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Executive Summary 

I am concerned about the low level of savings and wealth accumulation by New 
Zealand households. I have signalled that Budget 2005 will focus on encouraging a 
change in the savings behaviour of individuals.   
 
There are three elements to the savings package: 
 
• A Work based savings scheme (WBSS); 
 
• Home ownership assistance; 
 
• Tertiary education savings. 
 
This paper focuses on the WBSS, which is designed to complement New Zealand 
Superannuation (NZS) for those who wish to have more than a basic standard of 
living in retirement.  This mechanism will help to obtain a change in behaviour for 
people who are not currently saving or are under saving, and to get them into the 
habit of long-term saving.  The Government’s role in this scheme is to facilitate, 
rather than coerce, saving.  The WBSS has been designed to minimise compliance 
costs for employers, and to work off existing processes where possible.   
 
The WBSS would be implemented on 1 April 2007 and would require significant 
new funding. 
 
Proposal 

1 This paper seeks Cabinet’s agreement to: 
 

• a savings package as part of Budget 2005 that includes three elements: 
a work based savings scheme, home ownership assistance, and tertiary 
education savings; and 

 
• key design features and funding for the WBSS to be implemented in 

April 2007. 
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2 This paper forms part of a suite of papers outlining the components of the 

savings package.  The other papers are: Budget 2005 Savings Package: 
Home ownership assistance and Budget 2005 Savings Package: Tertiary 
education savings. 

 
Background Information 

3 The Prime Minister’s Statement to Parliament on 1 February 2005 said “asset 
ownership is important for enabling people to participate fully in society. 
Assets provide families with greater security, control, and independence”. 

 
4 I am concerned about the level of wealth accumulation by New Zealand 

households, particularly in a period of strong economic growth.  Net wealth as 
a proportion of disposable income has increased since the mid 1980s, though 
this increase has been largely driven by the appreciating value of housing 
stock.  Over that same period, net financial assets as a proportion of 
disposable income has declined (particularly as New Zealanders have 
borrowed more to buy houses).  Statistics New Zealand estimates that the 
median net worth for adults in New Zealand was $60,000 in 2001.1 

 
5 Savings, as a broad measure of the difference between income and 

expenditure, has declined, though this is a trend also experienced in other 
countries such as Australia, the US and the UK.  In addition, New Zealand's 
net external liability position represents 84.4% of GDP (as at the December 
quarter 2004), one of the highest ratios in the developed world.  Economic 
growth in New Zealand has been strong (exceeding the OECD average over 
the period since 1998, taken as a whole). 

 
6 Savings in registered superannuation schemes has declined. Accordingly to 

the Government Actuary’s data, the number of employer sponsored 
registered superannuation schemes declined from 1047 in 1997 to 505 in 
2003.  The total assets held by these schemes declined from $10b in 1997 to 
$9.2b in 2003. Membership of registered superannuation schemes declined 
from 22.6% of the Labour Force in 1990 to 14.1% in 2003, which did not 
included membership of the State Sector Retirement Savings Scheme 
(SSRSS).   If the membership figures of the new SSRSS, which commenced 
on 1 July 2004, were included the membership level would have been 16%. 

 
7 All New Zealanders aged 65 and over are entitled to New Zealand 

Superannuation (NZS), which provides a basic standard of living in 
retirement.  Current policy sets the amount of NZS payable to a married 
couple at not less than 65% (and not more than 72.5%) of the net average 
ordinary time weekly wage.2  Currently couples receive $9,963 each per 
annum, and a single person living alone receives $12,952 per annum (net of 
income tax).  Many people will desire a higher standard of living in retirement.  

                                                 
1  The 2001 Household Savings Survey – Key Statistics Article, April 2003, Statistics New Zealand. 
 
2  A single person living alone and a single person sharing receives 65% and 60% respectively of the amount 

payable to a married couple.  
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Hence, the WBSS is designed to complement NZS.  Scenarios showing how 
much people might save are provided in Annex 1.   

 
8 For the last six years, we have made progress on a number of policy 

initiatives designed to increase the level of savings by New Zealand 
households and support New Zealanders in retirement.  A core part of this 
has been the introduction of the State Sector Retirement Savings Scheme, 
which has exceeded some expectations with 46% of eligible employees 
signing on since the launch of the scheme in July 2004, and the 
establishment of the NZS Fund.  The latter is aimed at pre-funding the future 
cost to the Government of NZS. 

 
9 I have signalled that Budget 2005 will build on this work and shift its focus 

onto encouraging a change in the savings behaviour of individuals.  
International evidence and research supports the rationale that some people 
do not save because of a bias towards the status quo.  Savings decisions are 
difficult, and it is easy to delay the decision to save.  The incentives to save 
may not be sufficient to overcome myopia and inertia.   The savings package 
seeks to address these barriers to developing a savings habit.  Its primary 
objectives are: 

 
• to support a cultural change in New Zealanders’ attitudes towards 

saving to increase self reliance and forward planning; and 
 

• to help create a financial buffer for New Zealand households through the 
building up of assets, reducing debt dependency and giving people 
increased financial independence and flexibility, particularly in 
retirement. 

 
10 Encouraging a stronger savings culture may deliver benefits both for the 

individual saver and for the economy at large.  At the macro level, should 
these behavioural changes flow through into increased overall domestic 
savings, this could: 

 
• reduce the ratio of external debt to GDP, which would help make New 

Zealand a more attractive investment destination.  If this were to lower 
the “country risk” premium, it could reduce the cost of borrowing for New 
Zealand businesses and households; and 

 
• increase the funds available for domestic investment, which could 

benefit New Zealand businesses, particularly those that are small and 
growing (such 'home bias' potentially works against us when we rely on 
foreign investment). 

 
11 The size of any such effects will depend upon the quantum increase in 

savings achieved.  The quantum change in the overall level of savings is 
uncertain as there are a number of offsetting effects:    

 
• the package may boost the level of private savings, particularly from 

those who are not currently saving.  To the extent that these are largely 
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low-to-middle income earners, the overall quantum of new savings may 
be relatively low; 

 
• there may also be some switching between savings products, rather 

than new savings; and 
 

• increases in private savings could be offset by the reduction in 
government savings necessary to fund the package. 

 
Comment 

Overview of savings package (three initiatives) 

12 The savings package includes initiatives to assist New Zealanders to 
accumulate assets through the different stages of their lives.  It is aimed at 
encouraging long-term savings behaviour and supporting New Zealanders 
getting ahead for the future.   There are three stages in the life cycle where 
acquiring particular types of assets becomes a focus of attention and where 
changes in the mix of assets and liabilities is most likely to occur:  

 
• the transition from school to work via tertiary education and training; 
 
• family formation, including partnering, child rearing and housing; and 

 
• transition out of the labour force. 

 
13 The savings package will encourage individuals to own both financial assets and 

homes.  These assets help in generating future incomes and, more generally, 
in improving life satisfaction through creating greater opportunities for 
consumption and leisure.  Assets can give a sense of both security and 
confidence.   

 
14 Reflecting these important stages in the life cycle, the main elements of the 

package include: 
  

• A work based savings scheme – a WBSS whereby individuals make 
contributions from their wages and salary with the money channelled 
through the existing Inland Revenue processes to private fund 
providers.  The funds would be principally for retirement, but a 
withdrawal for first home ownership would be allowed; 

 
• Home ownership assistance – a package of initiatives aimed at 

assisting families and low income New Zealanders into their first home; 
and   

 
• Tertiary education savings – the package could assist families to save 

for their children’s tertiary education.  I propose that the government 
seeks expressions of interest for the purpose of deciding whether, and if 
so how, to implement a tertiary education savings scheme.   
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15 The tertiary education and home ownership components of the savings 
package are outlined in separate companion Cabinet papers. 

 
Generic financial education  

16 The take-up of the three initiatives will depend on the level of information 
available to individuals, among other things.  However, people’s ability to 
comprehend this information will depend on their financial literacy.  A financial 
literacy survey is due to be undertaken in mid-2005, which will provide 
information on the current level of financial literacy in New Zealand.  
International experience indicates that promoting financial literacy is key to 
ensuring the success of any retirement or superannuation savings package.  
I therefore recommend that Cabinet direct officials from Treasury, the Ministry 
of Social Development, the Ministry of Economic Development, and Inland 
Revenue to develop initiatives to increase the financial literacy of New 
Zealanders for consideration in Budget 2006, including a recommendation on 
which agency is best placed to lead this work.   

 
Work based savings scheme 

17 The major initiative to be included in the savings package for Budget 2005 is 
the WBSS.  This scheme builds on the recommendations of the Savings 
Product Working Group, chaired by Peter Harris.3     

 
18 Other countries, such as Australia, have compulsory superannuation 

schemes in the workplace.  I do not propose that we introduce a compulsory 
scheme because for some people it will not be in their best interests to save 
at various points in the lifecycle (they may be better off repaying debt).  In 
addition, for those on very low incomes, New Zealand Superannuation may 
provide an adequate income in retirement. 

 
19 I am proposing a mechanism that will help to obtain a change in behaviour for 

people who are not currently saving or are under-saving, and to get them into 
the habit of long-term saving, primarily to increase well-being in retirement.  
Saving through the workplace allows for deductions from salary/wages (at 
source), benefits from economies of scale, and provides an avenue to reach a 
high proportion of the population who are able to save.  The WBSS has been 
designed to minimise compliance costs for employers, and to work off existing 
processes where possible.   

 
20 Key design features of the WBSS include: 
 

• participation is not compulsory; 

• employees are automatically enrolled when they begin a new job but 
have the opportunity to opt-out; 

• existing employees can choose to opt-in to the scheme; 

                                                 
3  “A future for work-based savings in New Zealand”, 31 August, 2004. 
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• employee contributions are deducted from their wages and salary by 
employers; 

• non-employees, such as the self-employed and beneficiaries, would be 
able to opt-in to the scheme; 

• Inland Revenue will be the central administrator for the WBSS, 
receiving contributions that have been deducted from individuals’ pay 
by employers and passing contributions on to private providers;  

• the money is invested in privately provided investment vehicles; 

• the scheme would be principally for retirement;  

• individuals would be allowed one withdrawal for first home ownership; 
and 

• the Government would provide a contribution. 
 
21 The prime focus of the scheme is on long-term savings for retirement.  The 

scheme is designed to encourage participation by making it as easy as 
possible to begin saving in the scheme and by providing incentives to save. 
Design of the WBSS also aims to minimise compliance costs for employers, 
by utilising existing mechanisms through Inland Revenue.   

 
22 The next section explains how the scheme works in detail, from the point of 

an individual joining the scheme through to the roles undertaken by 
employers, Inland Revenue, and providers.  The following diagram provides 
an introduction to how the WBSS would operate in practice. 

 

 
Enrolment in the scheme 

23 I envisage that salary and wage earners would be automatically enrolled in a 
WBSS when they begin a new job by having savings contributions deducted 
from their gross salary or wages along with PAYE tax.  Individuals that do not 
wish to participate could opt-out by contacting Inland Revenue.   

Saver 
(wage and salary 

earner) 
Employer IRD Fund 

Providers

Government 
oversight &
contribution/
assistance

Direct payments to provider

Information pack to saver (via employer)

Savings Savings Savings

Information on returns and balance

Saver
(other) 
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24 One of the key design trade-offs in developing a WBSS is whether people 

have to exercise a decision to opt-in to a scheme or whether they should be 
automatically enrolled and have to opt-out of the scheme.  Evidence from the 
United States suggests that automatic enrolment can increase participation in 
work based savings schemes by helping people overcome inertia, 
procrastination, and lack of decision-making willpower (people say they want 
to save but do not get around to actually saving).  I consider that automatic 
enrolment and a requirement to opt-out would also be likely to increase 
employee participation in the New Zealand context, although perhaps not to 
the extent seen in the US given the high levels of employer subsidisation in 
those schemes.    

 
25 I am concerned that if individuals can opt-out from day one, they may be 

more likely to opt-out.  I propose that individuals could opt-out within a 
consideration period of, say, between 10-20 days after starting their job.  This 
period will allow them time to consider whether they want to contribute and if 
so, their preferred provider, investment strategy, and contribution rate.  For 
those that remain in the scheme, deductions would begin around one to three 
months following their first pay in the new job, to allow for administrative 
processing requirements and information to be provided to the employer to 
commence deductions.   

 
26 The scheme will be open to all employees, with existing employees able to 

participate by opting-in should they choose to.  The self-employed and 
beneficiaries, if they wish to participate, can make contributions direct to a 
provider.4   

 
27 I propose that employees under age 18 would be excluded from automatic 

enrolment, but would be able to opt-in to the scheme.  I have also considered 
whether there should be an income threshold below which people would not 
be automatically enrolled.  In the interests of simplicity, I prefer not to have a 
threshold for automatic enrolment.  For those on low incomes for whom 
saving may be a real hardship, there is the opt-out procedure.   

28 Individuals in the scheme will have choice about which fund they want to 
invest in.  They should be able to transfer their money to another WBSS 
provider if they are not satisfied with the fund they are in, but would only be 
able to have one provider at any one time.   

29 Individuals that don’t select their own provider would be allocated to a default 
provider.  There may be a range of default fund providers, and if so, people 
would be randomly allocated between default providers.  In practice, it is likely 
that many employees will end up in a default fund.   

 

                                                 
4  Officials are preparing advice on the feasibility of self-employed people making contributions through Inland 

Revenue, and of simple options for beneficiaries to make contributions. 
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Individuals’ contributions 

30 Individuals could choose to contribute at 4% or 8% of gross salary, with 4% 
being the default contribution rate.  In arriving at these contribution rates I 
have considered basic affordability versus the level of savings that might 
make the average New Zealander more comfortable in retirement.  Although 
the scheme is not designed to replace NZS, I am concerned that many New 
Zealanders don’t appreciate how much they should put away to live 
comfortably when they are older.  A summary of the weekly savings at these 
contribution levels using a basic compounding approach, and scenarios 
showing how individuals may be affected (subject to the caveats set out), is 
included as annex 1.     

31 Participants would be able to access their funds once for first home 
ownership, after they have contributed for at least three years, and for 
financial hardship or permanent emigration.  Outside of these withdrawals the 
funds would be locked-in until the age of eligibility for NZS (currently 65), 
consistent with the long-term focus of the scheme. 

32 Savings accrued under the WBSS would be included as relationship property 
within the meaning of the Property (Relationships) Act 1976.  The Property 
(Relationships) Act provides that property accrued by the relationship 
partners during a relationship forms part of the ‘relationship property’ and is 
generally divided equally between the partners if the relationship ends by 
death or separation.  

33 In most circumstances, funds in a WBSS would not be assessed for the 
purposes of eligibility for income support assistance.  However, draw down of 
WBSS funds (ie for hardship) could affect an individual’s access to 
supplementary assistance, as cash from the fund would be assessed as an 
asset under the cash asset test.  Therefore individuals will need to have 
appropriate information and be aware of the trade-offs that may arise in 
withdrawing under conditions of hardship.  Once a person is eligible for NZS 
(i.e. at age 65) they can draw down funds from the WBSS. At this time funds in 
the WBSS would become a cash asset for supplementary 
assistance purposes. 

34 Once enrolled in the scheme, individuals will be free to stop and start 
contributing as they wish, but will be encouraged to keep contributing unless 
they stop working.  The following three features will help encourage 
participation: 

• all individuals will have the option to divert their savings contributions 
into repaying their mortgage, subject to further consultation on whether 
this is feasible for mortgage providers;   

• individuals will also be able to freeze contributions for up to five years at 
a time.  At the end of the five years, contributions will resume unless a 
further option to cease them is exercised.  Inland Revenue would 
oversee this process; and 
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• each time a person change job, they will be prompted by automatic 
enrolment. 

 
35 The scheme has been designed to encourage participation.  Therefore in 

designing the scheme I have included both measures to encourage 
behavioural change (including automatic enrolment, operation of the opt-out 
mechanism, flexibility of use and government contributions), and measures to 
maintain long-term savings behaviour (including lock-in and requiring ongoing 
contributions).  However, there may be a trade-off between encouraging 
participation into the scheme, and encouraging participants to remain in the 
scheme long-term.  For example, lock-in may discourage participation, but 
individuals may accumulate higher savings than otherwise.  On balance, I have 
decided on features that are likely to make the scheme attractive to savers, but 
with some features that restrict the use of funds, such as lock-in.    

 

Government’s contributions 

36 The Government will make a contribution to encourage participation in the 
savings scheme.  I propose a package of contributions, comprising: 

• a contribution towards ongoing fees; 

• an upfront contribution to individuals’ WBSS accounts, in the order of 
$1000 per person (subject to finalisation in the broader Budget context); 
and 

• a housing deposit subsidy to assist those purchasing a first house, 
available to WBSS participants (discussed in the Home ownership 
assistance Cabinet paper). 

37 I favour making a contribution towards fees, in order to increase the net rate 
of return to individuals investing in the WBSS.  This can occur by: 

 
• negotiating fees down with providers; and 
 
• subsidising fees levied on individuals. 

 
38 If the Government met all ongoing fees, it would increase the total lifetime 

rate of return by around 1.2% per year after tax over that possible from saving 
the same amount in an average retail superannuation product (assuming the 
same investment strategy and current fee level differences remain).  An 
estimate of the cost of the Government meeting ongoing fees is set out in the 
financial recommendations section.   

 
39 A fee subsidy alone may not be sufficiently attractive to encourage 

participation in the WBSS.  Individuals are more likely to participate in the 
scheme if they receive a subsidy that is tangible and “something lost” by 
opting out.  To encourage people to participate in the WBSS, I favour a form 
of upfront contribution to individuals accounts, in addition to a fee subsidy.  
This contribution would be locked in until the age of eligibility for NZS or for a 
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minimum of five years, whichever is greater, in order to provide a minimum 
period of lock-in of funds.  This upfront contribution from the Government 
would not be able to be withdrawn as part of a withdrawal to purchase a first 
house, nor available to those that are already eligible for NZS. 

 
40 I also envisage a housing deposit subsidy would be available to participants 

in the WBSS that have saved for a minimum of three years and meet certain 
eligibility criteria at the time they purchase a first house.  This is discussed 
further in the Home Ownership Assistance paper. 

 
41 The size of each component of the Government’s contribution will significantly 

affect take-up of the scheme and its attractiveness to certain groups, such as 
non-homeowners, and will be determined once the overall fiscal position and 
size of the savings package is known.  It is likely that the direct contribution to 
individual accounts will be in the order of $1000 per person.   

 
42 I will also consider whether the upfront contribution and housing deposit 

subsidy should be available to existing schemes that have similar features to 
the WBSS (such as where the total contribution rate (from employees plus 
employers) is at least 4% of salary/wages, the schemes are portable, and 
these contributions are locked-in the same as WBSS).  If these schemes do 
not receive the upfront contribution, there is a risk that they could be wound 
up, leading to the withdrawal of funds and lower overall employer 
contributions towards saving.  However, including these schemes will 
increase the fiscal cost.  It would be too difficult and costly to provide any fee 
subsidy given that many existing schemes may have significant balances, and 
many employers already contribute to fees and administration costs. 

 
Fiscal cost 
 
43 The fiscal cost of the Government’s contribution will depend on the size of the 

contribution per person and participation in the scheme.  A higher 
Government contribution is likely to increase participation.  Participation is 
highly uncertain and depends on the attractiveness of certain features of the 
scheme.     

 
44 Initial assumptions are that participation is likely to be relatively low for those 

that opt-in to the scheme (say, around 10% of existing employees), and 
higher for those that are automatically enrolled into the scheme (around 20% 
of new employees) in the first couple of years when promotion of the scheme 
is high.  The job turnover rate is assumed to be 25% per year. 

 
45 Estimating the fiscal cost for the Government’s contribution towards fees 

difficult as it would be the result of a negotiation with providers.  To gain an 
appreciation of broad order costings, the initial estimate is based on the fees 
offered by ASB Bank under the State Sector Retirement Savings Scheme and 
the Government paying all ongoing fees. It is assumed that individuals 
contribute at 4% of gross wages and salaries and maintain their contributions 
except if making a housing withdrawal. 
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46 There are wide margins of error around the participation assumptions.  There 
is no clear international experience of schemes with design features that 
mirror those I propose for the WBSS. 

 
Inland Revenue’s role 

47 Inland Revenue would be the central administrator of contributions, receiving 
contributions that have been deducted from individuals’ pay and distributing 
them to selected fund providers or the default fund(s).  Inland Revenue would 
also be responsible for collating and distributing information about the 
scheme to employers (who pass it on to employees).  If necessary, Inland 
Revenue will hold small contributions (from low income earners) until they are 
large enough to be passed on to a private fund provider in the savers name 
(with interest).  Inland Revenue would receive notification from employees 
that wish to opt-out, and would advise employers whether an employee has 
opted-out. 

48 This is a significant new function for Inland Revenue.  Inland Revenue will 
therefore require additional operating funding for implementation of $0.292m 
in 2004/05, $2.329 in 2005/06, $9.165m in 2006/07, and $8.701m in outyears.  
New systems will need to be developed so $12.844m in 2005/06 and 
$14.777m in 2006/07 of capital is sought.  In addition, a contingency for 
implementation costs has been set aside as part of the overall Savings 
Allocation that may be sought after the Budget if required.  

49 Ongoing operating costs for IRD are to be set aside in the Savings Allocation 
rising to about $33m per annum.  The costs are estimates only and subject to 
further policy development, as a result they will be refined post-Budget.  The 
key driver of these costs is the contact Inland Revenue will have with large 
numbers of employees as part of the automatic enrolment mechanism.  There 
are approximately 1.2 million job changes per annum.  In addition, there will 
be other employees that wish to opt-in.  These costings do not include a 
mechanism for allowing the self-employed to contribute via Inland Revenue, 
because officials are currently preparing advice on the feasibility of self-
employed people making contributions through Inland Revenue.     

 
Employers’ role 

50 Because most people’s income is derived from working, it is easiest for them 
to save through their employment (at source).  Employers role in the WBSS is 
to facilitate contributions, and the WBSS has been designed to make this as 
simple as possible for employers.  Employers would give an information pack 
to new employees (provided to employers by Inland Revenue), make 
deductions from an individual's pay, and forward the contributions to Inland 
Revenue (along with PAYE).  Employers would begin deductions for all new 
employees when advised to do so by Inland Revenue.  Employers may 
voluntarily choose to select a default provider for their staff, although 
employees could change provider.   
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51 Employer support is likely to be key to encouraging participation in the 
scheme.  I would like to facilitate employer contributions, and officials are 
exploring options for how employers could make their own contributions 
through the Inland Revenue collection mechanism.   

52 I note that the proposed subsidy to payroll agents to meet PAYE-related 
compliance obligations imposed on small employers will help reduce costs for 
employers that take up the subsidy.  The subsidy would apply to the first five 
employees of a small employer and it would be voluntary.  

Existing schemes 
53 I have asked officials to undertake more work prior to the Budget on the 

interface with existing schemes.  Options we are considering include: 
 

• exempting employers with existing registered superannuation schemes 
(RSS) from the requirement to automatically enrol new employees into a 
WBSS to the extent that employees are eligible for their RSS and the 
RSS meets minimum criteria, such as: the total contribution rate (from 
employees plus employers) is at least 4% of salary/wages; the schemes 
are portable; and these contributions are locked-in;    

• providing a conversion mechanism for existing RSS that want to migrate 
to the WBSS.  Conversion will be optional and many schemes may not 
take up this option as the conditions of the scheme may be significantly 
different to the WBSS and conversion can be costly; and    

• whether existing RSS should be eligible for any non-fee Government 
contributions, as noted above.   

 
54 Some members of existing RSS may elect to transfer into the WBSS.  In 

addition, some employers, including some with existing RSS, may establish 
employer sponsored WBSS arrangements. 

 
Types of savings products 

55 I envisage that WBSS savings would be invested with private providers, and 
that there would be no government guarantee of products or providers.  The 
savings would be invested in managed funds and possibly other saving 
products, such as a savings account with lock-in and competitive interest 
rates.  Where it is a managed fund the fund managers would be regulated in 
a manner consistent with registered superannuation schemes under the 
Superannuation Schemes Act 1989, and regulated by the Ministry of 
Economic Development (MED) through the Government Actuary.  Adequate 
investor and regulatory protections would need to be provided for any non-
managed funds.   

56 MED has sought additional funding of $113,000 (incl GST) to engage a legal 
firm to assist with amendments to the Superannuation Schemes Act.  In 
addition, $685,000 (over two years) will be required if it is necessary to run a 
competitive tender process to select providers. This is provided for in the 
allocation.  MED advise that the Government Actuary costs can be met from 
within baselines. 
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Number of providers 

57 I propose to negotiate fees down with providers, in order to increase the rate 
of return to savers.  There is a trade-off here between increasing the 
Government’s negotiating leverage by restricting providers, and reducing 
competition.  

58 The leverage the Government has in fee negotiations is likely to be greater 
the more limited the number of provider, since providers can offset any lower 
margins with higher volumes.  A smaller number of providers would also 
make it easier for employees to choose and therefore encourage 
participation.  In making financial decisions, many people find too much 
choice overwhelming and some may opt-out to avoid choosing a product and 
provider. 

59 However, restricting provider numbers may reduce competition, innovation 
and investor choice, and increase distortions in investment markets and the 
perception that the providers are endorsed or guaranteed by the Government.  
In addition, the mechanism for selecting providers should not preclude the 
conversion of existing superannuation schemes.      

60 I am considering two options for selecting providers: 

• a competitive tender for a limited number of providers to participate in 
the scheme, offering to employees generally.  This process could be 
used to select a default provider.  One aspect that the tenders would be 
evaluated against would be fees; and/or 

• allowing any provider that meets a set of minimum specified criteria to 
offer a WBSS, subject to satisfactory negotiation of fees. 

 
61 I have asked officials to consider these options further and I propose to report 

back to Cabinet with my preferred option prior to the Budget announcement.  
 
62 The design and implementation of the WBSS is linked to the work currently 

being undertaken by officials on the review of the taxation of investment 
income earned by collective savings vehicles such as managed funds and 
superannuation funds.  This review will consider options to remove the 
current tax disincentives to save through such collective savings vehicles.  It 
is important that these current tax disincentives are removed to ensure that 
they do not prevent participation in the WBSS.  It is my intention to implement 
the policy proposal arising from this review to coincide with the 
implementation of the WBSS. 

 
Financial Implications 

63 In the December Budget Policy Statement (BPS), based on December fiscal 
forecasts, I indicated that there may be scope for additional spending in the short-
term, but that any additional initiatives should be at least fiscally neutral over the 
long-term (as a continuation of core spending pressures would imply a rising 
debt-to-GDP ratio over time) and not be stimulatory to the economy.   
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64 The savings package is not expected to stimulate the economy in the short-term, 
as it is designed to encourage people to save, rather than spend, their income.  
Further, the bulk of this package is not expected to be delivered until 2007/08.  
However, I am expecting it will have some ongoing costs. 

 
65 Together, the three initiatives of the savings package have the potential to form a 

large part of Budget 2005.  This package is in addition to the $2.4 billion net new 
spending indicated in December’s BPS.   The total Budget Package is outlined in 
the “2005 Budget Package” Cabinet paper.  All three initiatives are: 
 
• scaleable – the level of Government assistance can be scaled in its size of 

contribution, but also in its application to targeted groups; and 

• front loaded – the WBSS and tertiary savings scheme will likely have front 
loaded costs, as the current “stock” of eligible participants take-up 
Government assistance, or will be able to be front loaded by negotiation.  
Home ownership assistance is more likely to have ongoing costs. 

Creation of the Savings Package 

66 At this stage, officials are working on an overall package that is front loaded.  The 
total level of spending across the three initiatives is not sufficiently well advanced 
to make appropriations in the Budget, so I plan to set aside $500 million in the 
first three full years as a first call against the 2005 Budget Contingency, and 
about $100 million per annum thereafter to be accommodated from future 
budget’s provisioning for the package.  At this stage, the Savings allocation is 
oversubscribed and I plan to review and decide on the final savings allocation 
once I have received advice on the updated fiscal and economic forecasts and 
seek this delegation from Cabinet along with the Minister of Housing and the 
Minister of Education, in consultation with the Prime Minister. 

67 Some implementation funding will be sought in Budget 2005 for implementation 
costs faced by Inland Revenue and MED.  For other areas of spending, estimates 
have been provided and this funding will be reviewed and finally sought as a 
between budget initiative. 
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Implementation Timeframe 

68 Implementing the WBSS will require a substantial lead time.  The planned 
start date for the scheme is 1 April 2007.  An indicative time line includes: 

 
• November 2005 – legislation introduced 
• Mid 2006 – legislation passed 
• Mid-late 2006 – providers determined 
• Early 2007 – promotion campaign targeted at households 
• 1 April 2007 – WBSS start date 

 
69 Note that a 1 April 2007 implementation date carries some implementation 

and delivery risk if the design and/or implementation of the scheme changes 
during the passage through Parliament of the legislation giving effect to the 
WBSS. 

 
70               
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Legislative Implications 

71 Legislation is needed because the scheme will require amendments to the 
Income Tax Act 2004 and the Tax Administration Act 1994 to give effect to 
the collection mechanism. 

   
72 Legislative amendment would also be necessary to give effect to the 

regulatory aspects of the scheme. The new product would probably be a form 
of RSS, with an addition to the Superannuation Schemes Act 1989 necessary 
setting out minimum design requirements that products must satisfy in order 
to be registered, and to provide investor protections where funds are locked in 
until retirement.  Legislative amendments will also be required to exclude the 
government's liability as a promoter. 

 
73 A Work-based Savings Scheme Bill has been included in the 2005 Legislation 

Programme with a category 4 (to proceed to a select committee in 2005). 
 
Regulatory Impact and Compliance Cost Statement 

74 Based on the information provided in the attached Regulatory Impact 
Statement (RIS) / Business Compliance Cost Statement (BCCS), the 
Regulatory Impact Analysis Unit considers that the disclosure of information is 
adequate, and the level of analysis is appropriate given the likely impacts of 
the proposal. 

 
75 The RIS/BCCS is provided as Annex 2. 
 
Treaty Implications 

76 The WBSS has no Treaty implications as presently designed. 
 
Human Rights Act 

77 The proposals in this Cabinet paper appear to be consistent with the rights 
and freedoms affirmed in the New Zealand Bill of Rights Act 1990 and the 
Human Rights Act 1993.  A final view will be possible once the enabling 
legislation has been drafted. 

 
Publicity 

78 The savings package will constitute a sub-component of Budget 2005.  I plan 
to provide a separate media pack on the package at the Budget. 

 
79 There will need to be some form of communication around the schemes 

within the package.  I consider a comprehensive campaign will be needed for 
promotion of the WBSS because: 

 
• new employees will be automatically enrolled in the scheme, therefore 

will need to be fully informed about the scheme; 
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• messages around financial investment and superannuation are 
complex;  

• the scheme targets all wage and salary earners, and is open to the self-
employed and other non-employees.  Design of a campaign will need to 
capture this broad population group; and 

• the relationship to the housing assistance package may be a complex 
message. 

 
80 The WBSS scheme will be introduced in 2007.  Any associated 

communications should be aligned with its introduction.  I propose that around 
$4 million per annum be set aside from within the contingency for such a 
campaign beginning in the first year of its introduction. 

 
81 In addition, in order to encourage existing employees to opt-in to the WBSS, I 

recommend that there be information provided to existing employees prior to 
the introduction of the scheme, providing information on the scheme to 
encourage enrolment as the scheme is launched.  I therefore propose setting 
aside $3 million in contingency to fund this.  Any publicity material would be 
developed in consultation with the Office of the Auditor General. 

 
82 Information provision on the home ownership assistance and tertiary savings 

schemes are covered separately in the accompanying Cabinet papers.   
 
Consultation 

83 The following agencies have been consulted in the preparation of this Cabinet 
paper: Department of Prime Minister and Cabinet, Inland Revenue 
Department, Ministry of Economic Development, Housing New Zealand 
Corporation, Ministry of Social Development, Department of Labour, Ministry 
of Justice, Te Puni Kokiri, Ministry of Pacific Island Affairs, Ministry of Youth 
Development, and Ministry of Women’s Affairs.  

 
84 Officials have also consulted with a                                    

             
             
             
             
             
             
             
             
          

 
85 Early feedback has been useful and has informed policy development.  

Overall, there is general support for a scheme to increase private savings.   

86 There are some concerns from product providers that demand for a new 
savings product may be low.  Initial feedback from providers suggests that the 
economic case, including the size and form of Government contribution and 
the numbers who are likely to participate, would dictate providers interest in 
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offering these products.  Employer support is likely to be vital for the take-up 
and viability of the scheme.     

87 Consultations have highlighted the importance of existing schemes, and that 
any new scheme should be careful not to displace existing savings behaviour 
or reduce aggregate savings.  There is a risk that if existing schemes are 
disadvantaged, they may wind up, leading to the withdrawal of funds and 
hence a reduction in savings, and possible lower employer contributions. 

88 Initial feedback from employers was that they had some concerns about their 
role in promoting the scheme, having to provide financial advice, and about 
compliance costs more generally.  Employers with existing schemes are 
concerned about the costs if they are required to offer access to the WBSS in 
addition to their existing scheme. 

89 Some suggested that a single scheme for retirement, home ownership, and 
tertiary savings would increase take-up and reduce costs compared to 
separate schemes, which could be seen as competing with each other.  
However, this view was not universal. 

90 Some government agencies raised a concern about the implications for low 
income earners, particularly those moving from benefits to work, if there is no 
income threshold and if these individuals were required to begin making 
contributions to the WBSS before they had the opportunity to opt-out.  
However, as proposed, individuals would not begin making contributions until 
after they have had an opportunity to opt-out.  There is also some concern 
that low income earners may not participate because a 4% contribution rate is 
too high. 

 
91 Concerns have also been raised about limiting the ability to withdraw from the 

WBSS and to access the housing deposit subsidy to first homeowners, rather 
than anyone that does not currently own a house.  For example, there is a 
particular concern for women who have had a shared interest in a home with 
a partner, who may find themselves disadvantaged following a relationship 
breakdown. 

 
Recommendations 

I recommend that the committee: 
 
1. direct officials from Treasury, the Ministry of Social Development, the Ministry 

of Economic Development, and Inland Revenue to develop initiatives to 
increase the financial literacy of New Zealanders for consideration in Budget 
2006; including a recommendation on which agency is best placed to lead 
this work; 

 
2. agree that savings be a priority in Budget 2005 made up of three initiatives:  
 

2.1 work based savings scheme (WBSS) for retirement; 
 

2.2 home ownership assistance; and 
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2.3 tertiary education savings; 
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3. agree to a WBSS whereby:  
 
3.1 participation is not compulsory; 
 
3.2 employees are automatically enrolled when they begin a new job but 

have the opportunity to opt out; 
 

3.3 existing employees can choose to opt-in to the scheme; 
 

3.4 employee contributions are deducted from their wages and salary by 
employers and forwarded to Inland Revenue; 

 
3.5 non-employees, such as the self-employed and beneficiaries, would be 

able to opt-in to the scheme; 
 

3.6 Inland Revenue will be the central administrator for the WBSS, receiving 
contributions that have been deducted from individuals’ pay by 
employers and passing contributions on to private providers;  
 

3.7 the WBSS contributions are invested in privately provided investment 
vehicles; 
 

3.8 the WBSS would be principally for retirement;  
 

3.9 individuals would be allowed one withdrawal from their WBSS for first 
home ownership; and 
 

3.10 the Government would provide a contribution. 
 
4. agree to the following details of scheme design: 

 
4.1 there is no income threshold for participation in the WBSS; 

 
4.2 those aged under 18 would be excluded from automatic enrolment, but 

could opt-in to the scheme; 
 

4.3 those eligible for New Zealand Superannuation (NZS) are not able to 
open a WBSS account, but may continue to contribute if they have 
opened an account prior to being eligible for NZS; 
 

4.4 employers will deduct contributions at a default contribution rate of 4% 
of salary and wages, with the option to increase this to 8%, and forward 
these to Inland Revenue; 

 
4.5 individuals will have the ability to choose their provider but are randomly 

allocated to a default scheme if they or their employer do not make a 
selection; 

 
4.6 individuals can transfer their balance between funds but may only have 

one fund at any one time; 
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4.7 individuals will be able to withdraw their funds once to purchase a first 

home after contributing to a WBSS for a minimum of three years; 
 

4.8 individuals will be able to withdraw their funds in cases of financial 
hardship or permanent emigration; 
 

4.9 with the exceptions in recommendation 4.7 and 4.8, funds will be locked 
in until the age of eligibility for NZS; 
 

4.10 savings accrued under the WBSS would form relationship property 
within the meaning of the Property (Relationships) Act 1976; 

 
4.11 in most circumstances, funds in a WBSS would not be assessed for the 

purposes of eligibility for income support assistance; 
 

4.12 all members of the WBSS will have the option to divert their savings 
contributions to repay their mortgage for a time, subject to further 
consultation on whether this is feasible for mortgage providers; 
 

4.13 for those that contribute to the WBSS, deductions would continue unless 
the saver applied for a contribution holiday of up to five years at a time.  
Contributions will resume unless a further option to cease them is 
exercised; 
 

4.14 the Government will negotiate down fees, and pay the remaining 
ongoing fees; 
 

4.15 the Government will provide an upfront contribution to individual WBSS 
accounts in the vicinity of $1000 per person, subject to finalisation in the 
broader Budget context; 

 
4.16 the upfront contribution provided by the Government will be locked-in 

until the age of eligibility for NZS or five years in the scheme, whichever 
is greater; 

 
4.17 Inland Revenue will hold small amounts until they are large enough to 

pass on to a private provider (with interest); 
 

4.18 the employer will be given information packs by Inland Revenue to pass 
on to new employees; 
 

4.19 employers may voluntarily select an initial provider for their employees 
who do not select their own provider; 
 

4.20 employers may voluntarily contribute to their employees’ WBSS; 
 

4.21 the Government will provide a conversion mechanism for existing 
registered superannuation schemes (RSS) that want to migrate to the 
WBSS;   
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4.22 private provision of competing investment vehicles; 

 
4.23 no government guarantee of products or providers; 

 
4.24 investments will be regulated consistently with other investment 

products and the Superannuation Schemes Act 1989 framework will 
apply to regulate WBSS; and   
 

4.25 the Ministry of Economic Development will run a competitive tender 
process to select product providers if necessary and will regulate 
product providers through the Government Actuary. 

 
5. note that officials from Treasury, Inland Revenue, and the Ministry of 

Economic Development, are doing further work on detailed design aspects of 
the scheme prior to the Budget, including: 

 
5.1. the treatment of existing RSS).  Officials will explore: conditions under 

which existing RSS should be exempt from automatic enrolment; a 
conversion mechanism for existing RSS that want to migrate to the 
WBSS; and conditions under which existing RSS should receive any 
non-fee Government contribution; 
 

5.2. a process for selecting WBSS product providers; 
 

5.3. the process for automatic enrolment of new employees, including the 
timeframes for opting out; and 

 
5.4. a mechanism to allow the self-employed to opt-in to the scheme and to 

contribute via Inland Revenue. 
 

6. agree-in-principle to the following features of scheme design: 
 
6.1. product providers will be selected by a competitive tender process 

and/or a requirement to meet a set of minimum specified criteria; 
 
6.2. employees that are automatically enrolled can opt-out by contacting 

Inland Revenue within the consideration period of, say, between 10 and 
20 days after starting a new job; 

 
6.3. deductions will begin for employees around one to three months 

following the employee’s first pay at a new job, to allow for 
administrative processing requirements; 

 
6.4. Inland Revenue will receive notification from employees that have 

opted-out and will advise employers whether an employee has opted-
out; 

 
6.5. employers will begin deductions for all new employees when advised to 

do so by Inland Revenue; and 
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6.6. the self-employed are able to participate in the scheme through the 

Inland Revenue collection mechanism by opting-in to the scheme. 
 

7. note the Minister of Finance will report back to Cabinet on outstanding design 
issues for the WBSS prior to the Budget announcement, such as the 
treatment of existing RSS and a selection process for providers; 

 
8. agree to delegate authority to the Minister of Finance, in consultation with the 

Minister of Housing and Minister of Education, to agree outstanding detailed 
design issues for the WBSS, such as the process for automatic enrolment of 
new employees, including the timeframes for opting out, a mechanism to 
allow the self-employed to opt-in to the scheme and to contribute via Inland 
Revenue, and any further operational details; 

 
9. agree that the scheme will be implemented on 1 April 2007; 
 
10. note legislation will be required because the scheme will require amendments 

to the Income Tax Act 2004 and the Tax Administration Act 1994 to give 
effect to the collection mechanism; 

 
11. note legislative amendment will be necessary to give effect to the regulatory 

aspects of the scheme, with an addition to the Superannuation Schemes Act 
1989 necessary to set out minimum design requirements that products must 
satisfy in order to be registered and to provide investor protections where 
funds are locked in until retirement.   

 
12. note legislative amendments will be required to exclude the government's 

liability as a promoter; 
 
13. note that there will be a separate media pack on the savings package at the 

Budget; 
 
14. note that officials will develop scenarios to assist communication of how the 

scheme would operate, though the scenarios are only illustrative and subject 
to limitations; 

 
15. note that the WBSS will need to be supported by an information campaign to 

be finalised closer to implementation; 
 
16. note that officials have undertaken initial consultations     

             
             
          

 
17. note  that consultations to date suggest:  
 

17.1 broad support for a scheme to increase private savings; 
 
17.2 demand for a new savings product may be low; 
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17.3 the economic case, including the size and form of Government 

contribution and the numbers who are likely to participate, would dictate 
providers interest in offering these products; 

 
17.4 employer support is likely to be vital for the take up and viability of the 

scheme; 
 
17.5 the importance of existing schemes, and that any new scheme should 

be careful not to displace existing savings behaviour or reduce 
aggregate savings; 

 
17.6 concern about the role of employers promoting the scheme and being 

forced to provide staff with financial advice; 
 

17.7 concern about compliance costs more generally; and 
 

17.8 concern from employers with existing schemes about the costs if they 
are required to offer access to the WBSS in addition to their existing 
scheme. 

 
Financial Recommendations 
 
18. agree to a provisional Savings Allocation with the following profile:  
 
 $million - increase/(decrease) 

Operating (GST incl) 2005/06 2006/07 2007/08 2008/09  Outyears 

Savings Allocation 20.000 100.000 250.000 150.000 100.000 
 
19. delegate finalisation of the allocation set out in recommendation 18 above to 

the Minister of Finance, Minister of Housing and Minister of Education, in 
consultation with the Prime Minister, following receipt of the Budget Economic 
and Fiscal Update in April 2005; 
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20. approve the following changes to Vote Revenue to allow Inland Revenue to 
begin work on the implementation of the WBSS, with a corresponding impact 
on the operating balance: 

 
 $million – increase/(decrease) 
Vote Revenue 2004/05 2005/06 2006/07 2007/08 2008/09 & 

Outyears 
GST 

Departmental Output 
Classes: 
Information Services 
(funded by revenue Crown) 

- - 3.390
 

- 
 

- 
 

Incl. 

Revenue Assessment and 
Collection 
(funded by revenue Crown) 

0.292 2.329 5.775
 

8.701 
 

8.701 
 

Incl. 

Capital Contributions to the 
Department: 
Capital Investment 

- 12.844 14.777
 

- 
 

- 
 

n/a 

Total Operating 0.292 2.329 9.165 8.701 8.701 
Total Capital - 12.844 14.777 - - 
 
21. approve the following changes to appropriations to allow the Ministry of 

Economic Development to engage a legal firm to assist with amendments to 
the Superannuation Schemes Act, with a corresponding impact on the 
operating balance: 

 
 $million – increase/(decrease) 
Vote Commerce 2004/05 2005/06 2006/07 2007/08 2008/09 & 

Outyears
GST

Departmental Output Classes:  
Policy Advice – Business & 
Competition - 0.113 - - - Incl.
(funded by revenue Crown)  
 
22. agree that the changes to appropriations for 2004/05 above be included in 

the 2004/05 Supplementary Estimates and that, in the interim, these 
expenses be met from Imprest Supply; 

 
23. note that appropriations for the home ownership initiatives are included in the 

second paper in this suite, “Budget 2005 Savings Package: Home 
Ownership”;  
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24. note the following contingency items for the  Savings Allocation: 
 
 $million – increase/(decrease) 
Operating (GST incl) 2004/05 2005/06 2006/07 2007/08 2008/09 Outyears
Package Wide Initiatives  

Generic Financial Education  
Home Ownership Package 

Home ownership education 
 

Home Ownership Deposit 
Subsidy  

Tertiary Education Savings  
Implementation and 
Administration Costs  

Tertiary Education Savings 
Sweetener  

Work Based Savings Scheme  
WBSS Operational Costs 
(incl. 20% contingency)  

WBSS Fee Subsidy  
WBSS Kick Start Sweetener 
($1000, med partn, excl 
existing schemes) 

 

Estimated total funding 
sought after Budget 2005 
(mid point estimates) 

 

 
25. note that at present, the Savings Allocation as set out in recommendation 18 

above is currently oversubscribed, subject to the allocation finalisation in 
recommendation 19 above, as follows: 
 

 $m – increase/(decrease) 
Operating (GST incl) 2004/05 2005/06 2006/07 2007/08 2008/09 Outyears
Savings Allocation - 20.000 100.000 250.000 150.000 100.000

Funding sought in Budget 2005 0. 292 5.382 15.337 16.809 17.117 17.117

Contingency Items - 27.300 116.850 268.850 119.700 142.700

Surplus/deficit (0.292) (12.682) (32.187) (35.659) 13.183 (59.817)
 
 
 
 
 
 
 
 
Hon Dr Michael Cullen       
Minister of Finance 
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ANNEX 1: SCENARIOS 
 
Basic Compounding Interest Calculation* 
 

 
4% contribution 
Annual 
Gross 

income 
 

Weekly 
contribution 

 

5 year 
total

10 year 
total

20 year 
total

30 year 
total 

 

40 year 
total

$10,000 $8 $2,218 $4,930 $12,294 $23,295 $39,729
$20,000 $15 $4,437 $9,860 $24,589 $46,591 $79,458
$30,000 $23 $6,655 $14,790 $36,883 $69,886 $119,186
$40,000 $31 $8,874 $19,720 $49,178 $93,182 $158,915
$50,000 $38 $11,092 $24,650 $61,472 $116,477 $198,644
$60,000 $46 $13,311 $29,580 $73,766 $139,772 $238,373
$70,000 $54 $15,529 $34,510 $86,061 $163,068 $278,102
$80,000 $62 $17,748 $39,440 $98,355 $186,363 $317,831
$90,000 $69 $19,966 $44,370 $110,649 $209,659 $357,559

$100,000 $77 $22,185 $49,300 $122,944 $232,954 $397,288
 
 

8% contribution 
Annual 
Gross 

income 
 

Weekly 
contribution 

 

5 year 
total

10 year 
total

20 year 
total

30 year 
total 

 

40 year 
total

$10,000 $15 $4,437 $9,860 $24,589 $46,591 $79,458
$20,000 $31 $8,874 $19,720 $49,178 $93,182 $158,915
$30,000 $46 $13,311 $29,580 $73,766 $139,772 $238,373
$40,000 $62 $17,748 $39,440 $98,355 $186,363 $317,831
$50,000 $77 $22,185 $49,300 $122,944 $232,954 $397,288
$60,000 $92 $26,622 $59,160 $147,533 $279,545 $476,746
$70,000 $108 $31,059 $69,020 $172,121 $326,136 $556,204
$80,000 $123 $35,496 $78,879 $196,710 $372,727 $635,661
$90,000 $138 $39,933 $88,739 $221,299 $419,317 $715,119

$100,000 $154 $44,370 $98,599 $245,888 $465,908 $794,577
 

*Based on a 6% nominal rate of return compounding monthly and assuming 33% 
tax on interest and no account fees.  Assumes wages are static over the savings 
period and contributions and returns are constant. 
 
Scenarios 
 
These scenarios have been prepared for illustrative purposes.  They show the amount 
that people in certain circumstances might expect to save in their WBSS over their life 
cycle.  However, there are a number of limitations: 
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• rates of return are assumed to be constant and do not take into account 
investment risk.  Therefore the accumulated savings balance appears to be 
smooth whereas in reality savings balances will be subject to random variation; 

• wage growth is assumed to be constant over an individual’s working life; 
• house price inflation is assumed to be constant – i.e. house price cycles have not 

been taken into account;  
• many other factors will affect the affordability of saving in a WBSS.  In practice, 

people may take contribution holidays, divert contributions to mortgage 
repayments, or take longer to pay off a mortgage than has been assumed. 
 

Scenario 1.  John and Abigail 

John is a 29 year old software engineer earning $60,000 p.a. and Abigail is a 28 year 
old Business Analyst earning $55,000 p.a.  They live in Wellington and start 
contributing to a growth fund in the WBSS at 4%. 
 
At age 40, John ups his contributions to 8%.  When Abigail is 45, she also increases 
her contributions to 8%, but changes to a balanced fund.  Reluctant to face the risks of 
equities close to retirement, John decides to change his fund to a conservative one at 
age 60.  
 
John and Abigail both retire at age 65.  At this time John accesses his WBSS savings 
of $263K and Abigail withdraws her savings of $240K5. 
 
John and Abigail’s income and savings profiles are summarised in the table below. 
 

 John Abigail 
Age 29 28 
Occupation Software Engineer Business Analyst 
Start Salary $60,000 $55,000 

Wage Growth 3% p.a. up until age 
35, 2.5% thereafter.

3% p.a. up until 
age 35, 2.5% 
thereafter. 

Contribution 
Rate(s) 

4% up until age 40, 
8% till age 65. 

4% up until age 45, 
8% till age 65. 

Fund Choice(s) 
Growth till age 60. 
Conservative till 
age 65. 

Growth fund till age 
45, Balanced 
thereafter 

Other work related 
info (e.g. early 
retirement, 
maternity leave, 
etc) 

None – retires at 
age 65 

None – retires at 
age 65 

 

                                                 
5  Note: all savings balances are presented in real terms.  i.e. the actual savings balances are discounted at 2% 

(CPI) to accurately reflect the purchasing power of the individual’s savings. 
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Figure 1 Income Profile – John and Abigail 
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Figure 2 Savings Profile – John and Abigail 
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 Scenario 2.  Richard and Joy 

Richard (aged 49) and Joy (aged 51) are a middle aged couple who live in Napier.  
Richard is hardware store manager on $42,000 p.a. and Joy is a senior nurse earning 
$39,000 p.a. 
 
Richard and Joy both decide to join the WBSS, contributing at 4%.   
 
Joy invests in a conservative fund until she takes early retirement at age 60 due to an 
unexpected illness.  At this point she withdraws her WBSS of $16K under financial 
hardship.  Her upfront Government contribution remains in her WBSS account earning 
interest.  At age 65 Joy withdraws her final balance of $9006. 
 
Richard invests in a balanced fund and contributes until retirement at age 65.  At 
retirement, Richard has $36K in his WBSS account. 
 
Richard and Joy’s income and savings profiles are summarised below. 
 

 Richard Joy 
Age 49 51 
Occupation Store Manager Nurse 
Start Salary $42,000 $39,000 
Wage Growth 2% p.a. 2% p.a. 
Contribution 
Rate(s) 4% p.a. till age 65. 4% p.a. till age 

60. 
Fund Choice(s) Balanced Conservative 
Other work related 
info (e.g. early 
retirement, 
maternity leave, 
etc) 

None – retires at 
age 65. 

Takes early 
retirement due to 
sickness at age 
60. 

 

                                                 
6  Note that this amount is less than the actual value of the upfront government contribution 

at the start of the savings period. This is because the amount has been discounted to 
account for inflation. 



31 

Figure 3 Income Profile – Richard and Joy 
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Figure 4 Savings Profile – Richard and Joy 
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Scenario 3.  Robert and Marie 

Robert (36) and Marie (34) live in Timaru with their three children aged 3, 6, and 10.  
They have a mortgage on approximately 85% of the value of their home. 
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Robert works at the local post office as a clerk earning $30,000 per annum.  He 
decides to join the WBSS contributing 4% per annum to a balanced fund. 
 
Marie remains at home until their youngest child turns 5.  At this point she returns to 
work full time, teaching at the local high school.  Marie is on a salary of $33,000 per 
annum.  She also joins the WBSS and contributes 4% p.a. to a balanced fund. 
 
Robert ups his contributions to 8% at age 56 (when the mortgage is fully repaid and the 
children have left home), switching to a growth fund and then again to a conservative 
fund at age 60.  At age 65, Robert accesses his retirement savings of $58K. 
 
Marie starts working only part (half) time between the ages of 60 and 64 (continuing to 
contribute at 4%) before finally retiring at age 65.  She then accesses her WBSS 
savings of $48K. 
 
Robert and Marie’s income and savings profiles are provided below. 
 

 Robert Marie 
Age 36 34 
Occupation Post Office Clerk School Teacher 
Start Salary $30,000 $33,000 
Wage Growth 1% p.a. 1% p.a. 

Contribution 
Rate(s) 

4% p.a. until 
mortgage repaid at 
age 56, 8% till age 
65. 

4% p.a. while 
working.  
Contributions 
cease at age 65. 

Fund Choice(s) 
Balanced till age 
45, Growth till age 
60.  Conservative 
thereafter. 

Balanced 

Other work related 
info (e.g. early 
retirement, 
maternity leave, 
etc) 

Retires at age 65. 

Stays at home till 
youngest child 
turns 5; Works 
full-time 
thereafter. 
Works part-time 
(half-time) as 
substitute 
between ages 60-
64, retiring at age 
65. 
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Figure 5 Income Profile – Robert and Marie 
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Figure 6 Savings Profile – Robert and Marie 
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Scenario 4.  Michael and Beth 

Michael and Beth are a married couple with no children living in Hamilton.  Michael is 
32 and earns $32,000 p.a. as a restaurant manager, while Beth is a 32 year old sales 
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store assistant on $23,000 per annum.  They already own a home with a mortgage 
which they have been paying off for three years7. 
 
Michael joins the WBSS contributing 4% to a balanced fund.  When Michael and Beth 
are 40 they divorce.  They have $80,000 worth of equity in their home.  As part of the 
divorce settlement, Michael remains in the house, giving Beth half the equity ($40K) as 
well as half his WBSS ($7,000 - real). 
 
Michael continues to contribute to his WBSS fund till retirement at age 65.  Michael 
now has $51K in his WBSS account. 
 
Michael’s profile is summarised below. 
 

 Michael 
Age 32 

Occupation Restaurant 
Manager 

Start Salary $32,000 
Wage Growth 2% p.a. 
Contribution 
Rate(s) 4% p.a. 

Fund Choice(s) Balanced 
Other work related 
info (e.g. early 
retirement, 
maternity leave, 
etc) 

Retires at age 65. 

 

                                                 
7   Purchase price of the house was $140,000. 
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Figure 7 Income Profile – Michael and Beth 
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Figure 8 Savings Profile – Michael  
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Scenario 5.  Peter and Aroha 

Peter (27) and  Aroha (25) are a young married couple living in Auckland.  Peter works 
as a bank customer services operator earning $35,000 p.a. and Aroha is a 25 year old 
personal assistant earning $32,000 p.a. 
 
Peter & Aroha both join the WBSS contributing at 8% to a conservative fund to enable 
them to save for a housing deposit, and to qualify for a housing deposit subsidy.  When 
Peter is 32 and Aroha 30, they have saved approximately $40K.  In addition they 
qualify for a housing deposit subsidy of $5,000 each (total $10,000).  This enables 
them to put a 14% deposit on a $350,000 home. 
 
Once they have purchased their first home Peter diverts his WBSS contributions 
towards their mortgage, while Aroha continues to contribute at 4% to a balanced fund.   
 
At age 33, Aroha has a child and takes 12 months of maternity leave, resuming full-
time work (and WBSS contributions of 4%) thereafter.  At age 50, she increases her 
contributions to 8%. 
 
At age 52, Peter also resumes his WBSS contributions.  He now contributes 8% to a 
balanced fund. 
 
At retirement (age 65) Peter has $39K and Aroha has $80K. 
 

 Peter Aroha 
Age 27 25 

Occupation Bank Customer 
Services Operator 

Personal 
Assistant 

Start Salary $35,000 $32,000 
Wage Growth 2% p.a. 2% p.a. 

Contribution Rate(s) 

8% till age 32 – 
then diverts WBS 
contributions 
towards repaying 
mortgage.  
Resumes 
contributions at age 
52 at 8%. 

8% till age 30.  
4% till age 33 
(childbirth). 
Continues to 
contribute at 4% 
(while working)  
till age 50.  
Contributing at 
8% thereafter.  

Fund Choice(s) 
Conservative till 
age 30;  Balanced 
at age 50. 

Conservative till 
age 32; Balanced 
from age 33 
onward. 

House Price 
House price $250K – they both save 
approximately $28K over 5 years and 
also qualify for a housing deposit 
subsidy of $5,000 each. 

Other work related 
info (e.g. early 
retirement, 
maternity leave, etc) 

None – retires at 
age 65. 

Has a child and 
takes 12 months 
off before 
resuming full time 
work at age 33.   
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Figure 9 Income Profile – Peter & Aroha 
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Figure 10 Savings Profile – Peter & Aroha 
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ANNEX 2: REGULATORY IMPACT STATEMENT 

STATEMENT OF THE NATURE AND MAGNITUDE OF THE PROBLEM AND 
THE NEED FOR GOVERNMENT ACTION 

 
Net wealth as a proportion of disposable income has increased since the mid 
1980s, though this increase has been largely driven by the appreciating value of 
housing stock.  Statistics New Zealand’s one-off Household Savings Survey (HSS) 
estimated that the median net worth of New Zealand adults was $60 000 in 2001.8  
However, the distribution of net worth was uneven, including across age and 
income groups. For example, 16 percent of non-partnered individuals and couples 
had a negative net worth, while 29 percent of non-partnered individuals and 
couples had net worth of over $200 000.  The HSS found that, in each age group, 
the top 20 percent of non-partnered individuals and couples had at least 60 percent 
of the age group’s net worth. By age, 43 percent of non-partnered individuals and 
couples aged 18 to 24 years had negative net worth compared to 2 percent of 
those aged 65 years and over.  Median net worth peaked for the 55 to 64 years old 
age group. 
 
Savings in registered superannuation schemes has declined. Accordingly to the 
Government Actuary’s data, the number of employer sponsored registered 
superannuation schemes declined from 1047 in 1997 to 505 in 2003.  The total 
assets held by these schemes declined from $10b in 1997 to $9.2b in 2003. 
Membership of registered superannuation schemes declined from 22.6% of the 
Labour Force in 1990 to 14.1% in 2003, which did not include membership of the 
State Sector Retirement Savings Scheme (SSRSS).   If the membership figures of 
the new SSRSS, which commenced on 1 July 2004, were included the membership 
level would have been 16%. 
 
Therefore, some New Zealanders do not own sufficient assets nor save enough, 
specifically for retirement.  Currently, many New Zealanders will not be able to 
maintain their current living standards in retirement and are less able to weather 
adverse circumstances in their life, as well as contributing to a lack of security, 
independence and control. 
 
It is not exactly clear what the reasons are for this lack of savings, and officials are 
not aware of any significant New Zealand evidence on this issue.  International 
evidence and research suggests that some people do not save because they just 
do not get around to it, they find it difficult, they lack self discipline, they have a bias 
toward the status quo, they can be myopic and they suffer from inertia.   
 
People who own their own home when they retire are generally more likely to 
achieve a higher living standard in retirement.  Hence, the decline in New Zealand’s 
home ownership rate from a high of 74 percent in 1991 to 68 percent in 2001, 
according to Census data, may make it harder for some New Zealanders to 
maintain their living standards in retirement. 

                                                 
8 The 2001 Household Savings Survey – Key Statistics Article, April 2003, Statistics New Zealand. 
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In May 2004, the Government appointed a Savings Product Working Group to 
advise on mechanisms to increase work based savings. The final report of the 
Group (released in September 2004) provided an increasing level of possible 
interventions and included, among other things, that a work based saving scheme 
be created that channels savings through Inland Revenue using the PAYE 
infrastructure. New employees would be automatically enrolled in the scheme, to 
take advantage of inertia, and employers would deduct a percentage of their salary 
or wages at source.  
 
STATEMENT OF THE PUBLIC POLICY OBJECTIVES 

The primary objectives of the work based savings scheme are:  
 
• to support a cultural change in New Zealanders’ attitudes toward savings to 

increase self reliance and forward planning;  and 
 
• to help create a financial buffer for New Zealand households through the 

building up of assets, reducing debt dependency and giving people increased 
financial independence and flexibility, particularly in retirement. 

 
STATEMENT OF FEASIBLE OPTIONS (REGULATORY AND/OR NON-
REGULATORY) THAT MAY CONSTITUTE VIABLE MEANS FOR 
ACHIEVING THE DESIRED OBJECTIVE(S) 

Status Quo 

Current options for saving include saving through a registered superannuation 
scheme (RSS). This may be an employer-based scheme, where the employer 
usually makes a contribution to the scheme (either a direct contribution or by 
paying the fees of the scheme, or both) or through a retail RSS. The Government 
recently launched its own State Sector Retirement Savings Scheme. People can 
save through other investment vehicles, such as unit trusts, or directly invest 
themselves (for example, in property or in shares). In addition, many people save 
through banking products, such as fixed term bank accounts.  
 
Preferred Option – Work Based Savings Scheme 

The scheme will require amendments to the Income Tax Act 2004 and the Tax 
Administration Act 1994 to give effect to the proposed collection mechanism.  
Legislative amendments will also need to be made to the Superannuation Schemes 
Act 1989 to set out minimum design requirements that products must satisfy in 
order to be registered, to provide investor protections and to exclude government 
liability as a promoter.   
 
Key design features of the preferred WBSS option are: 
 
• participation is not compulsory; 
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• employees are automatically enrolled when they begin a new job but have the 
opportunity to opt out before any contributions are deducted; 

 
• existing employees can choose to opt-in to the scheme; 
 
• beneficiaries and the self-employed are able to opt-in to in the scheme; 
 
• those aged under 18 are able to opt-in; 
 
• employee contributions are deducted from their wages and salary by 

employers (contribution rate options of 4 and 8 percent of salary and wages); 
 
• employers provide information to new employees and forward contributions to 

Inland Revenue; 
 
• employers may choose voluntarily to select a default provider for their staff 

and/or provide contributions to an employee's scheme;  
 
• Inland Revenue will be the central administrator for the WBSS, receiving 

contributions that have been deducted from individuals’ pay by employers and 
passing contributions on to private providers 

 
• funds locked-in until the age of eligibility for New Zealand Superannuation, 

with the exception of one withdrawal for first home ownership, financial 
hardship, or permanent emigration;  

 
• the money is invested in privately provided investment funds; 
 
• the WBSS would be principally for retirement; 
 
• funds can be transferred between providers; 
 
• the WBSS products will be regulated consistently with other investment 

products and the Superannuation Schemes Act 1989 framework will apply, 
including regulation through the Government Actuary; 

 
• savers able to apply for contributions holidays of up to five years;  
 
• no government guarantee of products or providers;  
 
• a Government contribution towards fees and an upfront payment to 

encourage participation; and 
 
• scheme to be implemented on 1 April 2007. 
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STATEMENT OF THE NET BENEFIT OF THE PROPOSAL, INCLUDING THE 
TOTAL REGULATORY COSTS (ADMINISTRATIVE, COMPLIANCE AND 
ECONOMIC COSTS) AND BENEFITS (INCLUDING NON-QUANTIFIABLE 
BENEFITS) OF THE PROPOSAL, AND OTHER FEASIBLE OPTIONS 

The magnitude of the costs and benefits will be influenced by the level of participation 
in the scheme, which is uncertain. Participation will depend on the characteristics of the 
scheme and impact of the education and information campaign.  Factors that are likely 
to encourage participation are: 

• simplicity; 
 
• employer and Government contributions; 
 
• making participation easy, such as automatic enrolment; 
 
• ability to access funds in certain circumstances, such as first house purchase 

and financial hardship;  and 
 
• flexibility to cease contribution. 
However, there may be a trade-off between encouraging participation into the scheme 
and encouraging participants to remain in the scheme long-term. For example, lock-in 
of funds until the age of eligibility for New Zealand Superannuation may discourage 
participation but individuals may accumulate higher savings than otherwise. 

The characteristics of the WBSS will be determined prior to Budget 2005. 

Government 

The Government will incur fiscal costs from any contribution it makes towards fees, 
any upfront payment and providing financial education and promotion for the 
WBSS, and the costs of administering the scheme (the Treasury, Inland Revenue 
Department and the Ministry of Economic Development).  Fiscal costs may be in 
the order of $500m for 2006/07 to 2008/09, with the magnitude to be finalised 
following receipt of the Budget Economic and Fiscal Update in April 2005. The 
fiscal costs will be higher to the extent that participation in the scheme is higher 
than estimated. 
 
The Government may incur moral hazard risk through the selection and regulation 
of providers. There may be a perception that Government guarantees or endorses 
product providers.  This risk could be reduced through legislation removing the 
Government’s liability. 
 
The public sector may potentially pressure the Government for higher wages to 
compensate for any loss in take home pay incurred by saving.  However, the 
increased contributions already in the State Sector Retirement Savings Scheme 
may reduce this pressure. 
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Financial sector 

The financial sector will benefit from increased demand if the WBSS increases the 
numbers of people saving or aggregate savings.  
 
As not all providers may be eligible to offer WBSS products, WBSS providers may 
increase their market share and profitability at the expense of those excluded from 
the WBSS market. 
 
The Government is keen to negotiate lower fees for the WBSS which may place 
pressure on the financial sector to lower its fees.  If this is successful it may set a 
new fee benchmark for financial sector fees that may flow over to non-WBSS 
products. 
 
Non-WBSS providers, particularly small and niche providers, may withdraw from 
the retirement or long-term saving market, given difficulty achieving economies of 
scale.  A result is that the long term savings market may become more 
consolidated and less competitive. 
 
Providers will incur compliance costs in complying with the regulatory requirements 
of the scheme but these requirements are similar to those that apply to registered 
superannuation schemes. 
 
The impact on existing superannuation schemes is uncertain and will depend on 
how they will be treated relative to WBSS.  If these are prejudiced, there is a risk of 
possible windup and that existing balances will be withdrawn. 
 
Employers 

The WBSS may make it easier for employers to contribute to their employees’ 
superannuation.  
 
Employers will incur compliance costs as outlined in the BCCS below.  The design 
of the scheme seeks to minimise these costs, including through working off existing 
processes where possible, with existing employees opting in and providing new 
employees a period to opt-out. 
 
Employers’ costs would increase if they make voluntary contributions. 
 
Employees may potentially pressure employers to raise wages to compensate for 
their saving contributions. 
 
Employees 

The WBSS will provide employees with easier access to saving as income is 
earned (at source). 
 
Individuals will also be able to cease contributions by taking a contribution holiday. 
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Individuals who participate and increase their savings should have a higher 
financial buffer against adverse conditions, improved access to first home 
ownership, and potentially higher living standards in retirement than would have 
otherwise been the case. 
 
Savers would be subject to higher fees if any Government contribution lapses or is 
wound down. 
 
The automatic enrolment provisions for new employees who do not opt-out may 
capture some people who it is not in their best interests to save.  These people can 
opt-out and access their funds if in financial hardship.  
 
Society 

People who participate and save may potentially achieve higher living standards in 
retirement. 
 
To the extent that individuals have higher savings and assets, such as housing, this 
may increase their ability to weather adverse circumstances.  These funds could be 
used to assist in the event of financial hardship given withdrawals are permitted for 
this purpose.  
 
If these behavioural changes flow through into increased domestic saving then 
economic growth may increase as more funds may be avilable to fund domestic 
investment and reduce New Zealand’s reliance on borrowing offshore.   
 
STATEMENT OF CONSULTATION UNDERTAKEN 

Stakeholder Consultation 

Consultation meetings were held with the following to seek their views on the  
              
              
              
              
              
              
              
              
              
              
              
              
     
 
Government Departments/Agencies Consultation 

The following Government agencies were consulted: the Ministry of Economic 
Development (including the Insurance and Superannuation Unit), the Inland 
Revenue Department, Housing New Zealand Corporation, the Ministry of Social 
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Development, the Ministry of Education, Te Puni Kokiri, the Ministry of Pacific 
Affairs, the Ministry of Women’s Affairs, the Department of Prime Minister and 
Cabinet and Ministry of Youth Development.  
 
BUSINESS COMPLIANCE COST STATEMENT 

Some compliance costs will fall on employers.  These costs are likely to impact 
more significantly on small and medium sized enterprises, which often have fewer 
resources to devote to compliance activities.  One-off costs will include enrolling 
existing employees and selecting an initial provider for their employees who do not 
select their own provider (this is voluntary).  Ongoing costs will include explaining 
the scheme to new employees, and giving new employees information packs when 
they start a new job. This information will be supplied by Inland Revenue. 
Employers will likely be called on to answer questions about the scheme from 
employees, and direct employees to Inland Revenue or a website or 0800 phone 
number. Employers will be required to alter their payroll systems and procedures 
when employees opt-in, opt-out, take contribution holidays or change their 
contribution rates.  Employers will also need to forward any contributions collected 
to Inland Revenue.  
 
Providers who choose to participate and are accepted into the scheme will be 
subject to the costs of participating in any tender process, developing and issuing 
investment statements, promoting their product and system development costs.  
Ongoing provider costs include costs in answering questions from employees, 
ongoing reporting to members, complying with any ongoing regulatory 
requirements and dealing with Inland Revenue.  Many of providers’ costs are likely 
to be fixed. 
  
It is not possible at this stage to estimate compliance costs as the design features 
of the scheme are not sufficiently settled. In addition, consultation with affected 
groups has been at a high level and has not been directed at ascertaining the 
potential quantum of compliance costs.  
 
Steps taken to reduce complaince costs include the use of electronic technology in 
the provision of contributions from Inland Revenue to providers (and where 
possible from employers to Inland Revenue); the use of existing infrastrucuture – 
Inland Revenue’s PAYE system that employers already use; the design of the 
scheme – e.g. signing employees up to the scheme when they first start in a new 
job, making use of existing induction processes where possible; provision of 
education about the scheme allowing people to get up to speed quickly. This will 
include providing informtion to employers and individuals to support them to learn 
about the scheme easily, and possibly a dedicated website and/or 0800 phone 
number. 
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