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Jan Feld and Shakked Noy* 

[August 2019] 

Abstract 

Save More Tomorrow is a retirement savings plan developed by Richard 

Thaler and Shlomo Benartzi that incorporates insights from Behavioural 

Economics. In this paper, we describe how the plan works and discuss how 

it can be used to increase retirement savings in New Zealand.  

 

What is the retirement savings situation in New Zealand? 

Many New Zealanders are not saving enough for retirement. A Financial Services Council 

survey found that, on average, New Zealand retirees report a $218 gap between their weekly 

income and the income they report that they need to live comfortably (Financial Services 

Council, 2018). The survey also projects that 18-34-year-old KiwiSaver members will end up 

with a $205 gap between their weekly income in retirement and the income they say they will 

need to live comfortably. A Massey/Westpac survey found that only 40 percent of pre-retirees 

consider themselves well-prepared for retirement (Massey University, 2019). 

  

                                                
* Jan and Shakked are both at Victoria University of Wellington. Jan is as a Senior Lecturer in Economics and 
Shakked is a Master’s student in Economics and Philosophy. For any questions about this paper, contact Jan at 
jan.feld@vuw.ac.nz. We thank Dina Buelow, Jonathan Parsons, Ali Bazaaz, Joseph Darby, and Clive Fernandes 
for valuable comments.  
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What is the Save More Tomorrow plan? 

Save More Tomorrow is a plan that helps people save for their retirement by taking into account 

people’s psychological limitations. The plan was designed by Richard Thaler, who won the 

Nobel Prize in economics for his contributions to behavioural economics, and his collaborator 

Shlomo Benartzi (Benartzi and Thaler, 2004). It is implemented by an employer and works as 

follows: 

1. Employees are enrolled in the plan by default,  

2. they commit to using part of their future pay rises to increase their retirement savings 

contributions,  

3. their contributions rise each year until they reach a pre-determined maximum savings 

rate, and  

4. they can quit the plan at any time. 

The plan takes advantage of three insights from behavioural economics.  

1. Defaults influence behaviour 

People procrastinate. Many would delay signing up for a plan even if, for example, it just 

involves filling out a form. Because enrolment in the Save More Tomorrow plan is the default, 

people’s tendency to procrastinate does not prevent them from saving (for more on the power 

of defaults, see: Samuelson & Zeckhauser, 1988; Johnson & Goldstein, 2003). The option to 

stop the plan at any time preserves people’s freedom to drop out of the plan if they, for example, 

can’t afford to save. 

 

 



 3

2. People have self-control problems  

People find it difficult to go to the gym, stick to diets and save for their retirement despite 

thinking that they should (Casari, 2009). Committing to save more in the future is easier than 

saving more right now, because one does not have to give anything up immediately.  

3. People hate losses  

People are much more upset about losses than they are about foregone gains (Kahneman & 

Tversky, 1979). Linking future savings to pay rises means that employees do not have to 

experience a reduction in their take-home pay – their disposable income only increases more 

slowly than it otherwise would have. 

Does the Save More Tomorrow work? 

Thaler and Benartzi (2004) tested the Save More Tomorrow plan in three companies and found 

that it led to large increases in contributions to employees’ 401(k) retirement plans (a retirement 

scheme in the US similar to KiwiSaver). In one company, for example, the savings rate of 

employees who joined the Save More Tomorrow program increased from 3.5 percent to 13.6 

percent in only four years. The program was also popular among employees - in all three 

companies, few of them dropped out.  

Can New Zealand employers use Save More Tomorrow to help their employees save more 

for their retirement? 

Two barriers hold New Zealand companies back from implementing the Save More Tomorrow 

plan as part of KiwiSaver. The first is an administrative burden. Currently, employees sign a 

KS2 form at the time their KiwiSaver rate is about to change and there is no option in the form 

to commit to future increases in saving. While it “should be ok” for employees to commit to 
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future savings increases “as long as they give their request in writing,” this would require 

some extra effort (E-mail correspondence with IRD, May 2019). Second, KiwiSaver members 

do not have the flexibility to increase their contributions by small amounts. At the moment, 

contributions have to be 3, 4, 6, 8 or 10 percent. Employees who are contributing 4 percent, for 

example, would have to commit to a 2 percentage point increase, which often exceeds any pay-

rises they might receive.  

Employers could also insteaduse the Save More Tomorrow plan in a way that takes advantage 

of the financial incentives of KiwiSaver and allows for more flexibility. Employees have an 

incentive to contribute to KiwiSaver to reap government subsidies and employer matching 

contributions. However, it is difficult to withdraw from KiwiSaver, which limits the 

employees’ ability to react to unforeseen circumstances (see New Zealand Government, 2018). 

To consider the financial incentives and allow for more flexibility, employers could direct the 

minimum amount necessary for taking advantage of the financial incentives to KiwSaver and 

invest the rest in an alternative, more flexible savings scheme (for a discussion on the tradeoff 

between incentives and flexibility, see: Tibshraeny, 2018).  

What can the New Zealand Government do? 

The New Zealand Government can make it easier to implement automatic increases in 

KiwiSaver contributions and allow increases in smaller increments.  KiwiSaver members could 

then show in their KS2 form whether and by how much they want their contributions to 

increase each year and what their maximum contribution rate will be. After the US removed 

similar barriers in their Pension Protection Act, pension providers offered plans with 

automatically increasing savings rates. The ability to offer this feature has, according to the 

estimates of Thaler and Benartzi (2013), increased annual savings in the US by US$7.4 billion 

(a 0.33 percentage point increase in the 401(k) contribution rate).  
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The Government can also encourage research to test how well the Save More Tomorrow plan 

would work in the New Zealand context. For example, there are 60,000 public school teachers 

who often struggle to save enough for their retirement. The New Zealand Government can trial 

the Save More Tomorrow plan in collaboration with several public schools. If it works well, it 

can be rolled out to other public and private employers. 

 
References 
 

Casari, M. (2009). Pre-commitment and Flexibility in a Time Decision Experiment. Journal of 
Risk and Uncertainty, 38, 117-141 

Financial Services Council of New Zealand (2018). Shaping Futures: Closing the Kiwisaver 
Gap. Retrieved from 
https://www.fsc.org.nz/site/fsc1/Shaping%20Futures%20Closing%20the%20KiwiSave
r%20Gap%20-%20Financial%20Services%20Council%20-
%20September%202018.pdf 

Johnson, E.J. & Goldstein, D. (2003). Do Defaults Save Lives? Science, 302, 1338-1339 

Kahneman, D. & Tversky, A. (1979). Prospect Theory: An Analysis of Decision under Risk. 
Econometrica, 47(4), 263-291 

Massey University (2019). New Zealand Retirement Expenditure Guidelines 2018. Retrieved 
from 
http://www.massey.ac.nz/shadomx/apps/fms/fmsdownload.cfm?file_uuid=CBFAC201-
B33D-4355-96D8-3FB1F6ADD90F 

New Zealand Government (2018), KiwiSaver Withdrawals Before you Turn 65. Retrieved 
from https://www.govt.nz/browse/tax-benefits-and-finance/kiwisaver/kiwisaver-
withdrawals-before-65/ 

Samuelson, W. & Zeckhauser, R. (1988). Status Quo Bias in Decision Making. Journal of Risk 
and Uncertainty, 1, 7-59 

Thaler, R.H. & Benartzi, S. (2004). Save More Tomorrow: Using Behavioural Economics to 
Increase Employee Saving. Journal of Political Economy, 112(1), S164-S186 



 6

Thaler, R.H. & Benartzi, S. (2013). Behavioral Economics and the Retirement Savings Crisis. 
Chicago Booth Review. Retrieved from 
http://review.chicagobooth.edu/magazine/summer-2013/retirement-savings 

Tibshraeny, Jenée (2018), KiwiSaver Providers Mixed on Whether KiwiSaver Should be used 
to Encourage 'Rainy Day' Savings on Top of Retirement and First Home Savings. 
Retrieved from https://www.interest.co.nz/kiwisaver/94293/kiwisaver-providers-mixed-
whether-kiwisaver-should-be-used-encourage-rainy-day  

 



WORKING PAPERS IN ECONOMICS AND FINANCE 

School of Economics and Finance | Victoria Business School | www.victoria.ac.nz/sef 

 

 


	SEF WP Cover_06-2019
	SEF WP-inside cover_06-2019
	FN_2019.Save More Tomorrow
	SEF WP Back page_TEMPLATE

