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Overview – Key Events in New Zealand Industry
The managed funds industry in New Zealand is undergoing a period of unprecedented change the results of which it is confidentially expected will not only transform the industry but also create an environment of strong growth in funds under management.

In summary the key changes include:

1.
Major reform of taxation regime for savings including removal of past taxation distortions which created barriers to savings.

2.
Introduction of KiwiSaver a work-based personal retirement savings scheme.  (This is an exciting prospect for NZ.)
3.
Introduction of taxation credits for KiwiSaver contributions (1 July 2007).  (First taxation incentives since 1989.)
4.
Introduction of phased-in employer contributions to KiwiSaver – commencing at 1% of earning from 1 April 2008.

5.
Lowering maximum taxation rate for Portfolio Investment Entities (PIEs) to create taxation incentive for middle and high tax rate savers.

6.
Regulation of financial advisers.

7.
Review of regulation for superannuation, unit trusts and other collective investment vehicles.

8.
Extension of disputes resolution facilities to include all savings products and financial advice.

9.
Extension of trustee responsibilities.

10.
The resulting new regulations are being designed to achieve mutual recognition with Australia (ie to allow promotion and sale of products and services across the borders of both countries).

11.
Creation of clearer regulator roles and responsibility.

The result of this major package of reform will bring the funds management industry into line with international best practice requirements and provide a foundation for a significant increase in personal savings.
Economic and Financial Background
New Zealand is a financially sophisticated and developed South Pacific country with a population of 4.25 million people.

The NZ economy has traditionally been heavily based on agricultural exports.  However, New Zealand dependence on meat and wool exports has reduced with increased exports of dairy products, horticulture, fishing, and manufacturing and strong growth in tourism.

NZ enjoys very close economic and social ties with Australia which is our largest trading partner.
NZ’s growth as measured by gross domestic product (GDP) preformed well through the early 2000s at rates ahead of the OECD averages.  However, the recent trend has been:
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NZ has achieved reasonable stability in control of inflation:
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To achieve this NZ has maintained a high interest rate policy as a major policy lever to control inflationary pressures brought about by high levels of consumer spending.  Household debt has soared, from 58% of household income in 1991 to approx 125%.  Outstanding balances on credit cards have been a major source of this growth.  The Reserve Bank recently moved the “Official Cash Rate” to 8.25%, the highest in the OECD (Australia 6.50%).  This high interest rate policy has also been necessary to attract overseas capital investment (to offset low internal savings rates).

New Zealand has a low income per capita which coupled with lack of Government encouragement for savings and a hostile taxation environment have been a strong factor in the slow growth of the funds management industry.
Total managed fund and life insurance investments in NZ are $60 billion which equates to an average saving level of $14,000 per head, compared with Australia with an average $55,000 per head.

Savings and Private Households

NZ has a poor personal savings record and has consistently ranked at the bottom of OECD surveys.

Household Savings Rate (% of disposable income)

	2004
	2005
	2006
	2007(P)

	-10.0
	-11.0
	-14.0
	-12.6


(Source: Reserve Bank of NZ Monetary Policy Statement June 2007)

Taxation System

The NZ tax system has the major advantages of being broadly based with income tax and consumption tax producing 85% of Government revenue.
The tax rates applying in NZ are:

Personal Rates

Taxable income $1

Tax Rate %

0 – 38,000


19.5


38,001 – 60,000

33.0


over 60,000


39.0

By number 14% of tax payers earn $60,000+, the tax gathered represents 44% of income tax paid.

Company Tax Rates

All companies taxed at 33%.  (To reduce to 30% from 1 April 2008.)
Goods and Services Tax (GST)

Levied at 12.5%.

Reforms to the taxation of savings which are currently coming into effect remove serious and long standing distortions.  These reforms include the following:
1.
Tax on realised capital gains within a managed investment has been removed.  (This is a welcomed change as there is no capital gains tax in the NZ taxation system – previously managed funds operated under a serious tax disadvantage.)

2.
For low income savers, managed funds will now be taxed at the investor’s marginal tax rate (19.5%).  (Previously managed funds were taxed at 33% which over-taxed low income savers - approx 75% of the population.)
3.
The maximum tax on managed funds become 30%, providing a small advantage to middle income earners (3%) and high income earners (9%).

4.
Investment in overseas investments (outside NZ equities and Australian ASX 200 equities) will be taxed under a “Fair Dividend Rate”.  This will tax 5% of the value of the overseas investment as at the previous 1 April.  Offsets will be available for dividends paid in certain overseas jurisdictions.

The industry is very pleased with the changes which will result in managed funds being taxed on the same basis as “direct” investment.  Middle and high income savers managed funds will have a small to modest taxation advantages.
Product Development
KiwiSaver – Government Savings Initiative

The NZ Government introduced KiwiSaver as a low cost easily accessible work-based savings plan effective from 1 July 2007.

The key features of this unique plan are:

1.
All new employees are automatically enrolled by the employers – the employee has up to 8 weeks to ‘opt out’ if they choose.

2.
Existing employees may elect to join a KiwiSaver scheme.

3.
Members contribute 4% of earnings but can elect a higher 8% rate.

4.
Savings are locked-in to age 65 (subject to a minimum 5 year membership).  (Early withdrawal can occur on hardship, permanent emigration and death.)
5.
Individuals choose the fund manager they prefer from a range of approved product providers.  If the individual does not make a selection then contributions are applied to a Government approved ‘default provider’ (6 default providers exist).

6.
Incentives:

· Government provide an initial $1000 up-front ‘kick-start’ payment.

· A ‘tax credit’ matching member contributions up to $1040 per annum will be credited to each account.

· Employers will receive a ‘tax credit’ matching their contributions up to $1040 per annum.

7.
KiwiSaver members can elect a contribution holiday after 12 months membership for a maximum period of 5 years.

8.
Savings can be used for ‘first home purchase’ and receive a Government mortgage subsidy.

9.
Self-employed and non-working individuals can choose to start a KiwiSaver scheme.

10.
From 1 April 2008, employers will be required to contribute 1% of the earning of their employees who have joined, increasing to 2% on 1 April 2009, 3% - 2010 to maximum of 4% from 1 April 2011.  (Employers can elect to contribute at higher levels.)

11.
The scheme contains no guarantee from Government.

12.
KiwiSaver fund managers are subjected to a rigorous approval process.

KiwiSaver with the tax incentives and phased-in employer contributions has been welcomed by the industry.  It is widely believed that in time membership will become compulsory for all employed.
Government Old Age Provision

Public retirement income is provided through New Zealand Superannuation (NZS).  This is a flat rate universal entitlement which is funded out of general taxation on a pay-as-you-go basis.

Individuals qualify on attaining age 65.  The payment level for a married couple is 65% of the average weekly wage.  There are no means or asset tests applying to eligibility.

To reduce the future fiscal cost of NZS, Government introduced “pre-funding” from 2001, which requires Government to set aside a sum determined annually by Treasury (currently $2 billion per annum) from surpluses, which is separately invested in the NZ Superannuation Fund and will be called upon from approximately 2025 to assist Government funding of its NZS liability.  The NZ Superannuation Fund assets currently stand at approximately $14 billion.
NZS is a simple and cost effective method for delivering public provided retirement income that serves New Zealand well.

In addition, the welfare benefit system provides supplementary support in cases of hardship – largely this support is provided to assist with housing rental payments.

Trends in Flows and Assets Under Management

Leading Fund Managers
The 5 largest funds are:










Market Share

ING/ANZ/NBNZ







23.1%

AMP









18.0%

ASB Group Investments (owned by Commercial Bank of Australia)
17.8%

AXA Asia Pacific







  8.8%

BT/Westpac








  8.3%

Asteron/NZGT







  7.9%

Of the largest fund managers, 3 involve Australian-owned trading banks (ANZ, CBA and Westpac).

Assets Under Management
The breakdown of individual (retail) funds at 30 March 2007 was as follows:





        3/06

        3/07
Equity Funds:


    2696.8

    3538.3
Bond Funds:


    1578.6

    1756.0
Balanced Funds:

    5451.0

    5951.0

Money Market:

    1212.4

    1041.2
Other



    5412.4

    6234.2
Total



$16351.2

$18520.7
($NZ Millions)

Total by Product Categories – Retail Funds





        3/06

3/07

Change
Unit Trusts & GIFs

    8912.9

  10896.5
+22.6%
Superannuation Trusts
    6127.5

    6418.4
+  4.7%
Insurance Bonds

    1280.8

    1205.8
-  5.9%




$16351.2

$18520.7
+13.3%
($NZ Millions)

Legislation Developments

New Zealand has traditionally adopted a lightly regulated disclosure based approach governed by the Securities Act and Regulations.
NZ received negative comments from the International Monetary Fund and Financial Action Task Force reports for being out of step with the balance of the world.  The difference between NZ’s light-handed approach and the Australian highly prescriptive model has created difficulties for products, providers and advisers, operating Tans-Tasman.

As a result NZ is in the process of a major review of financial advisers, financial products and financial product providers.

The objective of the review is to introduce regulation that meets international recognised standards, allow mutual recognition of products and advice between NZ and Australia, improves consumer confidence and trust and reflects the relatively small size of NZ without excessive compliance and regulator obligations.
The review is occurring in two phases:

Phase I – including registration of financial service providers, regulation of financial advisers, regulation of non-bank deposit takers, and provision of comprehensive consumer disputes resolution and redress.  Legislation for Phase I is to be introduced late 2007 and passed in 2008.

Phase II – will include registration of financial products, regulation of life insurance, collective investment vehicles (including unit trusts, superannuation), introduction of revised market conduct, regulation and simplified security offerings disclosure.  Cabinet decisions are anticipated by late 2007, with legislation to be introduced into the House mid to late 2008 and passed early 2009.

The industry support the objectives and the information released to date.
Corporate and Fund Governance

Apart from the major legislative reviews in progress (refer above) there are no other corporate or fund governance issues of note.

Activities of this Association

The Investment Savings and Insurance Association (“ISI”) website www.isi.org.nz contains information relating to initiatives and public announcements.

V E Arkinstall

Chief Executive, Investment Savings & Insurance Association of Inc
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