Labour Organisation (ILO) in a recent report on current 

provisions, noted a steady increase since 1919, and particularly since 
1952, in the recognition of women's right to paid maternity leave and 
guarantees of the provision of social security benefits around childbirth.  
For example, the European Community Directive on Pregnancy and 
Maternity (1992) requires all states to make 12 weeks maternity leave 
available to all employees, with a minimum payment at a rate no less than 
the rate for sick pay benefits.  Eighty-eight of the 145 surveyed countries 
reported providing 100% wage replacement during maternity leave and 
while the period over which this is provided varies considerably, the 
average was 12-14 weeks.13  The report also noted a steady increase in 
the numbers of economically active women actually covered by maternity 
protections and payments as well as trends to increase access to both 
cash and medical benefits. 

 
10. However coverage of and eligibility for paid maternity leave varies 

significantly, depending on social security systems and social protection 
measures.  Progress has also been affected by economic restructuring in 
Eastern Europe and the world-wide transition to a market economy which 
has resulted in deregulation of labour market institutions, social security 
systems and employment protection.  Consequent unemployment has 
reduced the overall number of women qualifying for cash benefits. 

 
11. Countries that may be comparable to New Zealand tend to provide paid 

maternity leave as a part of a social insurance scheme with wage 

                                            
13 International Labour Office, 1997 “Maternity Protection at Work – Revision of the Maternity 
Protection Convention (Revised) 1952 (No. 103), and Recommendation, 1952 (no. 95)” Report 
V (1). 
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replacement14.  New Zealand's tax-based approach to a welfare safety net 
therefore makes direct comparisons with the provisions in most other 
countries difficult. 

 
 
 

                                            
14 These schemes may be funded by contributions from employers, employees and/or 
Government. 
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 Appendix 5 
 

KEY FINDINGS FROM INTERNATIONAL STUDIES RE.  THE IMPACT OF 
PAID PARENTALLEAVE 

 
 

1 . In 1995 the Ministry of Women's Affairs published the report "Parental 
leave policies, women and the labour market - a comparative analysis of: 
New Zealand, Sweden, United Kingdom, United States [and] Australia".  
Key findings from this and other recent research are outlined below.  The 
empirical results of overseas studies are not clear cut about the economic 
effects of mandatory paid parental leave requirements making it difficult to 
draw definitive conclusions. 

 
Employer costs: 

 
• The provision of paid leave by employers internationally was found to 

cost significantly less than the cost of replacing staff, particularly those 
working in technical and professional positions.  Such payments also 
acted as an incentive for women to return to work and boosted 
companies morale.  Westpac Australia increased their staff retention 
from 50% to 90% following introduction of 12 weeks paid leave.  
Companies in the US and UK also retained employees at a similar rate.  
It should be noted that the results of company specific studies need to be 
treated with some caution given these companies have voluntarily 
provided paid leave, presumably because the benefits do outweigh the 
costs. 

• Employers, when asked directly have generally indicated few problems 
with maternity rights legislation.  The main problems identified in US and 
UK studies concerned replacing employees on leave/redeploying work 
(10% of employers in the US and 13 % in the UK identified this issue).  In 
a 1997 report from the UK, 35% of establishments where at least one 
employee had been on statutory leave had experienced problems 
associated with the taking of leave.  These accounted for 7% of all 
establishments.  In 28% of these cases, the problem concerned covering 
for the absence.  This was disproportionately experienced by 
organisations with fewer than 25 employees (38%). 

• Replacement costs are incurred whenever a woman leaves work to have 
a baby or a father resigns to be a primary caregiver.  If leave provisions 
did not exist, employers would still be faced with problems of replacing 
staff, given some absence would be expected as a consequence of 
having children.  Mandatory paid parental leave would be expected to 
increase the costs of temporary replacement of staff due to increased 
numbers of employees taking leave. 

• Employer uncertainty about whether staff might return is also identified 
as a problem.  Such uncertainty will be higher where fewer employees do 
return to work. 
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Employment effects: 
 
• One study15 suggests that paid leave entitlements paid leave entitlements 

of moderate duration are associated with higher overall economy wide 
employment levels.  This could be because mandatory leave actually 
improves outcomes or it could be because countries with better macro 
outcomes decide to "purchase" parental leave (i.e. parental leave is a 
"normal good": as incomes rise, people demand more of it) 

• This impact on employment is similar for men and women.  Since it is 
women who usually take up parental leave we would expect the labour 
market outcomes for them to improve relative to those of men if causation 
runs from leave to improved economic outcomes rather than the other way 
round. 

• Another study16 suggests that short periods (3 months) of mandatory paid 
leave could increase the employment-to-population (EP) ratios of women 
by 3-4%. 

• However the author believes that his results may overstate the impact of 
parental leave guarantees for a number of reasons including; first, it is 
difficult to isolate the effect of paid mandatory leave from other "family-
friendly" policies which may have been implemented at about the same 
time (e.g. subsidized childcare); second, as in the earlier study there may 
be other uncontrolled-for factors that are simultaneously encouraging 
women into the labour market and creating political pressure for mandated 
leave; and that entitlements might be encouraging the substitution of 
female employment for male labour.  This would violate the assumption in 
this study that the entitlements had no significant effect on men (the 
comparison group in the econometric estimations) and mean that the net 
effect on employment would have to take account of this negative effect 
on male employment. 

 
Gender equity: 

 
• While some improvements in gender equity have been made 

internationally from parental leave provisions, both in terms of increasing 
the involvement of men in primary caregiving roles and in equalising the 
distribution of impacts of taking parental leave, most leave is still taken by 
mothers.  Numerous studies point to definite and persistent losses in 
earnings for women.  For women without access to leave, this loss is 
further compounded by lower earnings and greater unemployment. 

• Low income is one of the most significant impacts of taking leave.  This 
raises the question of whether two-parent households redistribute their 
income to ensure the immediate consequences of taking leave are 
shared.  Indications are however that income loss is more heavily borne 

                                            
15 Ruhm and Teague (1997) “Parental Leave Policies in Europe and North America” Chapter 5 
in Blau and Ehrenberg (eds) “Gender and Family Issues in the Workplace”. 
16 Ruhm (1998), “The Economic Consequences of Parental Leave Mandates: Lessons from 
Europe”., The Quarterly Journal of Economics, February. 
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by women since "control over expenditure is related to the portion of 
family income that they earn."17 

• Longer term costs which require elimination or redistribution if gender 
equity is to be achieved include earnings losses associated with 
occupational downgrading and/or reduced hours upon return to 
employment, and the overall impact on women's retirement income of 
breaks in employment and reduced earnings. 

 
Equity between different groups: 

 
• There are definite differences in the characteristics of women in particular 

who access various parental leave provisions.  Women in higher paid 
and higher skilled employment are more likely to have access to better 
provisions both in statute and employment contracts. 

• Eligibility criteria usually specify minimum hours of work, length of service 
or earnings which need to be met. As a result they often exclude casual, 
temporary, some part-time, some unskilled (and usually lower qualified 
employees), and younger employees.  Other groups which may be 
excluded from accessing parental leave provisions in other countries are 
the self-employed, private sector employees and employees in 
companies below a certain size. 

• Those in clerical and secretarial employment were particularly vulnerable 
to occupational downgrading upon returning to work part-time. 

• Factors other than eligibility have a strong impact on the choices 
available to and decisions made by particular groups.  For instance in the 
US, black women returned sooner and for more hours than white women.  
It has been argued that this is due to economic pressure caused by their 
low earnings and because of high levels of male unemployment and 
under-employment in black communities.  Other factors such as the 
availability and cost of childcare also affect the choice to return to work. 

• US research also points to how financial constraints limit lower-income 
women's access to maternity leave.  Women from lower income 
households were less likely to take leave than more affluent mothers, 
and less likely to receive any income while on leave.  These women were 
found to provide an average of 91 % of their househoid's income, 
therefore any loss of income during leave affected both their and their 
household's financial security18. 

• While only an average of 12 weeks parental leave is reported to be taken 
in the four US states studied, paid leave increased the average length of 
leave taken in these states.  In the state with legislative provision for paid 
leave, 73% of women accessed paid leave (as compared to 21%-29% in 
the other states).  Legislative provision for pay also assisted low-income 

                                            
17 Spalther-Roth and Hartmann, 1991. ‘Science and politics and the “dual vision” of feminist 
policy research: the example of family and medical leave’. In: Shibley Hyde, J & Essex, M.J. 
(eds) “Parental leave and childcare – setting a research and policy agenda”, Philadelphia: 
Temple University Press, pg 53. 
18 Bond, J.T. ; Galinsky, E; Lord, M.; Staines, G.L. & Brown, K.R. 1991 “Beyond the parental 
leave debate – the impact of laws in four states” New York: Families and Work Institute. 
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women in that state to use almost as much leave as that taken by middle 
and high-income women.  Low-income women in other states took much 
less leave. 

 
In Conclusion: 
 
• Internationally, increases in the participation of women in the labour 

market, growth in the number of dual-earner households and (for some 
countries) a rise in the number of sole parents in paid employment have 
heightened pressures on families seeking to combine paid work and family 
responsibilities. 

• The more women who have access to leave, the larger the proportion of 
women who take leave.  A number of countries, including the countries in 
the European Union now provide universal access to unpaid leave. 

• There is a link also between access to leave, its use and the rate at which 
women return to paid work.  Access to leave is enhanced where payment 
is made (i.e. it has a greater value) with consequent increased likelihood 
that women will use leave and possibly return to work. 

• Loss of earnings constitute the most significant direct cost arising from 
unpaid leave, and this loss impacts on the ability of low income groups' 
genuine access to leave. 
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Appendix 6 
 
ASSUMPTIONS MADE IN COSTING THE PAID PARENTAL LEAVE BILL 
 
General 
 
• As far as possible, the costings use data from around the February quarter 

of 1998, to avoid seasonal effects on employment and average wages. 
• The costings do not include the potentially small cost effects of (i) parents 

adopting a child, or (ii) mothers transferring their entitlement to their 
partner if their partner earns more, in order to take advantage of higher 
payments from the Fund. 

• The self-employed are excluded from the calculations of the levy on 
payroll, and from the group eligible to take-up payments from the Fund. 

• The cost of administration is difficult to determine without a thorough 
understanding of the intended mechanism and its functions.  The 
estimates used can only be interpreted as rough estimates of potential 
administration costs.  There may also be additional set-up costs in the first 
couple of years. 

 

Costs and Benefits to Employers 

All Employers (including the State) 
 
• The Parental Leave levy required is estimated to be between 0.21 and 

0.28 percent of payroll.  These estimates provide a Fund sufficient to 
cover a potential draw down of entitlement of 70% to 95% (27,220 to 
37,000 mothers and fathers) of those eligible. 

• Payroll data of $41,496.1 million is sourced from IRD for the year 1996/97, 
and excludes the self-employed. 

• It is assumed that there is no limit on the levies payable by an employer 
for any individual. 

• Compliance costs are assumed at 2.5% of the funds from the levy on 
payroll.  Compliance costs for UK employers are estimated at 4% of funds 
from the levy on payroll.  Processes in the UK are, however, more 
complex than those proposed in the NZ Paid Parental Leave Bill. 

• Potential savings to employers are calculated from (a) assumptions about 
the proportion of women claiming their payments who might return to work 
for their previous employer when they would not otherwise have done so, 
and (b) assumptions about the level of savings employers might expect as 
a result of an individual returning to work, arising from the retention of 
institutional knowledge and skills, together with a reduced need to recruit 
and train new staff. 

a) It is estimated that between 0% and 8% (around 1,500) of all waged 
and salaried women eligible for parental leave on the basis of birth, 
tenure, and hours would respond to the parental leave provisions of 
the Bill by returning to work after 3 months.  This was derived from 
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estimating that between 10% and 20% of the proportion of women 
who currently do not claim their eligibility (along with 2.5% to 5% of 
women who take parental leave but do not return to work) would 
change their behaviour because of the provisions in the Bill. 

b) The level of savings employers might expect from a mother returning 
to work after at least 3 months parental leave has been estimated in 
the model at between $10,000 and $35,000 for each individual.                  
These savings would arise from reduced recruiting, training, and loss 
of institutional knowledge.  The estimated range of savings is derived 
from two sources: 
• Chemis and Feint (Buddle Findlay); Maternity Rights Lag 

Behind; NZ Herald; 20 April 1998 (which estimates costs to 
employers between $20,000 and $50,000 for senior 
employees), and 

• Staff Keep Coming Back; NZ Herald; 20 April 1998 (which 
estimates that it costs $37,000 to replace a staff member 
with 10 years experience). 

Officials from Treasury and the Department of Labour consider that any 
savings are likely to be at the lower end of the range of $10,000 to 
$35,000.  For the purposes of presentation in the paper, savings of 
$15,000 per individual are assumed.  The Ministry of Women's Affairs 
considers that, on the basis of studies used, average savings of $22,500 
per individual are more likely. 

 
Impacts on the State 
 
• The Bill would impact on tax revenue in two ways: 

• profits used to meet the costs of the levy would reduce tax 
revenue by 33% of the levy paid; and 

• those claiming their entitlement from the Fund would pay tax 
at an estimated rate of 29.5% (sourced from Taxmod). 

• It is assumed that around 17.5% of the 800 to 1,600 women (140-280 
women) who might return to work as a result of the provisions in the Bill 
would earn sufficient income to raise their joint family income above the 
threshold for eligibility for Family Support/independent Family Tax Credit 
(FS/IFTC), with associated savings to the State.  It is also assumed that 
around 17.5% of those who claim their parental leave payments for 12 
weeks would lift their joint family income above the threshold for family 
assistance for those weeks (2,700 to 3,700 women), thereby further 
reducing costs to the State. 

• It is estimated that about 350 sole parents with new born babies who were 
previously in employment claim the DPB p.a.. It is expected that 96.5% of 
these would claim their parental leave entitlement with associated 
reductions in DPB expenditure for 12 weeks (338 sole parents), and that 
3.5% might return to work (12 sole parents), with resulting reductions in 
DPB expenditure for the remainder of the year. 

 
Use of the Levy 
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• The birth rates of women in employment have a significant effect on the 

estimated size of the population eligible for parental leave payments.  
Current estimates of birth rates (based on total birth rates calculated by 
NZS for 1996) are 6% for waged and salaried women, aged 15-49. 

• It is estimated that between 70% and 95% of mothers and fathers eligible 
for paid parental leave would claim their entitlement.  Under current rules, 
around 72% of those eligible claim their entitlement. 

• It is assumed that the Fund will cover the costs of its own administration.  
Costs of administering the Fund are estimated at an average of 5% of the 
levies collected.  Some costs may be of a fixed nature, rather than 
proportional.  However, it is expected the full costs of administration will 
fall between the proportions estimated. 

• It is assumed that an employee is not required to return to work to receive 
payments, and that payments from the Fund will be made while the 
employee is on leave. 
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 Appendix 7 
 

LEGAL AND ADMINISTRATIVE ISSUES WITH THE PAID PARENTAL 
LEAVE BILL 

 
Notice requirements to take paid leave 

 
1 . An employee who wishes to take paid parental leave will be required to 

meet the notice provisions currently contained in the PLEPA19.                      
Clause 4 introduces an additional notice requirement where a male 
employee intends to take parental leave.  The spouse of the male 
employee will now be required to provide an additional assurance that 
states what, if any: 

• maternity leave she is entitled to 
• period of maternity leave she intends to take herself, and 
• period of maternity leave she intends to transfer to her spouse. 

 
2. There is currently a high level of informality in the use of parental leave 

and the notice provisions contained in the PLEPA are often not complied 
with.  If parental leave was paid it is expected, however, that employers 
would require greater compliance with the notice requirements in the 
PLEPA due to the risk that they may not be able to claim from the Fund for 
any payments to be made. 

 
3. The Fund as the organisation accountable for employers' levies and 

payments would have to be satisfied that its money was disbursed only in 
accordance with its legal obligations.  This may result in less flexibility and 
greater attention to procedural requirements for employees eligible under 
the, Bill.  It is likely, therefore, that there would be an increase in the 
number of disputes.  The issue of whether the current notice provisions, 
and other procedural requirements, are compatible with the Bill's 
objectives therefore needs specific attention.  Specific provision could be 
made for disputes over notice.  There are occasional disputes brought to 
the Employment Tribunal or Court concerning notice now.  The PLEPA 
provides some discretion for waiver of formal requirements of notice. 

                                            
19 The current notice requirements, contained in the Act, are: 
• The employee must provide at least three months notice of their intention to take leave, 

except in the case of an adoption; 
• A medical certificate that certifies the employee, or their spouse, is pregnant and states 

the expected date of delivery must accompany the notice of intention to take parental 
leave; 

• If a male employee is intending to take any leave then his spouse is required to provide 
an assurance that he is her spouse and he intends to assume care for the child; and 

• In the case of an adoption section 33 of the Act provides that notice of the intention of the 
employee to take leave must be given within 14 days of approval for an adoption being 
granted. (Check that this is the effect of the referred to sections). 

 

 

 

20160093 TOIA Binder Doc 2
Page 33 of 100



 29

 
Obligation to pay inserted by the Bill 
 
4. A cap on payments of the average male wage is inserted by clause 5, 

however, there is no reference to how the amount is to be calculated.  A 
clear method of identifying what the average male wage is would be 
needed. 

 
5. Payment for parental leave would also affect an employer's obligation to 

pay holiday pay, as any payments made would increase the employee's 
average weekly earnings during the period from which holiday pay is 
calculated, under section 42(2) of the PLEPA. 

 
Contracting out of the PLEPA 
 
6. Sections 4 and 72 of the PLEPA currently provide that where an employee 

has a contract that covers ail of the matters covered by the PLEPA, 
including "the employer's obligation or lack of an obligation to pay 
remuneration during the parental leave", then that contract will prevail if it 
provides the employee overall with more favourable rights and benefits 
than those provided by the PLEPA.  Clause 7 of the Bill would amend 
section 72 so that any comparison would be clearly focussed on the 
obligation to pay, rather than the other terms of the contract. 

 
7. It is unclear whether contractual entitlements that are currently more 

generous than the PLEPA, for example where a longer period of parental 
leave is provided, would be considered to be more generous than the 
provisions of the Bill.  The introduction of paid leave would mean some 
arrangements currently in place would no longer be as favourable as the 
provisions of the PLEPA and so the PLEPA would apply.  However, where 
a contract applies the parental leave entitlements under the PLEPA by 
reference and also provides for an additional payment, the arrangements 
currently in place may continue to be more favourable. 

 
Regulations 

 
8. The ability to make regulations necessary to give full effect to the 

provisions of the PLEPA and due administration thereof, set out in by 
clause 8 of the Bill, will need to provide for delegated decision making 
powers, for example the ability to approve variations from the normal 
payment method. 

 
9. Regulations or legislation would also need to provide for the set up of the 

Parental Leave Fund, the appointment of officers and a Chief Executive of 
the Fund and the responsibilities of the officers of the Fund. 

 
10. The ability to make regulations should also specifically continue to cover 

the ability to set the notice forms currently used when applying for periods 
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of parental leave.  The regulation making provisions should also provide 
for payments from the Parental Leave Fund to employers and on to 
employee.  The ability to provide for penalties where an employer does not 
pay an employee during leave may also be needed. 

 
11. While the Bill covers some breaches of the proposed legislation 

concerning employer payment of provisions, it may not include sufficient 
detail to ensure compliance.  For example, the provisions of the Health 
and Safety in Employment PLEPA authorises access to records by health 
and safety inspectors whereas the Bill is largely silent on the procedures 
necessary to ensure employers make payments to the Fund. 

 

Interaction of Bill with other sections of the PLEPA 

Impact where employee deemed to have never been on leave 
 
12. Section 46 of the PLEPA provides that where an employee does not 

return to work following a period of parental leave then their employment 
is deemed to have ended on the day that leave began, unless the 
employer and employee agree otherwise20. Where an employee does not 
return to work, this section ensures that the employer is not liable for 
subsequent service related entitlements. 

 
13. It is unclear whether deeming that an employee's employment had ended 

on the day that their leave began will invalidate any payments made.  If 
this were the case employees who were entitled to any payments at the 
time that they were received, would be required to repay any payments 
for parental leave.  In the interests of certainty, section 46 should, 
therefore, be amended to clearly state whether an employee is required 
to repay any payments already made if the employee does not return to 
work.  Any amendment should also consider the impact of termination in 
the situations described below. 

 
14. If the intention of the Bill is that eligible employees will receive paid 

parental leave regardless of whether they return to work then section 46 
would need to be amended. 

 
Impact upon situations of dismissal for cause 

 
15. Section 54 of the PLEPA provides that an employer can dismiss an 

employee, on parental leave, for cause.  In such a situation the employee 
appears to lose any future entitlements to paid parental leave when their 
employment is terminated. 

 

                                            
20 Section 47 of the Act provides that where an employee, who is offered a position substantially 
similar to their previous position, refuses to accept that position then their employment will also 
be deemed to have ended on the day that the period of parental leave began. 
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Impact upon redundancy situations during parental leave 
 

16.   The PLEPA provides that an employer may terminate the employment of 
an employee who is on parental leave on the grounds that a redundancy 
situation has occurred where the employer is unable to keep the 
employee's position open.  In these cases the employee would no longer 
be on parental leave, and, therefore, would not be eligible for payment 
for parental leave, subject to the employee's contractual entitlements, 
including notice. 

 
Fixed-Term Contracts 
 
17. If an employee is on parental leave when their fixed-term contract ends 

then their entitlement to parental leave also ends at that point in time.  The 
maximum period of leave, including paid leave, that employees on fixed-
term contracts could be entitled to is the unexpired period of their contract.  
Employees and employers could, however, extend a fixed-term contract 
so the employee qualifies for longer periods of paid parental leave. 

 
Impact in situations where there is a dispute 
 
18. There are a number of possible areas where disputes could arise in 

relation to the Bill.  Under the PLEPA there is currently provision for 
disputes to be resolved in the Employment Tribunal or Court.  
Consideration would need to be given to the most appropriate forum for 
different levels and types of dispute in the first instance, i.e. administrative 
procedures within the Fund, the Tribunal or Court.  The current ability to 
refer disputes to the Employment Tribunal would also need to be 
expanded to provide an appropriate appeals structure. 

The self-employed 
 
19. The self-employed are unlikely to be covered by the PLEPA under the 

current eligibility criteria, as they are generally not considered to be 
employees.  A self-employed person may, however, structure their 
business so they have two roles: one as a business owner; and the other 
as an employee of their business.  In that case they may be eligible for 
parental leave. 
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20. Currently the issue of a self-employed person being eligible for parental 

leave does not cause any problems, as self-employed people have 
effectively been asking themselves for parental leave.  However, if 
parental leave were to be paid there would be increased incentives for 
self-employed people to structure their business so they are eligible for 
paid parental leave.  The issue of whether self-employed people are 
eligible to claim from the fund, therefore needs attention. if self-employed 
were required to pay levies then they there would be no reason why they 
should not be able to take paid parental leave (as long as they also meet 
the eligibility criteria under the PLEPA). 
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BUDGET SECRET 
 
 
 
10 December 1998 
 
 
 
Treasurer and Minister of Finance 
 
cc: Associate Treasurer 
 Associate Minister of Finance (Dr Hon Lockwood Smith) 
 Associate Minister of Finance (Hon Tuariki John Delamere)  
 
 
 
PAPER FOR CABINET STRATEGY COMMITTEE:  1999 BUDGET 
INITIATIVE:  ASSISTANCE FOR PARENTS   

1. Attached for your signature is a paper to Cabinet Strategy Committee for 
consideration on 14 December 1998, outlining options for assisting parents, for 
fiscal costs of approximately $30 million. 
 
Recommendation 

2. It is recommended that you sign the attached paper to the Chair of 
Cabinet Strategy Committee 
 
 
 
 
 
R D Judge 
for Secretary to the Treasury 
 
 
 
 
 
 
 
 
 
Rt Hon W F Birch 
Treasurer and Minister of Finance 
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11 December 1998 
 
 
 
Chair  
CABINET STRATEGY COMMITTEE 
 
 
 
1999 BUDGET INITIATIVE:  ASSISTANCE FOR PARENTS 
 
1. The purpose of this paper is to inform the Committee of: 
 
• key issues in respect of the Paid Parental Leave Bill; and 

 
• options for assisting parents, for fiscal costs of approximately $30 million 

per annum. 
 
Paid Parental Leave Bill:  Key Issues 

 
• assistance is not targeted by income:  women in stable jobs and their 

spouses would potentially benefit, up to a capped limit (eligibility is likely to 
be higher in well paid occupations); 

 
• unlikely to significantly enhance attachment to the labour market:  

payment is not conditional on return to work; 
 
• could promote effective parenting, by encouraging parents with newborns 

to take time off work:  but this may affect only a small group of parents 
who might otherwise be financially pressured to return to work early; it is 
estimated that 19,000 mothers would gain approximately $6,000 each on 
average; 

 
• would introduce a new employment entitlement for eligible women, but at 

a substantial cost: 
 

- the costs of the levy would be between $90 - $120 million (could lead 
to reduced wages and increased prices); 

 
- likely to reduce employment by between 950 – 1,950 jobs (mainly 

among women); 
 

- significant compliance costs on business; 
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- employers may respond by reducing the assistance they currently 
provide to parents (private arrangements may align with employee 
needs better than paid leave). 

 
Key Option:  Additional Assistance For Working Parents Of Children 
Under 1 
 
• would align with the period of eligibility for parental leave;  
 
• for $30 million would provide $27 per week, if provided to low to middle 

income families not already getting their main income from the state (ie. 
not on a benefit or ACC weekly compensation); 
 

• would assist parents to spend more time with infant children (rather than 
being financially pressured into returning to work). 

 
2. An existing mechanism for providing such assistance would be making an 
extra payment for those receiving IFTC with children under age 1: 

 
• assistance would be targeted to families on low to middle incomes: 

 
- around 28% of assistance would go to families earning $15,000 - 

$30,000 per annum; 
 
- around 48% of assistance would go to families earning $30,000 - 

$50,000 per annum;  
 
• over 29,000 families would benefit. 

 
3. For funding of $30.18 million the IFTC would be increased for children 
under 1 by $27 per week (from $15 to $42 per week).  Including Family Support, 
total assistance would be $89 per week or $4,628 per year. 
 
4. IFTC and Family Support is abated for family income above $20,000.  The 
table below shows the effect of this option on the cut-out points for family tax 
credits (ie. the levels of family income at which family tax credits are fully abated 
away) assuming all children in the family are aged under 13. 
 

Family structure Current cut-out 
point 

New cut-out 
point 

Change

One child only, aged under 1 $33,547 $38,227 $4,680 
Two children, with one aged 
under 1 

$41,693 $46,373 $4,680 

Three children, with one aged 
under 1 

$49,840 $54,520 $4,680 

Four children, with one aged 
under 1 

$57,987 $62,667 $4,680 

Five children, with one aged 
under 1 

$66,133 $70,813 $4,680 

  

 

 

 

20160093 TOIA Binder Doc 3
Page 41 of 100



3 

5. For low to middle income couples an increase in IFTC would provide some 
short term incentive to keep off benefits.  For sole parents the same incentive 
could persuade some to work full-time. 

 
6. The rate of Family Support currently increases for children over 12 and 15.  
An increase in IFTC for children under 1 would shift the focus in the opposite 
direction. 
 
Other Options For Assisting Parents With Young Families 
 
7. Other options that have been reported separately include the 
following:  

 
• maternity allowance (lump sum; income targeted or not; previously 

employed or not); 

• IFTC (for all children or for children aged under 5 or 3; reduced abatement 
rates, increase abatement threshold);  

• Family Support options; 

• limited income splitting for couples in different tax brackets; 

• assistance with child care expenses (limited deductibility or child care 
subsidy); and 

• increased funding for post-natal services. 
 
8. The attached table outlines all the options that have been canvassed.  
Each of these options would cost approximately $30 million per annum. 

 
Recommendation 

 
9. It is recommended that the Committee: 

 
note the options for assisting parents for fiscal costs of approximately 
$30 million per annum. 
 
 
 
 
 
 
 
 
 

Rt Hon W F Birch 
Treasurer and Minister of Finance 

 
 

 

 

 

20160093 TOIA Binder Doc 3
Page 42 of 100



 
ASSISTANCE FOR PARENTS: IMPACTS FOR FISCAL COST OF AROUND $30 MILLION 

 
Option/Proposal Expected Impacts Target Group Option Assessment 

1.  Maternity Allowance  
 
a          Pay $520 lump sum to all 

mothers on the birth of a child.  
 

Assists with perinatal, but not ongoing 
costs. 
 

All birth mothers, irrespective of income 
(57,000 births per year). 

 If targeted to lower income groups, 
would provide a more significant 
payment and help mothers spend 
time with the infant child. 

 Simple to design, apart from the 
income test. 

 Wider spread than paid parental 
leave (except for option 1d). 

 People may characterise it as a 
“baby bonus”. 

 

b  Lump sum to mothers under certain 
household income thresholds. 

 

Assists with perinatal, but not ongoing 
costs. 
 

All birth mothers in low and middle 
income households 

c Payment made on 
completion of specified 
milestones such as 
immunisation.  
 

Encourages mothers to complete child 
health milestones.  

Unclear.  Most middle/higher income 
parents regularly complete milestones. 
 

d Restrict eligibility for 
allowance to those who had been 
in paid work prior to the birth. 
 

Focuses on mothers who are leaving 
the labour force. 

21,000 mothers would be eligible, using 
existing parental leave provisions. 

2.  Independent Family Tax Credit (IFTC) 

a          Increase IFTC  for all dependent 
children by $2.25 per week. 
 

Spreads assistance through childhood. 
150,000 families benefit 

Low to middle families, excluding 
beneficiaries.  
85% goes to families earning up to  
$45,000 p.a. 

IFTC currently costs $178 million.   
85% take up by those eligible for IFTC.   
33% have fortnightly payments. 
 
Effects of options: 
 Encourages independence from 

the state, particularly if extra 
assistance applies at income levels 
that beneficiaries moving into work 
are likely to earn.  

b Increase IFTC for younger children: 
 
•          Under 1 year by $27/week; or 
•          Under 3 years by $10/week; or  
• Under 5 years by $6.50/week. 
 

Focuses assistance on younger 
children.  On average: 
29,000 families gain $1,000 p.a. 
67,000 families gain $450 p.a. 
82,500 families gain $360 p.a. 

Low to middle income families, with 
younger children, excluding 
beneficiaries. 
90% would go to families earning under 
$45,000 p.a. (for all three sub-options). 
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c Lower abatement rate for family incomes 
between $20,000 – $27,000 to 13 cents/$1. 
  

Spreads assistance through childhood. 
112,000 families gain $270 on average 
p.a. 

Targeted more to middle income 
households than options 2a and 2b. 
85% would go to families earning 
$20,000 - $45,000 p.a. 

 Does not require partnered 
mothers to have been in work. 

 Lower administrative cost than 
options 1, 4 and 5a and b.  

 New rates for under 5s or 3s would 
add to administrative complexity.  

 

d Lower abatement rate for family incomes 
above $27,000 from 30 cents/$1 to 26 cents/$1. 
 

Spreads assistance through childhood. 
82,000 families gain $365 on average 
p.a. 

Targeted more to middle income 
households than option 2c. 
90% would go to families earning 
$27,000 - $55,000 p.a. 

e Increasing threshold for 30% abatement 
rate to $31,000 

Spreads assistance through childhood. 
75,000 families gain $400 on average 
p.a. 

Targeted more to middle income 
households than option 2d. 
98% would go to families earning 
$27,000 - $55,000 p.a. 
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3. Family Support 
 
a Increase Family Support by $1.50 per 
child per week. 

Small income increase for all qualifying 
families.  On average:  
230,000 families gain $130 p.a. 
 

Similar to option 2a, but beneficiaries 
qualify as well. 

FS currently costs $927 million pa. 
 FS options have similar effects to 

IFTC options, except that 
beneficiaries also qualify, with 
lower assistance per child. 

•      FS options do not increase the 
        incentives on beneficiaries to     
        move to paid work.      
 

b A new rate for children under 5, 
increasing current rate by $3.50 per week.  

Focuses assistance on younger 
children. 
130,000 families gain $230 on average 
p.a. 

Similar to option 2b, but beneficiaries 
qualify as well. 

4. Limited form of Income Splitting – a 
capped rebate for couples in different tax 
brackets.    
 
Allowing couples with dependent children to 
fully income spilt would cost around $350 million 
per annum. 

Between $70-$215 assistance per 
couple with dependent children, per 
year. 
(This is a very limited form of income 
splitting.  Full income splitting would 
provide up to $5,130 assistance per 
couple, per year).  

Middle and high income earners.  Over 
half the assistance would go to families 
with combined incomes of $55,000 
plus.  
 
Sole parents would not benefit.   

• High administrative costs.  
• A year lead-time to implement.  
 
 

5.         Assistance with Child Care Expenses   •  
a Allow a capped tax rebate or deduction 
of child care expenses. 

Estimated to provide around $660 
assistance per family per year.  
 
The data available on child care 
expenses is poor – these estimates 
should be treated with more caution 
than usual. 

Two-income couples and sole parents 
who are working.   
 
Could be targeted to low and middle 
income families.  

• Rebate would provide equal levels 
of assistance to families with the 
same childcare costs. 

• Deduction would provide unequal 
assistance, depending on person’s 
Effective Marginal Tax Rate.  

• Administration costs could be high. 
b         Allow a tax deduction of work related 
child care expenses for the purpose of abating 
IFTC/Family Support. 
 
(Note:  This option is estimated to cost around 
$25m per year.) 

Families would benefit by up to 30% of 
their childcare expenses.  On average: 
 
19,000 families gain $1,580 p.a. 
 
Same data problem as for option 5a. 

Two-income couples and working sole 
parents. 
 
Middle income families.  Over 95% 
would go to families earning $25,000-
$55,000 pa. 

• Would add to the complexity of 
administering IFTC/FS. 

• Administration costs could be high. 
• Could provide an additional 

incentive to work. 

c         Extend the existing “housekeeper” 
rebate. 
 
 

The existing rebate could be increased 
from $310 per family per year to $825 
per family per year. 
 
Same data problem as for option 5a. 
 

Sole parents and married couples 
(where both parents work). 
 
Disabled people and taxpayers with a 
disabled spouse. 
 
Currently not targeted by income.  

• Rebate is currently paid at the end 
of the income year; the 
administration costs of providing it 
on a more frequent basis would be 
high. 
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d Enhance Child Care Subsidy. 
 
Options include: subsidising more hours per 
week for working parents; restructuring rates 
(eg. by age of child);  changing abatement 
regime so more people qualify. 

Reduces cost of working for parents 
who need to use formal childcare.    
 
Could encourage more parents to work.  

Currently targeted to low to middle 
income families. 

• Could encourage more parents to 
switch to costly, subsidised forms 
of child care. 

• Does not assist parents who stay 
at home to look after their children. 

6. Increased funding for Post-Natal 
Services (such as Plunket home visits). 

Provides child care services, rather 
than income support.   

Could be targeted to low and middle 
income families. 

• Does not provide financial 
assistance or incentives to work. 
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           T99C/603 
 
 
IN CONFIDENCE 
 
 
26 March 1999 
 
 
Prime Minister 
Treasurer 
 
cc: Minister of Finance 
 Associate Minister of Finance (Dr Hon Lockwood Smith) 
 Associate Minister of Finance (Hon Tuariki John Delamere)  
 
 
AIDE MEMOIRE:  ASSISTANCE FOR WORKING PARENTS  

1. This paper outlines two options to provide additional assistance to working 
families, for a fiscal cost of approximately $30 million: 
 
a Option 1:  A new tax credit of up to $150 per week over eight weeks for 

parents on the birth of a child – this would provide $1,200 in total 
per newborn. 

 
b Option 2:  An increase in the Independent Family Tax Credit (IFTC) for all 

dependent children of up to $2.00 per week – this would provide an extra 
$104 per year, per child up to the age of 18 (inclusive). 
 

2. For both options: 
 

• families not receiving a benefit, ACC weekly compensation or a student 
allowance would be eligible; and 

 
• families on low to middle incomes would be targeted (using existing Family 

Support and IFTC income thresholds and abatement rates). 
 
Objectives 

3. Both options would signal Government’s intention to support families 
taking responsibility for themselves, and reinforce existing incentives for families 
to keep off benefits.  This effect would be limited for option 1, as the 
requirement for families to be not in receipt of a benefit would only apply over 
the 8 week entitlement period. 
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4. Both options would contribute to family wellbeing, by relieving financial 
pressure on low to middle income families: 
 
• Option 1 would provide substantial assistance for a short duration 

immediately after childbirth; 
 

this may assist those parents who would otherwise return to work early for 
financial reasons to spend more time with their infant children (and/or to 
purchase quality childcare), and may contribute to good health outcomes 
for mothers and infants. 

 
• Option 2 would provide less assistance in the short term, but more in total 

per family in the long term, as the assistance would be (a) ongoing until 
the child reached 19; and (b) available for every child in the family. 

 
Comparison with Paid Parental Leave 

5. Both options could be viewed as alternatives to paid parental leave.  Like 
paid parental leave: 
 
• independent working families would benefit; and 
 
• families would be assisted in making a transition from two incomes to one 

income following the birth of a child.   
 
6. Unlike paid parental leave: 
 
• the additional assistance would be targeted by income;  
 
• entitlement would not be based on an individual’s previous employment 

record; and 
• no new compliance costs would be imposed on business. 
 
Option 1:  A Tax Credit for Working Parents on the Birth of a Child 

7. Approximately 25,800 families would receive the tax credit in any year.  
This is around 5% of total New Zealand families.  Of these families: 
 
• approximately 22,800 (or 90%) are currently within the income limits for a 

family tax credit (either Family Support or the IFTC).  These families would 
receive the full $1,200 per newborn. 

 
• approximately 3,000 (around 10%) would become newly eligible for a 

family tax credit, with the introduction of the new credit.  These families 
would receive less than $1,200 as the tax credit would be abated.   
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(The new tax credit would increase the threshold levels of family income, 
at which all family tax credits are fully abated away, and so some families 
would become newly eligible – these families’ incomes would be in the 
“abatement zone”.  Table 1 in the Annex shows the effect on income “cut-
out” points for family tax credits).  
 

8. Around 45% of births in any year would be eligible for the tax credit. 
 

9. Around 90% of the assistance would go to families earning up to $40,000.  
Table 2 in the Annex shows the estimated number of families within different 
income brackets who would benefit. 

 
Option 2:  An Increase in the IFTC for all Dependent Children 

10. Approximately 172,000 families would receive the increased assistance, in 
any year.  This is around 33% of total New Zealand families.  Of these families: 
 
• approximately 169,000 (or 98%) are currently within the income limits for a 

family tax credit (either Family Support or the IFTC).  These families would 
receive the full increase of $2.00 per week child; and 

 
• approximately 3,000 (or 2%) would become newly eligible for a family tax 

credit, following the increase.  These families would receive less than the 
full increase, as the amount would be abated. 

 
11. Around 85% of the assistance would go to families earning up to $40,000.  
Table 3 in the Annex shows the estimated number of families within different 
income brackets who would benefit. 
 
Recommendations 

12. This report if for your information. 
 
 
 
 
 
R D Judge 
for Secretary to the Treasury 
 
 
 
 
 
 
 
Rt Hon Jenny Shipley     Rt Hon W F Birch 
Prime Minister       Treasurer 
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Annex 
 
 

Table 1:  Effect of options 1 and 2 on cut-out points (i.e., the threshold 
levels of family income at which family tax credits are fully abated away) 
for a range of sample families 

Family structure Current cut-out 
point 

Option 1 
Cut-out 
point 

Option 2  
Cut-out 
point 

One newborn child 33,547 37,547 33,893 
Two children:  newborn and 5 
years  

41,693 45,693 42,387 

Three children:  newborn, 3 and 8 
years 

49,840 53,840 50,880 

Four children:  newborn, 3, 9 and 
14 years 

57,987 61,987 59,373 

Five children:  newborn, 4, 8, 13 
and 17 years 

69,773 73,773 71,507 

Note:  Under Option 1 the additional assistance would be limited to working families with 
newborns.  Under Option 2 the additional assistance would be available to all working families with 
annual incomes below the cut-out points. 
 

Table 2:  Estimated number of families within different income brackets 
who would receive the new tax credit under option 1 

Family 
taxable 
income 

Number 
of 
families 
who 
benefit  

Tax credit 
expenditure 

($M) 

% of total 
assistance  

Cumulative 
% of total 
assistance 

Number of 
families who 
would become 
newly eligible 
for family tax 
credits 

Below 
$15,000 

5,600 7 23% 23% 0 

$15,000 - 
$27,000  

5,300 6 21% 44% 0 

$27,000 - 
$40,000 

11,600 14 45% 89% Some 

Above 
$40,000 

3,300 3 11% 100% Some 

TOTAL 25,800 30 100% 100% 3,000 
Note:  Where a cell contains the word “some” it means the sample size was too small for this figure 
to be released under Statistics NZ regulations. 
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Table 3:  Estimated number of families within different income brackets 
who would receive the increase in the IFTC under option 2 

Family 
taxable 
income 

Number 
of 
families 
who 
benefit  

Tax credit 
expenditure 
($M) 

% of total 
assistance  

Cumulative 
% of total 
assistance 

Number of 
families who 
would become 
newly eligible 
for family tax 
credits 

Below 
$15,000 

39,500 5.54 18% 18% 0 

$15,000 - 
$27,000  

61,000 8.87 29% 47% 0 

$27,000 - 
$40,000 

57,400 11.47 37% 85% Some 

Above 
$40,000 

14,200 4.72 15% 100% Some 

TOTAL 172,100 30 100% 100% 3,000
Note:  Where a cell contains the word “some” it means the sample size was too small for this figure 
to be released under Statistics NZ regulations. 
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Treasury Report: Further Costings of Paid Parental Leave 
Options 

Date: 8 March 2001 Treasury 
Priority: 

High 

Security Level: In Confidence Report No: T2001/278 

Action Sought 

 Action Sought Deadline 

Treasurer/Minister of 
Finance 

(i) Agree to 
recommendations 

(ii) Note that this 
report replaces 
T2001/262, 
correcting a minor 
computation error 

None 

Associate Minister of 
Finance (Hon Trevor 
Mallard) 

Note None 

Associate Minister of 
Finance (Hon Paul Swain) 

Note None 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st 
Contact 

Catherine Atkins Acting Manager, Labour 
Market Section 

471 5088 
(wk)  

 

Sid Durbin Senior Analyst 471 5208 
(wk)  

 

 

s9(2)(a)
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8 March 2001 SH-2-2-5-1 

Treasury Report: Further Costings of Paid Parental Leave 
Options 

Executive Summary  

 
In December you requested costings of two tax funded options for paid 
parental leave (PPL), and indicative costs were provided [T2000/2561 
refers].  We report here on the further work that has been undertaken in 
consultation with relevant departments to verify these costings.  Those tax 
funded options were:   
 
1. payments being made at the maximum rate of the present parental tax 

credit rate (i.e., $150/wk), and the present base rate for the DPB for 
one child (excluding Family Support) (i.e., $212.9/wk net of tax); and  

2. with payments to be made for 8, 10 and 12 weeks funded partly by the 
removal of the Parental Tax Credit ($19 million).   

Employer funded options have also been costed, following a request from 
your Office earlier this month.   
 
Gross Fiscal and Employer Costs 

 
The following summary table sets out the estimates of the direct costs for the 
10 week option.   Detailed costings for 12 and 14 week paid parental leave 
options are also included in the report, along with sensitivity analysis 
around take-up rates. The costings contained in this paper are based on a 
number of assumptions around the design of the scheme (including take up 
rates and administration costs - see Annex 1), which have not been tested 
with Ministers, and therefore should be treated with caution.  (These are 
ongoing costs, and exclude set up costs.)   
 

Gross Fiscal and Employer Costs of Paid Parental Leave Options – 10 Weeks Payment
 
Annual Cost  
($M) 

Tax Funded Options 
Take up @ mothers 
80% and fathers 

50%  

Employer Funded Options @ mothers 90% and 
fathers 60% take ups  

Payments at 2/3 of 
earnings – up to 

Payments at 80% of 
earnings – up to 
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@ PTC 
rate 

@ DPB 
rate

$400/wk 
cap

$572/wk 
cap

$400/wk 
cap 

$572/wk 
cap

Fiscal Cost: 
Total payout 
Admin cost  
Remove PTC 
Total 

 
27.4 
3.5 

(19) 
11.9 

38.9
3.5

(19)
23.5

(19) (19)

 
 
 

(19) (19)

Employer 
Cost: Total 
payout 
Admin cost 
Total 
Levy (c/$100 
payroll) 

 
0 
0 
0 

0
0
0

40.7
4.5

45.2
12

51.2
4.5

55.7
15

 
48.9 
4.5 

54.9 
15 

61.4
4.5

67.4
18

 
 
 
Behavioural Responses  

 
Behavioural responses by employees and employers will arise from the 
introduction of a paid parental leave scheme, which will have  “second 
round” cost impacts.  These have not been included in the costings, as they 
are less certain.  Key behavioural responses include: 
 
3. potential fiscal savings resulting from benefit savings such as DPB and 

Family Support; and 

4. potential social benefits and fiscal savings resulting from improved 
health outcomes.  

 
PPL options will also have direct employments effects, which could 
increase with size of payments.  Taxes and levies will be largely borne by 
employees, mainly through reduced wages but also some reduced 
employment.  Conversely, some women may be encouraged to return to 
work.  Overall, we think these impacts will be negative but small.   
 
However, some savings to employers are expected where employers substitute 
payments under these options for payments under voluntary leave 
arrangements.  
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Distributional Impacts 

 
The options outlined in this paper will have distributional impacts.  
Clearly there will be a re-distribution of income from those employees 
without children to those having children.  
 
Our analysis also suggests that there is likely to be a redistribution of 
income among employees with children as a result of the eligibility 
criteria.  The eligibility criteria assumed in the costings is based on the 
criteria in the existing Parental Leave and Employment Act (PLEPA) – 
that an employee has worked for the same employer for 10 hours/week for 
at least the past 12 months.  Our analysis indicates that about 63% of 
women of all ages would be eligible under the criteria.  The data also 
suggests that those in stable employment positions and higher paid 
positions are more likely to be able to access PPL.  Conversely, less than 
half of all women in several relatively low paid occupations would be 
eligible. 
 
In addition, the removal of the Parental Tax Credit (PTC) could 
disadvantage some low to medium income working families.  Some families 
who would be able to access the PTC may not be able to access PPL.  There 
is little certainty about the size of this effect.  
 
Which Option will best achieve the Government’s Objectives? 

 
There is lack of clarity around Government objectives for the scheme and 
therefore it is difficult to assess which broad approach will best achieve 
the Government’s objectives.  A key design feature is the eligibility criterion 
being used.  The achievement of objectives will be limited to those who can 
access the scheme.   
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The objectives could also give conflicting directions for the design of the 
scheme, which will need to be carefully managed.  For example, improving 
the employment outcomes of women seeks to make it easier for women to 
pursue both a career and having children.  If this is the key objective then 
it suggests a design of a scheme that is based on employment history with 
payments at some proportion of salary would best achieve this and the 
scheme would be less concerned about distributional effects.  If however, a 
key objective of the Government is to improve outcomes for low income 
families this suggests a design that ensures broad access to the scheme but 
payments based on a level adequate to improve outcomes for low income 
families. 
 
Source of Funding 

 
The choice about source of funding is largely separable from other choices 
about the design of the PPL scheme (such as eligibility).  The funding 
options have differing effects.  Funding PPL by a new payroll levy would 
increase the costs of tax-administration costs and possibly employers’ 
compliance, compared to funding PPL from existing taxes.  However, tax 
funding would require foregoing other Government spending and/or debt 
reduction and/or tax increases.  Further, a new payroll levy could 
potentially be viewed as an increase in taxation, and as a precedent for 
other tied taxes.    
 
Further Work is Needed 

 
The design of the scheme, including the choice of eligibility criterion and 
the level of payments, depends on the Government’s key objectives. As a first 
step, it is therefore essential that Ministers agree on the set of policy 
objectives underlying the scheme. These objectives need to be considered 
alongside the Government’s broader social and economic objectives, and in 
the context of the range of tools the Government has to address them.  When 
the objectives have been clearly articulated, it will be possible for officials 
to undertake more detailed work on the design of a scheme which best 
achieves the Government’s objectives at least cost. 
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Recommended Action 

We recommend that you 
 
a note the costings are indicative only, and are based on a number of 

assumptions around the design of the scheme that have not been tested 
with Ministers; 

 
b note that the analysis indicates that in general women in more stable 

and higher paid jobs are more likely to gain access to the scheme 
under the proposed criteria you agreed be used for the costings; 

 
c note  it is likely that some low income working families would lose 

the Parental Tax Credit, but would not benefit from paid parental 
leave; 

 
d note that the design of an optimal scheme, including the choice of 

eligibility criterion and the level of payments, will depend on the 
Government’s key objectives; 

 
e discuss with your colleagues the need to establish a process to ensure 

Ministers agree to the set of objectives that should underpin the 
scheme; and 

 
f refer a copy of this report to, the Prime Minister, the Ministers of 

Labour, Social Services and Employment and the Minister of Women’s 
Affairs. 

 
 
 
 
 
Catherine Atkins 
Acting Manager, Labour Market Section 
for Secretary to the Treasury 
 
 
Prime Minister 
Minister of Labour 
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Minister of Women’s Affairs 
Minister of Social Services and Employment 
 
Referred:  Yes/No 
 
 
 
 
 
Hon Dr Michael Cullen 
Treasurer/Minister of Finance 
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Treasury Report: Further Costings of Paid Parental Leave 
Options 

Purpose of Report 

1. This report provides:  
 

• revised estimates of the costings for the tax funded paid parental 
leave options that we reported to you in December [T2000/2561 
refers];  

 
• the costings requested by your Office in February on other 

employer funded options; and 
 
• comment on the distributional impacts of moving from the 

Parental Tax Credit (PTC) to paid parental leave (PPL), and the 
consistency of these impacts with the possible objectives of PPL.   

Analysis 

2. The key features of the options for which you requested costings in 
December are as follows:   

 
• The parental leave payments would be set at two rates, the 

maximum rate of the present parental tax credit rate (i.e., 
$150/wk), and the present base rate for the DPB for one child 
(excluding Family Support) (i.e., $212.9/wk net of tax), with 
payments to be made for 8, 10 and 12 weeks. 

 
• The proposals would be funded from taxation, payments would 

not be conditional on a return to work or abated with increasing 
income, and would also be available to fathers. 

 
• The removal of the PTC, presently $19 million in the IRD 

baseline for 2001/02.   
 
3. A further request for costings of PPL options came from your Office 

earlier this month.  These were to be employer funded, with payments 
for 10 and 12 weeks at 2/3 and 80% of salary up to payment caps of 
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$572/wk and $400/wk.  The removal of the PTC is also assumed 
here.1   

 
4. The Department of Labour, the Ministry of Women’s Affairs, the State 

Services Commission, the Ministry of Social Policy, and the 
Department of Work and Income were consulted in the preparation of 
this paper.   

 
Gross Fiscal and Employer Costs of Paid Parental Leave Options  
 
5. Tables A and B below set out the gross annual costs of these paid 

parental leave options – first for the tax funded option, and then for 
the employer funded option.  Gross costs include payments to eligible 
employees and administration costs. These costings are indicative only 
and could vary significantly depending on the design of the scheme. 
The tables exclude potential savings, as these are much less certain.  
For ease of presentation, the data is for the 10 week time period, with 
fathers eligible for 2 weeks leave2.  As take up rates are uncertain, 
high, low and most likely take up rates are costed in Annex 4.   

 
6. The eligibility of employees for paid leave is calculated on two bases.  

First we use the existing provisions for unpaid leave in the Parental 
Leave and Employment Protection Act (PLEPA) – that an employee 
has worked for the same employer for over 10 hours/week for at least 
the past 12 months.  The “No employment history” option then 
indicates the effect of relaxing the PLEPA eligibility criterion – 
although intermediate options could be assessed.   

 
Table A:  Gross Fiscal Costs of Tax Funded - 10 Week Option 

(In each option fiscal savings of $19 M from the removal of the PTC) 
Annual Fiscal Costs 

($M) 
Eligibility under 

PLEPA - 
No employment history 

required 
@ PTC rate @ DPB 

rate
@ PTC rate @ DPB 

rate
                                  
1  The provision of these costs is taken to supersede the request for comments on 

the paper by Rose Ryan and Heather McDonald referred to in our December 
2000 report. 

2  Two weeks paternity leave is provided under PLEPA, and two weeks paid 
paternity leave was proposed in Laila Harre’s 1998 Private Members Bill.  
However, other assumptions on duration could be tested.   
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Likely take up: mothers 
@ 80% and fathers @ 
50%   
Total payments 
Administration cost 
Net cost, less PTC 
($19M) 

27.4
3.5

11.9

38.9
3.5

23.4

 
 

40.4 
5.0 

26.0 

57.4
5.0

43.4

Low take up:  mothers 
@ 70% and fathers @ 
45%   
Net cost, less PTC  

8.6 18.7

 
 

21.5 36.4

High take up: mothers 
@ 90% and fathers @ 
60%   
Net cost, less PTC  

15.7 28.7

 
 

31.9 51.2

 
7. The numbers of mothers and fathers eligible for paid parental leave, 

and assumptions about the numbers taking up PPL are set out in 
Annex 1.  These take up rates, the lower and higher and most likely 
rates, are “best guesses”.  The factors influencing them are also set out 
in Annex 1.   

 
8. Preliminary estimates of the administration costs of the tax funded 

scheme have been obtained from the Department of Work and Income.  
These costs are indicative only, and will need to be reviewed once the 
broad policy parameters of the scheme that dictate its shape and 
complexity have been determined.3 

 
9. Table B below sets out gross annual fiscal costs and the costs to 

employers for the employer funded option.  The take up rates used 
here are higher as these options are more generous.  The 
administration costs of this option will increase to include the costs of 
levy collection and fund management.  As a rough approximation, 
additional costs of $1million are assumed.  The most cost-effective 
form of administration will need to be determined once the broad 
parameters of a PPL scheme were decided upon.  More details on 
administration costs are given in Annex 1. 

                                  
3  DWI has estimated that for the processing of 40,000 applications the ongoing 

costs would be around $3.5 million per year, and for 80,000 applications 
would be $5 million per year.  These costs are used for high and low levels of 
applications.  Set up costs are also involved, but not included in this table. 

 

 

 

20160093 TOIA Binder Doc 5
Page 62 of 100



In Confidence 
 

T2001/278: Costings of Paid Parental Leave Options   Page 11 
 

 
Table B:  Gross Employer Costs of Employer Funded 10 Week Option 

Annual Costs ($M) 
 
Take up - mothers @ 
90%, fathers @ 60% 

Payments 2/3 of 
earnings 

 

Payments 80% of 
earnings 

Capped at 
$400/wk 

Capped at 
$572/wk 

Capped at 
$400/wk  

Capped at 
$572/wk 

Using PLEPA 
Total payments 
Administration costs 
Total 
Levy (c/$100 payroll) 
 

40.7
4.5

45.2
12

 

51.2
4.5

55.7
15

 

 
48.9 
4.5 

53.4 
15 

61.4
4.5

65.9
18

 
No tenure required:
Total payments 
Administration cost  
Total 
Levy (c/$100 payroll) 
 

54.9
6.0

60.9
16

 

67.8
6.0

73.8
17

 

 
65.9 
6.0 

71.9 
18 

81.4
6.0

87.4
22

 
 
10. The cost data indicates that having a fixed level of payments, rather 

than one that rises with salary, reduces the overall cost of the options.  
Capping payout rates has a similar effect.  The effect of relaxing the 
eligibility criteria, while significant, is not as large as might have 
been expected.   

 
Impacts of Behavioural Responses on Costs to the Crown and Employers 

11. Introducing a paid parental leave scheme will have  “second round” 
cost impacts that result from behavioural responses by employees and 
employers.  These effects include reduced families assistance, impacts 
on state sector employers, health effects, employment effects, and 
savings to employers in voluntary parental leave payments.  They are 
discussed in more detail in Annex 2.   

 
12. There is considerable uncertainty about the likely extent of these 

responses, and hence about the fiscal and employer savings that are 
likely.  Nevertheless, the combined fiscal effect of these responses is 
unlikely to be zero.  More work on these impacts is unlikely to reduce 
this uncertainty about savings (with perhaps the exception of health 
effects), as the base data is unavailable and the behavioural responses 

 

 

 

20160093 TOIA Binder Doc 5
Page 63 of 100



In Confidence 
 

T2001/278: Costings of Paid Parental Leave Options   Page 12 
 

are hard to predict.  Further analysis here is, therefore, unlikely to 
contribute to policy choice.   

 
13. Behavioural responses are mainly influenced by the size of payments.  

With smaller payments, take up will be lower, and employment and 
family support impacts will be reduced.  There are only minor 
differences in the employment effects between the sources of funding.   

 
Employment Effects 

 
14. Overall, the employment effects of PPL are likely to be small but 

negative.  There will be several employment effects: 
 

• The costs of both levy and tax funded options will be borne in 
large part by employees, largely in the form of lower wages with 
some reduction in employment.  The effects on wages and 
employment are expected to be broadly similar.   

 
• PPL will encourage some women to return to work.  It is not 

possible to form a clear view on whether any increases in 
employment resulting from paid leave will offset the reductions 
in employment arising from the funding of PPL, but this seems 
unlikely to be the case.   

 
• Where PPL encourages women to return to their previous 

employer, those employers may avoid the costs of recruiting and 
training new staff.  We would expect that where such savings 
existed, employers would have addressed them already through 
voluntary schemes.   

 
Distributional Impacts for Eligible Employees 

15. There will be a number of distributional impacts from the policy 
proposals being considered here.  In the discussion of employment 
impacts, it was argued that there is a re-distribution from those 
employees not having children to those having children. Other 
potential distribution effects are discussed in this section.  
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Which Women Gain from the Introduction of PPL? 

 
16. Set out below is data on the occupations of women most likely to 

satisfy the PLEPA eligibility criterion4.  The statistics show that in 
total approximately 63% of women of all ages would be eligible under 
PLEPA. In several relatively low paid occupations less than half of all 
women are eligible.  Conversely, those in stable employment situations 
and higher paid positions are more likely to be able to access PPL. 

 
Table C:  Eligibility of Women for PPL by Occupation
Occupation Number of 

Women by 
Occupation

% Women 
eligible 
under 

PLEPA 

Median 
hourly 

earnings

Legislators, Administrators, Managers 
Professionals 
Technicians and Associated 
Professionals 
Clerks 
Service and Sales Workers 
Agricultural and Fishery Workers 
Trades Workers 
Plant & Machine Operators and 
Assemblers 
Elementary Occupations 
Not Specified 

39,626
71,630
62,550
92,539
93,745
9,419
6,468

19,332
17,768
2,304

80 
72 
71  
66  
49  
48  
69 
70 
46 
44 

16.14
17.74
14.20
13.26
10.00
10.00
11.51
10.75
10.00
14.80

Total 415,381 63 12.58
 

Who will lose from the removal of the PTC? 

 

                                  
4  The eligibility data in this table is from the 1996 HLFS Education and 

Training Supplement.  It is being re-calculated for women aged between 20 
and 40 years, as these are the main childbearing years.  It is possible that 
such a table will show differences in the percentages of women eligible – 
both by occupation and overall.  However, the data was unavailable when 
finalising this report.   
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17. We estimate that some families could lose from the removal of the 
PTC5.  This effect has been hard to quantify6.  The following table 
indicates the numbers and proportions of families who could 
potentially be eligible for assistance under either or both of the two 
schemes.7  The data suggests that, of women in the workforce, the 
number who would only be eligible for the PTC is small.  However, 
this data should be used with caution because of difficulties in its 
calculation.  It should also be noted this data is for all eligible 
women, not just those women having children in a given year.  This 
allows more robust data to be used, but there may be systematic 
differences between this wider group and those families having 
children in a particular year.   

 
 
Table D:  Comparison of Eligibility for PTC and PPL 

Eligible 
families  

Only for 
PTC

Only for 
PPL

Eligible for 
both

Eligible for 
neither 

All women 
   All women 
   In workforce 

474,462
51,364

339,858
339,858

143,268
143,268

 
522,487 
114,427 

Women under 
40 
   All Women 
   In workforce 

146,960
42,390

137,130
137,130

89,039
89,039

 
309,287 
86,734 

 

Which Option will best achieve the Government’s Objectives?   

 
18. There is little clarity around the key Government objectives for PPL.  

Key objectives might include, but not be limited to:  
 

                                  
5  In this income year, although only a limited number of applications have yet 

been received, IRD considers that the take up is likely to be relatively high - 
in the vicinity of 80%. 

 
6  This evidence comes from Treasury’s TAXMOD, which is used to evaluate the 

impacts of various tax and benefit changes.   
 
7  Note that a number of low income working families with women not in the 

workforce would lose the Parental Tax Credit, but would not benefit from 
paid parental leave.   
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• improving the employment outcomes for women who are 
disadvantaged through spending time out of the labour market for 
child rearing, and encouraging fathers to share the 
responsibilities within families;   

 
• increasing labour market attachment for female employees by 

enhancing their ability to balance work and family 
responsibilities; and 

 
• improving the health and welfare of mothers and their children 

following birth by encouraging breastfeeding and providing 
further financial support for low income families, thereby 
allowing mothers who might otherwise return to work early for 
financial reasons to spend more time at home.   

 
19. In a relatively modest way, PPL seeks to make it easier for a woman to 

combine a career with having children.  The options considered here 
will only partially replace the losses in income experienced in spells 
away from work and redistribute the costs of childbearing, as 
payments would be made at benefit levels or capped at or below 
women’s average wage.  This limits its effectiveness for higher income 
earners.  However, it could be argued that existing PPL arrangements 
are more common for those on higher salaries, and that the options 
being reviewed here would tend to meet the needs of those on lower 
incomes.   

 
20. The objectives could also give conflicting directions for the design of 

the scheme, which will need to be carefully managed.  For example, 
improving the employment outcomes of women seeks to make it easier 
for women and give them the choice to pursue both a career and 
having children.  If this is the key objective then it suggests a design of 
a scheme that is based on employment history with payments at some 
proportion of salary would best achieve this and the scheme would be 
less concerned about distributional effects.  If however, a key objective 
of the Government is to improve outcomes for low income families this 
suggests a design that ensures broad access to the scheme but payments 
based on a level adequate to improve outcomes for low income 
families. 
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Source of Funding 

 
21. The choice about source of funding can be largely separated from the 

other choices about the design of the PPL scheme.  The funding 
options have differing effects.   

 
• Funding PPL by a new payroll levy would reduce employment 

and increase employers’ compliance costs, tax-administration 
costs and the complexity of the tax system, and could be seen as a 
precedent for ad hoc tied taxes. 

 
• An increase in existing income taxes would reduce employment to 

a similar extent as a new levy, but would not increase 
compliance and administration costs or complexity, and is less 
likely to be a precedent for new tied taxes. 

 
• Funding PPL from existing taxes would not incur the above costs, 

but would require foregoing other Government spending and/or 
debt reduction.    

 
22. Both a new payroll levy and an increase in the existing income tax 

could potentially be interpreted as indicating that the Government is 
more willing to increase tax than limit spending.   

 
Further Work is Required 
 
23. The costings contained in this paper are based on a number of 

assumptions around the design of the scheme, which have not been 
tested with Ministers, and therefore should be treated with caution.  
The design of the scheme, including the choice of eligibility criterion 
and the level of payments, depends on the Government’s objectives.  

 
24. As a first step, it is therefore essential that Ministers agree on the set of 

policy objectives underlying the scheme. These objectives need to be 
considered alongside the Government’s broader social and economic 
objectives and in the context of the range of tools the Government has 
to address them.   

 
25. When objectives have been clearly articulated, it will be possible for 

officials to undertake more detailed work on the design of a scheme 
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which best achieves the Government’s objectives at least cost.  Initially, 
major decisions are required on:  

 
• which eligibility criterion to adopt – PLEPA or some other; 

 
• what level of payments to make;   

 
• how payments are to be funded – from taxation, or by employer 

levy; and 
 

• whether to remove of the Parental Tax Credit.   
 
26. Once decisions in principle are made on these major issues, more 

detailed work will need to be undertaken by agencies on:  
 

• the specifics of eligibility, such as the treatment of the self 
employed and same sex couples, whether mother and father 
eligibility should be overlapping, and the revision of existing 
legislation; 

 
• the form of administration to be adopted, including choice of 

agencies to perform the management, collection and payment 
functions, and, if employer funding is adopted, fund 
management; and  

 
• the interface between the statutory scheme with existing 

arrangements, including whether it overrides voluntary PPL 
arrangements, and its interface with the benefit system. 
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Annex 1:  Key Assumptions on Eligibility, Take-Up and 
Administration Costs 

 
1. In the estimation of these fiscal costs a number of assumptions have 

been made on the eligibility of mothers and fathers for paid leave, 
and on the likely rates of take-up of paid leave.  This Annex discusses 
the assumptions being made.   

 
i Births to working mothers 

 
2. We have assumed that working women are just as likely to have 

children as those not in the workforce8.  The key source of information 
on this assumption comes from the University of Waikato’s “New 
Zealand Women: Family, Employment and Education Survey 1995” 
(NZWFEE).  The estimate of the proportion of births to women 
employed as wage and salary earners from the NZWFEE is close to the 
implied proportion of births to women employed as wage and salary 
earners from the PPL costings.   

 
3. There are some risks around this assumption.  Firstly, the NZWFEE 

results use a small sample size to estimate the different birth rates, 
and the survey questions did not directly address this issue.  Secondly, 
it is possible that employed women may have lower birth rates than 
non-employed women, given that countries with higher employment 
rates tend to have lower birth rates.  If this is the case then the fiscal 
costs of PPL may be over-estimated (as fewer working women would be 
eligible).   

 
ii Numbers of women eligible for PPL 

 

4. Under the Parental Leave and Employment Protection Act (PLEPA), 
the eligibility of employees depends on their employment history, 
namely that they have worked at least 10 hours/week for the last 12 
months for the same employer.  Again, there is relatively limited data 

                                  
8  There are around 56,000 live births in New Zealand each year.   
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available on how many working women would be eligible for PPL 
under this criterion.  The 1996 HLFS Education and Training 
Supplement has data on the proportions of full time and part time 
women who have worked more than a year, and the proportions who 
work more than 10 hours per week.  The Department of Labour’s 
estimate of the numbers eligible under PLEPA assumes that the 
probabilities of working for one employer for more than one year and 
working more than 10 hrs/wk are uncorrelated.  On this basis, 80% of 
women in full time employment and 45% of women working part time 
would be eligible.  Overall, eligibility is around 65% of working 
women.   

 
iii Take up rates by women of paid parental leave 

 
5. It is assumed that between 70 – 90% of eligible women will take up 

paid parental leave in the tax funded options, with a likely take up 
rate of 80%.  The lower bound approximates the take-up rate by 
women found in a 1994 Department of Labour survey of unpaid 
leave.  An upper limit of 90% and most likely rate of 80% will be 
influenced by several factors.  It assumed that a number of women and 
their employers would prefer to retain their existing paid parental 
leave arrangements.  However, a number may re-negotiate their 
contracts to take advantage of the statutory scheme, although the extent 
will depend on perceptions about policy stability.  More women are 
likely to take up paid leave compared to unpaid leave, although some 
may not use the scheme because the relatively low levels of payment 
do not sufficiently offset the perceived costs of applying.  Others may be 
unaware of the availability, or would prefer not to seek PPL “benefit” 
payments from DWI, or have difficulty proving their eligibility.   

 
6. It is assumed that between 75 – 95% of eligible women will take up 

paid parental leave in the employer funded scheme, with a likely 
take up rate of 90%.  The higher take up rates stem largely from this 
scheme being more generous.  Recent international research highlights 
that higher take-up rates are associated with higher payment rates.9  
It is assumed that full take-up will, however, not occur for a range of 

                                  
9  Patrick Bollé “Parental Leave” in Martha Fetherolf Loutfi (ed) “Women, 

Gender and Work” International Labour Office, Geneva (2001) 347 at 355. 
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reasons.  In addition to the reasons discussed above, mothers may 
choose not to take-up their entitlements for both financial reasons 
(being unwilling or unable to bear any reduction in income at all) 
and professional reasons (preferring to take shorter or no breaks for 
career reasons). 

 
Table 1A:  Women’s Eligibility and Alternative Take-up Rates 
 Tax funded options Employer funding 

No tenure 
required

PLEPA 
eligibility

No tenure 
required 

PLEPA 
eligibility

Numbers eligible 
 

28,828 19,229 28,828 19,229

Likely % take-up:  
Parents taking up 
 
Low take up  
High take up  

80%
23,062

70%
90%

80%
15,382

70%
90%

90% 
25,945 

 
75% 
95% 

90%
17,306

75%
95%

 
iv Eligibility and take up rates for fathers 

 
7. The number of eligible fathers under the tax-funded options is 

estimated to be 29,000.10   It has been assumed for the flat-rate tax-
funded options that there is no connection between fathers’ eligibility 
to payments and their spouses’ eligibility for payments.  This is 
consistent with paternity leave under PLEPA, which allows 
overlapping eligibility.  Under the employer-funded options the 
number of eligible fathers is estimated to be 15,500 – 29,000.  This 
range of figures reflects a choice over whether eligibility of parents 
overlaps or not.  Under Laila Harré MP’s 1998 Paid Parental Leave 
Bill fathers were only eligible for two-weeks of paid parental leave 
where their partners were not eligible for paid maternity leave.  We 

                                  
10  This estimate is based on there being 39,000 births in families with 

employed fathers, with 
 

• 30% of part-time employed fathers being eligible, and part-time 
employed fathers being 11% of employed fathers; and 

 
• 80% of full-time employed fathers being eligible, and full-time 

employed fathers being 89% of employed fathers. 
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have continued this assumption of non-overlapping eligibility in the 
costings of employer funded options.   

 
8. It is assumed that eligible fathers will take up entitlements to paid 

leave at the following rates: 
 

• for the taxpayer funded options, between 45 – 60 % of eligible 
fathers, with the most likely rate being 50%; and 

 
• for the employer funded options, between 45 – 75% of eligible 

fathers, with the most likely rate being 60%. 
 

The lower bound approximates the current take-up rate of fathers 
found in 1994 Department of Labour survey of unpaid parental leave.  
It is likely that there would be a small increase in the number of 
fathers that take parental leave as a result of the introduction of 
payment.  This increase is, however, likely to be limited as the level 
and duration of payment, as well as the costs of applying for payments 
(as discussed above for mothers), would provide a limited incentive for 
fathers to change their behaviour, other than those fathers who would 
otherwise take unpaid leave.  There will also be a limited incentive 
for fathers who currently take other forms of leave (i.e. paid sick or 
annual leave) to take paid parental leave where there is a significant 
difference between the levels of payments that they would be choosing 
between. 

 
Table 1B:  Fathers Eligibility and Alternative Take-up Rates
Employees Tax Funded – with 

fathers eligibility 
overlapping with spouse’s 
eligibility 

Employer funded – with 
fathers eligibility not 
overlapping with spouse’s 
eligibility 

 No tenure 
required 

PLEPA 
eligibility 

No tenure 
required 

PLEPA 
eligibility 

Numbers 
eligible 

39,034 29,024 21,000 14,733

Likely % take-
up:  
Parents taking 
up 
 
Low take up  
High take up  

50% 
19,500 

 
45% 
60% 

50%
14,500

45%
60%

60%
10,500

45%
75%

60%
9,300

45%
75%
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v Administration costs 

 
9. Preliminary estimates of the administration costs of the tax funded 

scheme have been obtained from the Department of Work and Income.  
Once the broad parameters of the PPL scheme are decided, the choice 
of delivery agency will need to be revisited to ensure consistency with 
the objectives of the scheme.11  While there is a volume to cost 
relationship, a key factor in determining administrative costs is policy 
design.  Due to limited policy parameters available to DWI to cost this 
task (such as whether PPL payments are a benefit or a grant), the costs 
provided are indicative only, and should be treated with caution.  
DWI has estimated that the set up costs would be around $3.3 million, 
while for the processing of 40,000 applications using SWIFTT the 
ongoing costs would be around $3.5 million per year, and for 80,000 
applications would be $5 million per year.  These costs will need to be 
reviewed once the broad policy parameters of the scheme that dictate 
its shape and complexity have been determined.  

 
10. It is more difficult to assess the administration costs of the employer 

funded option, as it is less clear which agency would be responsible 
for payments and funds management.  An indication of the possible 
costs has been drawn from organisations performing similar functions.  
It would be higher than administration costs for the tax funded option 
as it will need to include the costs of levy collection and fund 
management.  As a rough approximation, additional costs of $1million 
are assumed.  The Health and Safety in Employment levy has been 
collected in the past by ACC for around $0.5 million, although this 
collection fee is presently under review.  If “piggybacking” on the 
collection of ACC levies was not possible, this cost would rise 
considerably.  Treasury has calculated the fund management costs for 
a range of organisations as being in the range of 0.5% to 1% of total 
assets per annum, depending on amount of funds, type of assets, 
complexity of investment.  Set up costs would also have to be added.  
As one example, which involved DWI interfacing with IRD to manage 
the Retirement Savings Scheme in 1997, these set up costs were 

                                  
11  For instance, making payments through DWI may lower the take up rates, 

since people in the paid workforce may be reluctant to receive assistance from 
an agency they may associate with welfare and employment assistance.)   
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provisionally estimated at $4.4 million.  The most cost-effective form 
of administration will need to be determined once the broad 
parameters of a PPL scheme were decided upon.   
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Annex 2:  Impacts of Behavioural Responses on Costs to the 
Crown and Employers  

 
1. The introduction of a paid parental leave scheme will have  

“second round” cost impacts that result from behavioural 
responses by employees and employers.  We consider here 
reductions in family assistance, impacts on the State as employer, 
health impacts, employment effects, and savings to employers with 
existing voluntary PPL arrangements.  These effects could produce 
both fiscal savings and cost savings for employers.   

 
Assistance to Families 

 
2. Two types of benefit savings are likely: 
 

• reduced payments to mothers who delay moving onto the 
DPB; and  

 
• reduced family assistance payments where paid parental 

leave increases the combined income of families.   
 
3. It is assumed here that, of the 3500 women who move onto the 

DPB each year, about 10% would have been eligible for paid 
leave under the PLEPA criterion.  There is little data available to 
substantiate this proportion, but it is thought to be of the right 
order of magnitude.  It would rise if tenure requirements for 
eligibility were relaxed.  The effect of delaying DPB payments to 
women is likely to be less than $1 million.   

 
4. There are several ways the introduction of PPL could impact on 

family assistance payments.  First, for those who receive parental 
leave payments, there may be reduced payments of Family 
Support and the Independent Family Tax Credit effect.  Two 
separate means of estimating this effect have produced numbers 
around $3.6 million.  The method of calculation used by 
Treasury is considered likely to over-estimate the costs involved.  
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Second, where PPL encouraged additional women to return to 
work, some proportion of these would receive reduced family 
assistance.  Subject to caveats about the robustness of such return 
to work estimates, one estimate of this effect of $0.65 million has 
been made.  Third, for those losing the PTC there may be 
increased payments of some Special Needs Grants, although this 
effect is thought to be small.    

 
State Sector Impacts 

 
5. Payments under the proposed scheme might replace or supplement 

the existing PPL arrangements provided by agencies in the central 
government non-trading sector 12.  Under the tax funded options, 
funding would be available in addition to the appropriations 
that cover existing PPL arrangements.  Under the employer 
funded options, levy payments would increase employment costs.  
Consequently, there are savings available under the tax funded 
options, and costs to State agencies under the employer funded 
options.  For the reasons set out below, the fiscal implications of 
these effects are expected to be low13.   

 
• Agencies are likely to retain their existing arrangements for 

several reasons.14  They are contained in contracts that the 
proposed scheme seems unlikely to over-ride, they provide a 
means of encouraging staff to return to work, and the tax 
funded scheme at least is less generous.  In this case, state 
sector employers may over time utilise the funding that is 
available under the proposed options, although there is little 
incentive for them to do so..  This generates potential savings 
in personnel costs in the affected votes.   

 

                                  
12  We understand that presently departments typically make ex gratia 

payments of six weeks leave to employees between 3 to 6 months after 
they return to work.   

 
13  We estimate that around 6-7,000 women in the central government 

non-trading sector could be eligible for payments under the options.   
14  Employees would also be able to “double dip”. 
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• It could prove difficult for any savings to be recovered from 
agencies by Treasury.  Data is poor on when and where ex 
gratia payments are now made, or where adjustments away 
from contractual schemes are occurring.  Thus recovery is 
expected to be minimal.   

 
• Where a levy is imposed, the agency may seek to offset the 

increased personnel cost by utilising payments from the 
proposed scheme to reduce their existing voluntary PPL 
payments or by seeking increased appropriations.  
Alternatively, the cost of the levies could be absorbed.  
Increased appropriations would in practice be decided on an 
agency by agency basis.  The outcome, in terms of increased 
fiscal costs, is unclear, but is likely to be low. 

 
• Access to a general paid leave scheme may encourage more 

employees to return to work.  This will depend in part on 
how widely available existing parental leave provisions are 
in agencies, and on the recruitment cost savings for the 
classes of staff most likely to take paid leave under the 
proposed scheme.  The potential fiscal savings here appear 
small.   

 
Health Impacts 

 
6 There are a number of health benefits for mother and child 

possibly attributable to PPL.  Time spent at home will help a new 
mother to recover from childbirth and improve parental bonding 
with the child, which could have positive health benefits.  If PPL 
helped to increase breastfeeding rates then this is also likely to 
have positive health benefits, due to the known health benefits of 
breastfeeding. While there is evidence to suggest that PPL has 
positive health benefits15, those benefits appear to be very limited.   

 
 
 

                                  
15  Ruhm, C, “Parental Leave and Child Health”, Working Paper 6554, 

National Bureau of Economic Research, May 1998 
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 Employment Effects 
 
6. PPL will have several employment effects.  The first, and main, 

effect relates to the negative impacts of the tax or levy on wages 
and employment.  While the mechanisms involved in moving 
from legal incidence to economic incidence differ between 
employer and tax funding, their outcomes are considered to be 
broadly similar, with employees bearing much of the cost.  In 
effect, PPL re-distributes income to those employees receiving PPL 
from other employees.   

 
• In the case of an employer levy, the initial impact of the 

payroll tax will be on employers’ profits.  However, over time, 
a significant portion of this levy will be passed on to 
employees in the form of lower wages.  There will also be 
some reduction in employment.  The Department of Labour 
has calculated that somewhere between 2/3 and 4/5 of the 
levy may be passed on to workers in the form of lower wages 
(based on empirical estimates of labour demand 
elasticities16), some may be passed on to consumers through 
higher prices (in markets where international competition is 
weak), while employers will absorb the remainder.   

 
• With funding through an increase in income tax, the effect 

will fall directly on employees and the self employed, while 
the remainder will be borne by shareholders and savers 
through the tax on capital income.  Since taxes on wages and 
salaries are a major component of income tax, employees will 
again bear much of the cost of PPL.  In addition, the tax on 
income from capital will also flow through indirectly to 
employees.  (In practice, increased fiscal costs can be met 
from a number of sources, such as increased GST, borrowing 
or ceasing lower valued expenditure.)   

 

                                  
16  Daniel S Hamermesh (1993), “Labour Demand”, Princeton University 

Press, and Mark Killingsworth (1983), “Labour Supply”, Cambridge 
University Press. 
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7. A second effect is that PPL encourages more women to return to 
work.  Evidence on the numbers of women returning to work 
under paid leave, over and above those returning under unpaid 
leave, has been drawn from an international study by Ruhm17 of 
the introduction of PPL schemes in nine European countries over 
24 years.  There are a number of difficulties involved in 
applying that result here18.  Some relate to the technical methods 
of the study, while others relate to the applicability of the 
findings to the specific policies under consideration here.  Given 
the quality of evidence available, it is not possible to form a view 
on how much of the increases in employment resulting from paid 
leave will offset the reduction in employment noted earlier 
arising from the funding of PPL.  But it is unlikely that these 
will offset the employment losses under PPL.  Overall, the 
negative employment effects are likely to be small and most of the 
costs of PPL are likely to come in the form of lower wages for 
workers.   

 
8. A third and related effect is that, where PPL encourages women 

to return to their previous employer, those employers may avoid 
the costs of recruiting and training new staff.  Where this 
occurred, productivity gains would be obtained.  Savings related 
to recruitment, training, institutional knowledge and 
productivity were estimated as being around $12,000 per person, 
based on the view that, on average, 20% of skills tend to be 
employer specific.  Only a limited number of estimates of 

                                  
17  Ruhm, C, “The Economic Consequences of Parental Leave Mandates:  

Lessons from Europe”, Quarterly Journal of Economics, February 1998. 
 
18  Ruhm estimated a 3-4% increase in women’s employment rate occurred 

as a result of changed PPL policies.  Limitations of the study include: 
about ¼ to ½ of the increase is due to statistical errors in measuring 
women as employed but not at work, rather than not employed; because 
historical trends potentially reflect a number of factors, the study could 
be attributing to PPL the effects of other family friendly policies which 
were being adopted at the same time; and the increase in female 
employment may have been through the displacement of male 
employees.  Consequently, MWA made a conservative estimate that an 
additional 4% of women eligible for PPL would return to work, or a 
0.1% increase in female employment.   
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recruitment costs are available, and these are not necessarily 
matched to the women who might take up the statutory paid 
leave scheme.  One would also expect that the more substantial 
gains in recruitment cost savings will have been addressed 
already by employers through voluntary schemes.  These factors 
reduce the savings available.   

 
9. The Ministry of Women’s Affairs has estimated the overall 

recruitment cost savings effects of PPL as being of the order of $2 - 
3 million for a range of options.  The Ministry considers this 
estimate to be highly conservative.  In view of the limitations of 
the data underlying these calculations, we think this estimate 
should be treated with considerable caution.   

 
10. There is likely to be some tax revenue consequences from these 

various employment effects.  They arise from the income/wage 
effects (with some having increased income through PPL 
payments, while others face lower wages), and from employment 
effects (with more women returning to work, but levies reducing 
employment).  Again, the data limitations underlying these 
calculations suggests tax revenue effects are uncertain.  Because of 
the offsetting impacts, in aggregate the effects could be relatively 
small.    

 
 Savings to Employers in Voluntary Parental Leave Payments 
 
11. The Department of Labour estimate that approximately 160,000 

employees currently have contractual entitlements to paid 
parental leave.  A range of provisions exist, but typically involve 
around 30 working days pay which an employee receives some 
time after they have returned to work.  This estimate is based 
upon the provision of paid parental leave in collective 
agreements, and the likelihood of non-collectivised employees in 
those occupations also has contractual entitlements.  The 
Department estimates that between 4,900 and 8,800 employees of 
these employees will take parental leave annually – at a cost to 
employers of between $19.6 million to $35.3 million.   
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12. It has been assumed that the introduction of a statutory PPL 
scheme would not have any immediate effect on existing 
contractual entitlements.  Over time, there would be savings to 
employers if they re-negotiated these contractual agreements to 
take advantage of the payments to employees that were available 
under the statutory scheme.  Subsequent bargaining over terms 
and conditions could be expected to increase as the level of 
payments became more generous.  The Department of Labour 
considers that the reductions in the level of payments will be 
relatively low.    
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Annex 3:  Financing Paid Parental Leave with an 
Employer Levy, Existing Tax Revenue or Income Tax 
Increases 

New Employer Levy Compared with Existing Tax Revenue 

1. In comparison with funding out of existing tax revenue, funding 
PPL with a new employer levy would: 

 
• reduce employment by increasing the tax burden; 
 
• increase compliance costs for employers, since they may be 

required to provide additional information to the 
administering agency or to adjust their existing accounting 
processes.  This would work against Government efforts to 
reduce the compliance costs associated with the tax system, 
particularly those facing small businesses; 

 
• increase tax-administration costs, since new administrative 

systems would need to be developed.  Depending on how these 
new systems are integrated with the general tax system, they 
would probably be less cost-effective than the general tax 
system, since they would only generate a relatively small 
amount of revenue, and may also be more prone to tax 
avoidance than the general tax system; 

 
• increase the complexity of the tax system both directly and 

indirectly through creating a precedent for the ad hoc 
imposition of levies to pay for particular initiatives (“tied 
taxes”).   Again, this would work against Government efforts 
to simplify the tax system; 

 
• potentially be interpreted as indicating that the Government 

is more willing to increase tax than limit spending.  This 
may be perceived as inconsistent with the Labour Party’s 
“commitment card” pledge made during the 1999 election 
campaign of “No rise in income tax for the 95% of tax payers 
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earning under $60,000 a year.  No increases in GST or 
company tax”; and 

 
• reduce the need to make trade-offs with other Government 

expenditure and/or reduction in Government debt.   
 
New Employer Levy Compared with Income-Tax Increase 

2. Both a new employer levy and an income-tax increase would: 
 
• reduce employment, to a similar extent; 

 
• potentially be interpreted as indicating that the Government is 

more willing to increase tax than limit spending; and 
 
• reduce the need to make trade-offs with Government expenditure 

elsewhere and/or reduction in Government debt. 
 
3. However, an increase in the existing income tax would not have 

the additional compliance, administration and complexity costs 
of a new levy distinct from the existing tax system.  Similarly, it 
is less likely to be seen as a precedent for new tied taxes.  

 
Summary  
 
Funding Options for Paid Parental Leave 
 Employer Levy Income Tax 

Increase 
Existing Tax 

Revenue 
Reduces 
employment? 

 

Increases 
compliance 
costs? 



Increases admin. 
costs? 



Increases 
complexity? 



Precedent for 
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new tied taxes?
Increases tax 
burden? 

 

Requires 
foregoing other 
spending? 
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Annex 4:  Tables of Gross Annual Fiscal and Employer 
Costs of PPL 

 
Table 4A:  Gross Fiscal Costs of Tax Funded Options – for 8, 10 and 12 Weeks
Annual Fiscal Costs 

($M) 
Eligibility under 

PLEPA - 
No employment history 

required 
@ PTC rate @ DPB 

rate
@ PTC rate @ DPB 

rate
Eight Weeks 
Likely take up: mothers 
@ 80% and fathers @ 
50%   
Total payments 
Administration cost 
Net costs, less PTC 
($19M) 
 

22.8
3.5
7.3

32.4
3.5

16.9

 
 

33.5 
5.0 

19.5 

47.6
5.0

33.6

Low take up:  mothers @ 
70% and fathers @ 45%   
Net costs, less PTC 
($19M)  

4.6 13.0

 
 

15.5 
 

27.8

High take up: mothers @ 
90% and fathers @ 60%   
Net costs, less PTC 
($19M)  

10.5 21.4

 
 

24.2 40.1

Ten Weeks 
Likely take up: mothers 
@ 80% and fathers @ 
50%   
Total payments 
Administration cost 
Net costs, less PTC 
($19M) 

27.4
3.5

11.9

38.9
3.5

23.4

 
 

40.4 
5.0 

26.4 
 

57.4
5.0

43.4

Low take up:  mothers @ 
70% and fathers @ 45%   
Net costs, less PTC 
($19M)  

8.6 18.7

 
 

21.5 36.4

High take up: mothers @ 
90% and fathers @ 60%   
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Net costs, less PTC 
($19M)  

15.7 28.7 31.9 51.2

Twelve Weeks 
Likely take up: mothers 
@ 80% and fathers @ 
50%   
Total payments 
Administration cost 
Net costs, less PTC 
($19M) 

32.0
3.5

16.5

45.5
3.5

30.0

 
 

47.4 
5.0 

33.4 
 

67.2
5.0

53.2

Low take up:  mothers @ 
70% and fathers @ 45%   
Net costs, less PTC 
($19M)  

12.6 24.4

 
 

27.6 45.0

High take up: mothers @ 
90% and fathers @ 60%   
Net costs, less PTC 
($19M)  

20.9 36.1

 
 

39.7 62.3
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Table 4B:  Gross Employer Costs of Employer Funded 10 Week Option

(In each option fiscal saving from removal of PTC of $19M) 
Annual Costs ($M) Payments 2/3 of 

earnings 
Payments 80% of 

earnings 
Capped at 
$400/wk

Capped 
at 

$572/wk

Capped at 
$400/wk 

Capped at 
$572/wk

Low take up rates – mothers @ 75% take up, fathers @ 45% 
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Using PLEPA
Total payments 
Administration costs 
Total 
Levy (c/$100 
payroll)  

33.7
4.5

38.2
9

 

42.4
4.5

46.9
12

 

 
40.5 
4.5 

45.0 
12 

 

50.9
4.5

55.4
15

 
No tenure required: 
Total payments 
Administration cost  
Total 
Levy (c/$100 payroll)  

45.6
6.0

51.6
13

 

56.4
6.0

62.4
16

 

 
54.7 
6.0 

60.7 
16 

 

67.6
6.0

73.6
19

 
Likely take up rates – mothers @ 90% take up, fathers @ 60% 
 
Using PLEPA
Total payments 
Administration costs 
Total 
Levy (c/$100 
payroll)  

40.7
4.5

45.2
12

 

51.2
4.5

55.7
15

 

 
48.9 
4.5 

53.4 
15 

 

61.4
4.5

65.9
18

 
No tenure required: 
Total payments 
Administration cost  
Total 
Levy (c/$100 payroll)  

54.9
6.0

60.9
16

 

67.8
6.0

73.8
19

 

 
65.9 
6.0 

71.9 
18 

 

81.4
6.0

87.4
22

 
High take up rates – mothers @ 95% take up, fathers @ 75% 
 
Using PLEPA
Total payments 
Administration costs 
Total 
Levy (c/$100 payroll) 

43.4
4.5

47.9
12

 

54.6
4.5

59.1
15

 

 
52.1 
4.5 

56.6 
15 

 

65.6
4.5

70.1
18

 
No tenure required: 
Total payments 
Administration cost  
Total 
Levy (c/$100 
payroll)  

58.2
6.0

64.2
16

 

72.0
6.0

78.0
19

 

 
69.9 
6.0 

75.9 
19 

 

86.4
6.0

92.4
23
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Table 4B:  Gross Fiscal and Employer Costs of Employer Funded 12 Week 

Option 
(In each option fiscal saving from removal of PTC of $19M) 

Annual Costs ($M) Payments 2/3 of 
earnings 

Payments 80% of 
earnings 

Capped at 
$400/wk 

Capped 
at 

$572/wk 

Capped at 
$400/wk  

Capped at 
$572/wk 

Low take up rates – mothers @ 75% take up, fathers @ 45% 
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Using PLEPA
Total payments 
Administration costs 
Total 
Levy (c/$100 payroll)  

40.1
4.5

44.6
11

 

50.4
4.5

54.9
14

 

 
48.2 
4.5 

52.7 
13 

 

60.5
4.5

65.0
16

 
No tenure required: 
Total payments 
Administration cost  
Total 
Levy (c/$100 
payroll)  

54.5
6.0

60.5
15

 

67.3
6.0

73.3
18

 

 
65.4 
6.0 

71.4 
18 

 

80.8
6.0

86.8
22

 
Likely take up rates – mothers @ 90% take up, fathers @ 60% 
 
Using PLEPA
Total payments 
Administration costs 
Total 
Levy (c/$100 
payroll)  
 

48.4
4.5

52.9
14

 

60.8
4.5

65.3
16

 

 
58.1 
4.5 

62.6 
16 

 

73.0
4.5

77.5
2

 

No tenure required: 
Total payments 
Administration cost  
Total 
Levy (c/$100 
payroll)  

65.5
6.0

71.5
18

 

81.0
6.0

87.0
22

 

 
78.7 
6.0 

84.7 
22 

 

97.2
6.0

103.2
26

 
High take up rates – mothers @ 95% take up, fathers @ 75% 
 
Using PLEPA
Total payments 
Administration costs 
Total 
Levy (c/$100 payroll)  

51.5
4.5

56.0
15

 

64.8
4.5

69.3
18

 

 
61.8 
4.5 

66.3 
18 

 

77.8
4.5

82.3
22

 
No tenure required: 
Total payments 
Administration cost  
Total 
Levy (c/$100 
payroll)  

69.5
6.0

75.5
18

 

85.9
6.0

91.9
22

 

 
83.4 
6.0 

89.4 
22 

 

103.1
6.0

109.1
27
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Treasury Report:  Eligibility for Paid Parental Leave and the Parental Tax 
Credit 

Date: 8 June 2001 Treasury Priority: High 

Security Level: In Confidence Report No: T2001/897 

Action Sought 

 Action Sought Deadline 

Treasurer/Minister of Finance Note evidence on the overlapping 
eligibility for Paid Parental Leave 
and the Parental Tax Credit, and  

Advise us whether further analysis 
is required around retaining the 
Parental Tax Credit.  

None 

Associate Minister of Finance     
(Hon Trevor Mallard) 

Note None 

Associate Minister of Finance     
(Hon Paul Swain) 

Note None 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Sid Durbin  Senior Analyst, Labour 
Market Section  

471 5208 (wk)  

Steve Rylands Manager, Labour Market 
Section 

471 5274 (wk)  

 

s9(2)(a)
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8 June 2001 SH-2-2-5-1 

Treasury Report: Eligibility for Paid Parental Leave and the 
Parental Tax Credit 

Executive Summary 

You have sought information on the extent to which those eligible for the Parental Tax Credit 
(PTC) would also be eligible for paid parental leave (PPL).  The eligibility criteria for the PTC 
and PPL are very different.  One is based on family income, while the other is largely 
dependent on the woman’s employment history.  As requested, eligibility for PPL is assumed 
to require working for one employer for at least one year for more than 10 hours per week.   
 
IRD data indicates that at least 2 out of 3 women in families receiving the PTC would not be 
eligible for PPL.  Thus, replacing the PTC with PPL would shift assistance away from low-
income working families and towards women who are in work and on higher incomes.   
 
You may not be comfortable with this shift.  Several options are available for increasing the 
support for those families only eligible for the PTC.  Two are considered here:   
 
• Option 1 would involve ending the PTC, and relaxing the PPL eligibility criterion – for 

instance by not requiring women to have worked for only one employer or for a full 
year.  However, this option is likely to leave about 40-50% of PTC recipients ineligible 
who have little or no earned income or who have limited employment histories.  
Including women who were not previously covered under the existing PPL eligibility 
criterion would also increase the fiscal costs of PPL.   

 
• Option 2 is to retain the PTC.  Administrative systems for both schemes would be 

required, with associated costs.  Variations to Option 2 depend on whether or not 
women should have access to both schemes.  Where the PTC was only available for 
those ineligible for PPL, mechanisms (such as data matching) may be needed to 
minimise “double dipping” through accessing both schemes.  Allowing eligibility for both 
schemes would not require such mechanisms, but would increase fiscal cost by around 
$5 – 7 million.   

 
The choice between these options (including simply replacing the PTC with PPL) depends on 
the Government’s objectives.  The objectives of PTC and PPL are rather different, and 
benefit substantially different groups of women.  PPL is oriented to replacing some of the 
income that women lose when taking time out of work for child rearing, while the PTC 
provides support for low-income families with children not receiving benefits.  If Ministers 
wish to pursue these two objectives, several instruments are likely to be required: 
 
• Replacing the PTC with PPL would provide some level of income replacement, more 

so to women in higher paid occupations with more stable employment.  But it would 
reduce income support to some low-income families with children.   

 
• Option 1 does not target lower income families effectively, and by weakening the 

employment requirement would tend to make PPL inconsistent with the income 
replacement objective.   

 
• Option 2 allows the use of two policy instruments to address two relatively different 

policy objectives.   
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This analysis has focussed on the “losers” arising from the removal of the PTC.  We have not 
addressed the broader question of whether the PTC is the best way to deliver assistance to 
low-income families with children.  For instance, families with children on benefits are not 
eligible.  This is a wider issue, involving both an assessment of the PTC alongside other 
forms of assistance, and its consistency with the Government’s social objectives.  Advice on 
this issue could be provided, if requested.   
 
If the PTC was retained, at least two thirds of the present funding for the PTC ($22 million in 
the IRD baseline for 2001/02) would not be available for funding PPL.   

Recommended Action 

We recommend that you:  
 
a note the contents of this report on the extent of existing overlapping eligibility for the 

Parental Tax Credit and paid parental leave, and on options for addressing those 
families only eligible for the Parental Tax Credit;   

 
b note that we have advised you previously on the impacts of introducing paid parental 

leave [T2001/278 refers]; and 
 
c advise us whether further analysis is required of the desirability of retaining the 

Parental Tax Credit.   
 
 
 
 
 
Steve Rylands 
Manager, Labour Market Section 
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Dr Michael Cullen 
Treasurer/Minister of Finance 
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Treasury Report: Eligibility for Paid Parental Leave and the 
Parental Tax Credit  

Purpose of Report 

1. At the pre-Cabinet briefing earlier this week you sought information on the extent to 
which those eligible for the Parental Tax Credit (PTC) would also be eligible for paid 
parental leave (PPL).  You asked that in this analysis we assume that the eligibility for 
PPL be the same as for unpaid leave under the Parental Leave and Employment 
Protection Act (PLEPA).   

Analysis 

2. The eligibility criteria for (and the implicit objectives of) the PTC and PPL are very 
different.  PTC eligibility is based primarily on family income, regardless of whether or 
not the mother has worked during the year.1   In contrast, to be eligible for PPL under 
PLEPA, the parent has to have worked for one employer for at least one year for more 
than 10 hours per week.   

 
Likely Overlapping Eligibility 

3. IRD data indicates that about 3 out of 4 people applying for the PTC have not worked 
for the same employer for at least 12 months, and therefore would not be eligible for 
PPL under the PLEPA eligibility criterion.  In IRD's view, this data is reasonably robust.2   

 
4. We have adopted the more conservative estimate that 2 out of 3 women are likely to be 

“losers” if the PTC was to be removed.  This is because several factors may alter this 
ratio somewhat – several tending to increase the overlap, and one tending to reduce 
the overlap:    

 
• One factor potentially increasing the overlap is that those seeking the tax credit in 

their end of year tax returns could include families having a first child where the 
mother may have been eligible for PPL.  Another is that some PTC applicants 
who had 10 or 11 months of consecutive employment prior to claiming the PTC 
might change their behaviour to obtain PPL when it became available.   

 
• Conversely, the overlap would tend to reduce if some people eligible for the PTC 

who worked for one employer for at least 12 months did not also work for 10 or 
more hours per week – as required by the PLEPA eligibility criterion.   

 

                                                
1  The PTC provides up to $1200, payable at up to $150 per week to the principal child carer for 8 

weeks after the birth of the child.  Eligibility reduces by any period during the 8 weeks in which a 
family member receives an income-tested benefit, NZS, veteran’s pension, a student allowance, 
or ACC.  The abatement of the PTC depends on annual family income, the number of children 
in the family, and the ages of the children.  For a one-child family, PTC starts to abate at an 
annual income of $33,547 and abates completely at $59,617. 

 
2  IRD has been able to generate data on the extent of the overlapping eligibility for the PTC and 

PPL using the data from 15,740 applications for the PTC in 2000/01 together with their monthly 
PAYE information.  Since income tax returns and personal tax summaries for the 2000/01 year 
are still being filed, these numbers may be subject to change.   
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Options for Addressing the Eligibility Issue 

5. Several options are available to increase the coverage of PTC recipients.  Those 
considered here are: 

 
• Option 1:  ending the PTC, and relaxing the PLEPA eligibility criterion; 

 
• Option 2A:  operating the PTC and PPL schemes concurrently (and allowing 

overlapping eligibility); and 
 

• Option 2B:  retaining the PTC scheme, but making it available only for those 
ineligible for PPL.   

 
6. Under Option 1, the PLEPA eligibility criterion could be relaxed in several ways.  These 

include not requiring women to have worked for all of the past 12 months, or allowing 
them to have worked for more than one employer.  This option has several potential 
drawbacks: 

 
• The PLEPA eligibility criterion could be relaxed so as to cover more PTC 

recipients, as the table below (supplied by IRD) shows for present applicants for 
the PTC in 2000/013.  However, about 28% of women did not earn any wage or 
salary income, while another 18% worked for 6 months or less.  If a significant 
employment history was required for PPL eligibility (eg, worked more than 6 
months for any employer in the previous year), then 40-50% of PTC applicants 
would still be ineligible.   

 
Category of Applicants for PTC Number Percentage 
Worked for 1 employer for 12 or more months 
Worked for more than 1 employer for 12 
consecutive months 
Worked for 7 – 11 months in preceding 12 months 
Worked for 1 – 6 months in preceding 12 months  
Did not earn wage or salary income in previous 12 
months 

3,860 
 

1,530 
3,020 
2,800 

 
4,530 

25

10
19
18

28
Total 15,740 100

 
• Option 1 would also have the effect of extending PPL to a wider group of women 

who were previously not eligible for either the PTC or PPL (with PLEPA 
eligibility).  It is not possible to estimate the size of this effect with any confidence 
because of the lack of data.  It would increase the fiscal costs of introducing PPL.  
It might also increase the fiscal cost of Option 1 above the cost of Option 2 (which 
represents the combined costs of the PTC and PPL with PLEPA eligibility).   

 
7. Option 2 involves operating the PTC and PPL schemes concurrently.  Differences 

between Options 2A and 2B depend on the treatment of the approximately 25% of PTC 
applicants who are eligible for both schemes:   

 
• Under Option 2A, where there is dual eligibility, the annual fiscal cost of allowing 

families receiving PPL to continue receiving the PTC is in the order of $5 – 7 
million.  This calculation is based on there being $22 million in IRD’s baseline for 

                                                
3  IRD advises that the method of calculating those who worked part of a year may give a slight 

bias towards over-stating the number of months worked.  Further, the “did not earn wages or 
salaries” group of 4,530 applicants includes 1,190 who are either self employed or provisional 
taxpayers (possibly with partnership income or shareholder employee status).   
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the PTC in 2001/02, and assumes that one quarter to one third of PTC applicants 
are also eligible for PPL.4   

 
• Under Option 2B, where the PTC is only available for those ineligible for PPL, a 

mechanism would be needed to limit “double dipping”.  If PPL was administered 
by an agency other than IRD (which administers the PTC), some form of data 
matching might be required, with associated privacy issues.   

 
• Under both options, administrative systems for both the PTC and PPL schemes 

would be required, with their associated costs.   
 
Policy Implications 

8. The PTC and PPL schemes benefit substantially different groups of women.  This is 
consistent with the occupational data included as an annex to this report.  It shows that 
in several relatively low paid occupations less than half of all women would be eligible, 
while in higher paid occupations with more stable employment around 70-80% are 
likely to be able to access PPL.  In general, replacing the PTC with PPL would have the 
effect of shifting assistance away from low-income working families and towards 
women who are in work and on higher incomes.   

 
9. The choice between these options (including simply replacing the PTC with PPL) 

depends on the Government’s objectives.  The objectives of PTC and PPL are rather 
different.  PPL is oriented to replacing some of the income that women lose when 
taking time out of work for child rearing.  In contrast, the PTC provides support for low-
income families with children that are not in receipt of benefits.  If Ministers wish to 
pursue these two objectives, several instruments are likely to be required: 

 
• Replacing the PTC with PPL would provide some level of income replacement, 

more so to women in higher paid occupations with more stable employment.  But 
it would reduce income support to some low-income families with children.   

 
• Option 1 does not target lower income families effectively.  It would also weaken 

the employment requirement and tend to make PPL inconsistent with the income 
replacement objective.   

 
• Option 2 allows the use of two policy instruments to address two relatively 

different policy objectives.   
 
10. We are unable to determine which of Options 1 and 2 would have higher fiscal costs.  

First, we have not been advised of the level and duration of PPL payments.  Second, 
data is not available on the fiscal impact of widening PPL eligibility to include women 
who were previously not eligible under the PLEPA eligibility criterion.  This effect might 
exceed the fiscal cost of the PTC.   

 
11. The choice between Options 2A and 2B depends on the extent to which the PTC and 

PPL are viewed as separate policies with different objectives, in which case 
overlapping eligibility would be less of an issue.  It would also be affected by the costs 
of data matching required to minimise “double dipping” when people accessed both 
schemes.  

 

                                                
4   This amount would lessen if those families which are eligible under both schemes tended to 

received lower levels of PTC assistance – for instance because they had higher incomes and 
the tax credits available were less. 
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12. If the PTC was retained, at least two thirds of the present funding for the PTC ($22 
million in the IRD baseline for 2001/02) would not be available for funding PPL.   

 
Rationale for the Parental Tax Credit 
 
13. The analysis so far has focussed on the “losers” arising from the removal of the PTC.  

We have not addressed the broader questions that should be considered as part of the 
decision to retain the PTC.  This is a wider issue, involving both an assessment of the 
PTC alongside other forms of assistance, and its consistency with the Government’s 
social objectives.  The PTC may not be the best mechanism to deliver assistance to 
low-income families with children.  For instance, it excludes the families on benefits 
with children.  Advice on this issue could be provided, if requested.   

 
Lead time Required for Transition 

14. The proposed 1 April 2002 introduction date for PPL potentially puts considerable 
pressure on those agencies involved with the introduction of PPL.  Inland Revenue will 
report to you by 15 June 2001 on operational issues in relation to the possible removal 
of the PTC.   

 
• To cease PTC payments for births after 1 April 2002, this decision would be 

required by August/September 2001.   
 

• However, if the PTC were to be retained but varied in some way, such as 
changes to the eligibility criteria, those decisions would be required by 30 June 
2001 if the changes were to apply from 1 April 2002. 
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Annex:  Eligibility for PPL by Occupation using the PLEPA Eligibility Criterion 
 
The table below sets out data on the occupations of women that are most likely to satisfy the 
PLEPA eligibility criterion, and is taken from the Treasury report T2001/278.  It is derived 
from the 1996 HLFS Education and Training Supplement.  The data is for women of all ages.  
It shows that approximately 63% of all women would be eligible for PPL under PLEPA. 
However, less than half of all women are eligible in several relatively low paid occupations.  
Conversely, 70-80% of those in higher paid occupations with more stable employment are 
likely to be able to access PPL. 
 
This outcome is not changed significantly by restricting the data to women aged between 20 
and 40 – which are the main child bearing years.   
 

Table:  Eligibility of Women for PPL by Occupation
Occupation Number of 

Women by 
Occupation

% Women 
eligible under 

PLEPA 

Median hourly 
earnings

Legislators, Administrators, Managers 
Professionals 
Technicians and Associated Professionals 
Clerks 
Service and Sales Workers 
Agricultural and Fishery Workers 
Trades Workers 
Plant & Machine Operators and Assemblers 
Elementary Occupations 
Not Specified 

39,626
71,630
62,550
92,539
93,745
9,419
6,468

19,332
17,768
2,304

80 
72 
71  
66  
49  
48  
69 
70 
46 
44 

16.14
17.74
14.20
13.26
10.00
10.00
11.51
10.75
10.00
14.80

Total 415,381 63 12.58
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