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2 October 2000 SH/3/2/19/8/1 

Treasury Report: Pre-Funding New Zealand Superannuation:  
Evidence of Effect on Private Saving 

Executive Summary 

If pre-funding was to provide a more certain and stable environment for people to make 
their savings decisions in, it could be argued that it would lead to an increase in private 
saving.  However, the evidence is much stronger that pre-funding would lead people to 
think that retirement income provision was more secure, and consequently that they did 
not need to save for themselves so much. 
 
The theoretical case arises from the Life Cycle Hypothesis, in which individuals are 
presumed to plan their income and consumption in the context of their entire lifetime.  
Reduced uncertainty reduces the need for precautionary saving against adverse events. 
 
The empirical evidence is indirect, but nonetheless compelling.  It includes an extensive 
literature survey undertaken by the Congressional Budget Office in the context of US 
Social Security, as well as a range of other results. 
 
In summary, the evidence is strong that were the pre-funding proposal to lead to greater 
certainty, private saving would decline. 

Recommended Action 

We recommend that you note the content of this report. 
 
 
 
 
 
 
Brian McCulloch 
Project Leader, Pre-funding New Zealand Superannuation Team 
for Secretary to the Treasury 
 
 
 
 
 
 
 
Hon Dr Michael Cullen 
Treasurer/Minister of Finance 
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Treasury Report: Pre-Funding New Zealand Superannuation:  Effect 
on Private Saving 

Purpose of Report 

1. At the request of your Office, this report elaborates on the comment made in 
T2000/1939 (“Macroeconomic Effects of the Proposal for Pre-Funding New 
Zealand Superannuation”) that the evidence is strong that pre-funding would lead 
people to save less if it results in greater certainty about public retirement income 
provision. 

Analysis 

2. In our recent Treasury Report, “Macroeconomic Effects of the Proposal for Pre-
Funding New Zealand Superannuation” (T2000/1939, 18 September 2000), we 
stated: 

 
"If pre-funding contributed to providing a more certain and stable environment for 
people to make their savings decisions in, it could be argued that it would lead to 
an increase in private saving.  However, the evidence is much stronger that pre-
funding would lead people to think that retirement income provision was secure and 
that they did not need to save for themselves so much." 

 
The Argument for Increased Private Saving 

3. The argument that individuals would increase their saving is that greater certainty 
about New Zealand Superannuation would make planning for retirement easier.  If 
people feel more certain that the government will keep its “contract” with them and 
pay New Zealand Superannuation at current levels, they may be able to plan their 
other savings more easily.  This argument would then conclude that, by making 
planning easier, people will plan more – and when they do, they will realise their 
savings are inadequate, and save more. 

 
4. This argument has some difficulties.  First, it requires that people were saving too 

little before they knew how much public retirement income they would receive in the 
future.  Alternatively, they could find they were saving too much and could reduce 
their level of saving.  Second, the available theoretical and empirical evidence does 
not provide any strong support for the proposition that greater certainty about future 
retirement income provision will increase saving. 

 
Theoretical Evidence 

5. The most widely accepted theoretical model, which underpins our understanding of 
consumption and saving, is the so-called Life Cycle Hypothesis.  This takes the 
view that people think about their income and consumption over the context of their 
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entire lifetime.  Knowing that they likely will have a number of years after retirement 
without as much paid income from work, they make provision for that during their 
working years.  That provision can take many forms including having a debt-free 
house, buying an annuity, acquiring real or financial assets that provide income, 
and so on. 

 
6. If individuals knew exactly their health status, how long they would live, what the 

return on the investments would be and what New Zealand Superannuation 
payments they would receive, they could plan for exactly the level of consumption 
they would like to enjoy after retirement.  But none of these factors is known with 
certainty. 

 
7. In the face of uncertainty, rather than risk finding they had made inadequate 

provision, people may increase their saving as a precaution against suffering a 
severe drop in living standards.  Of course it may turn out that they do not need 
those additional savings.  The fact we observe positive bequests is consistent with 
the contention that people have made precautionary saving in the face of 
uncertainty.  A debt-free house is a typical hedge against uncertainty, which, if not 
sold to meet living expenses, is then bequeathed.  We would then expect that 
greater uncertainty would lead to increased saving over the life cycle, a result 
supported by the theoretical literature.1   

 
8. Conversely, were individuals to perceive that future payments of New Zealand 

Superannuation were more certain, it follows that this would tend to reduce the 
level of private saving. 

 
Empirical Evidence 

9. While there are no direct tests that we are aware of that look at the effect of greater 
certainty of public pensions on savings, we can use the actual presence of a 
scheme as a proxy.  In that case we ask: does the existence of a public pension 
scheme reduce or increase private saving? 

 
10. The following chart prepared by the US Congressional Budget Office summarises a 

range of studies that look at the effect of an increase of $1 in US Social Security 
wealth on private saving.2 

 

                                            
1  Kotlikoff L.J. (1989) What Determines Savings? MIT Press. 
2  Congressional Budget Office.  Social Security and Private Saving: A Review of the Empirical 

Evidence. (1998). 
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Table 1:  Impact of Social Security on Private Saving: Summary of US Studies 

 
 
 
 
11. The overall result is that, while there is a range of outcomes, the majority show a 

decline of about 50 cents on average.  If we accept that an increase in social 
security wealth is a proxy for an increase in the certainty equivalent of the public 
pension, then these results, admittedly for the USA, are consistent with the 
assertion that private saving would fall.  Recent work by Feldstein confirms this 
result.3  He finds that the US Social Security system reduces private saving by 
between 50 and 60 percent. 

 
12. Skinner suggests that greater uncertainty might stimulate saving.  He notes that the 

uncertain returns in the post-war period may have “been one reason why saving 
was so strong during that period” (p.  252).4  Further, he reports findings that the 
decline in uncertainty in financial markets in the 1980s contributed to the slow down 
in household saving rates. 

 
13. Australian results reported by Morling and Subbaraman show that a 10 percent 

increase in the compulsory superannuation contributions was matched by a 7.5 

                                            
3  Feldstein, M. (1996) “Social Security and Saving: New Time Series Evidence”. National Tax 

Journal XLIX (2): 151-164. 
4  Skinner, J. (1990) “Precautionary Saving, Wealth Accumulation, and the Saving Downturn of 

the 1980s”. National Tax Journal XLIII (3): 247-257. 
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percent fall in other types of private saving.5  They also find that higher 
unemployment rates reflecting greater uncertainty about future income streams 
lead to greater saving, supporting the notion that there is a precautionary motive for 
saving. 

 
14. Edwards finds that in countries with greater political instability, there is a positive 

effect on private saving, again consistent with the argument that greater certainty 
would be associated with less, not more, private saving.6   

 
15. Higher inflation rates are often interpreted as a source of greater uncertainty.  Orr7 

and Choy8 both find that saving rates are lower when inflation rates are lower in 
New Zealand, that is, when there is less uncertainty. 

 
16. In summary, the bulk of the evidence supports the notion that lower uncertainty 

would reduce private saving. 
 
17. The foregoing analysis is based on a presumption that the implementation of the 

pre-funding scheme will reduce the uncertainty in future public retirement income 
provision.  It might not.  In addition, there is a variety of other factors that affect 
private saving and these may be more or less important than uncertainty in future 
public retirement income provision.9 

                                            
5  S. Morling and R. Subbaraman (1995) Superannuation and Saving. RDP 9511, Reserve Bank 

of Australia. 
6  S. Edwards (1995) Why are Saving Rates so Different Across Countries? NBER WP 5097. 
7  Orr, A. (1989) Saving, Investment and Economic Growth, NZIER. 
8  Choy, W.K. (2000) Determinants of Household and National Saving in New Zealand. Paper 

presented to the NZ association of Economists Conference, July. 
9  Booth, T., Grimmond, D. and Stroombergen, A. (2000) Determinants of Saving Behaviour.  

Office of the Retirement Commissioner. 


