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15 July 2013 SH-11-4-3-2-3-1

Treasury Report: Draft Discussion Document on Flexible
Superannuation for Your Review

Purpose of Report /&> ﬁ\

7 "
1. The purpose of this report is to seek your feedback o discussi@ument
on flexible superannuation and to update you on ozj% teps.

Report @ &

2.  The 2011 Confidence and Supply Agree i ‘ Party and United
Future New Zealand agreed that a G i i decument investigating
United Future’s Flexi-Super retirem e developed.

3.  Asrequested, we have prepare iscussion ent on flexible
superannuation. Hon Peter D. indicat is happy with the draft. The
draft discussion document is n ched f iew.

4.  We are currently liaisi ur Office rag
o drafting of a rom yo Dunne,
° who the Jead ter will e document'’s release, and
° whae disc% ment will be hosted on.

P
ke osed n re:

Next 8’[‘{&%7 (&7
5.

o)
Date O\ Action

29 Jul N Send you the final draft discussion document
Py and Cabinet paper

1, AdguS Submit Cabinet paper and discussion document

@ to the Cabinet Economic Growth and

Infrastructure Committee (EGI)

7 August Discussion document considered by EGI

12 August Discussion document considered by Cabinet

Week of 12 August Public release of discussion document

End of September Submissions close

Mid/Late October Analysis of submissions complete
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IN-CONFIDENCE

Recommended Action

We recommend that you:

a

Steve Cantwell
Principal Advisor, Financial Mark

provide feedback on the attached discussion document by Wednesday 24 July, and

Agree/disagree ; é
direct officials to prepare a paper for you to take to Ca%%@k‘ng agr@t the

release of the discussion document for public consu \

Agree/disagree

Minister of Fin
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How to make a submission

[insert section on how to submit]

We will not treat any part of your submission as confidenti;
request we do so. Submissions will be subject to the Offisi

may make submissions available on our website, ma i
submissions or draw attention to individual submissi

proprietary
r submission
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Introduction

In this discussion document, section one looks at the context for the flexible
superannuation proposal (Flexi-Super), sections two and thr{@e the pro I;

what it aims to achieve and how it could work. Section fou i ome 0
advantages and disadvantages of flexi-super. %

The release of this document is a condition of the Corfidence and Suppement
[ [ ant aims to test

perannuation
ider whether to
ifed policy work and
ns are made.
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1 Context

Demographic change and the provision of retireme?t

income in New Zealand @

Population ageing is a world-wide phenomen @
Increasing numbers of people will become eligib 4 percen Zealand
New Zealand Superannuation (NZS) each vye

resid are.aged 65 and over

for NZS. As a result New,
with its OECD counterp

een a iumber of iterations. The current form was
on New Zealand Superannuation (NZS), a universal
intended to assure a basic standard of living for older New

» have been resident and present in New Zealand for not less than ten years since
the age of 20, of which five years or more must be since the age of 50

b be ordinarily resident in New Zealand on the date of application.

! (Statistics New Zealand, 2011)

* Labour force participation is defined as regularly working one or more hours per week or actively seeking
work.

* (Statistics New Zealand, 2006)
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While receiving NZS it is possible to continue to working. NZS is counted as taxable
income, and subject to income tax. People who don't meet the eligibility criteria but who
are married to a qualified recipient of New Zealand Superannuation may receive this
pension as a "non-qualified spouse”.

The rates of NZS that super annuitants receive are linked to the average wage
inflation increases. For a full explanation of how these rates culated an t
they currently are see appendix one.

NZS is funded out of general taxation” and costs aro 4. r cent of @

Domestic Product (GDP) in 2010°. This is expected to'almost double to a 8.0 per

cent by 2050 due to forecast demographic chan@ his is due t e population
S Pro

ageing but also an increase in life expectancy/:;Fhisprdposal
expected cost increase.

A @h are more
stringently targeted. NZS is also paid a ) fian sochal security benefits as it
is intended to replace income over edi -%' . Social security benefits
are indexed to price inflation whe o@w prices and wages. This

& ferNew-Zealand residents, with only 1.5

0)d *
II efield income report showed that poverty

er than for younger New Zealand

) However, the New Zealand Super Fund will help to fund the cost of NZS and is planned to be accessed
from 2029.

* (OECD, 2012)
’ (The New Zealand Treasury, 2013)
" (OECD, 2012)
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2 Proposal

What is Flexi-Super?
As outlined in the previous section, those that are - &
entitled to NZS are able to access NZS from 65. It is | @ﬁo

possible to choose to take NZS later but there is roposg
incentive to do so, nor is there an option to take enabling ear elig hility from 60
earlier, even at a reduced rate. Flexi-Super would_giv el de}@{n 70

New Zealand residents the choice toQ
ye.65,ar at increa ";‘@ gnhanced rates

after the age of 65. This proposal looks 4ntd enabling ea b ity from 60 and

deferral until 70. E%

B t age their retirement income

ayeé by giving them greater choice
achieve this while being fiscally

Flexi-Super would enable New ’Q
and lifestyle with more flexibjlity than

in when to first take NZS. Supe
neutral. @

10 Footer — document title
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3 How Flexi-Super would work?

Flexi-Super would work in much the same way that E———— =
NZS currently works. The difference is that there would  F uper woul k in much
be greater choice when to first access NZS.

way t@ urrently
Under Flexi-Super people would select when to first Q«r <\

receive NZS, between the ages of 60 and 70. Once

someone begins receiving NZS they will receive that rate, Yelative t6.5ameone that
began receiving it at 65, for the rest of their liv % rlier that ‘someone decides to
first take NZS, the lower the payment would choyear rel he rate that they
G, 0
te’.

would have received if they decided to fi s nversely if they
decide to take NZS after 65 they would.faceive)a’higher s

ti

There would be upper and lower age
proposal the ages of first acces _
case with the age of eligibility at 65;.there would ative to delay receipt of NZS

beyond 70 (i.e. If someone c': fo first rec

same rates as someone Mhg-first received-N<

This means that so could deci ke Flexi-Super at 61 and they would
continue to get it atih tive rate est of their life. Or if they chose to first take

NZS at 68 they receive S"until they were 68 then they would collect
NZS at that r rest of t

=

The mecharism for adjusting rates of NZS would not change. The absolute amount of
NZS payments would increase over time through its indexation to CPI and wages, but
relative to the rate of someone that first received NZS at the age of 65 it would not
change.

® The absolute amount would still increase overtime as it is adjusted for inflation and wage increases.

Footer — document title 11




Doc 8
Page 107 of 154 Released

Flexi-Super payment structure

An illustrative example of how this could work is that the rates are adjusted yearly, by a
10 percent increase for each year after 65 and a 6 percent decrease for each year
before 65. This means that if a person were to wait until 70 to first take NZS they could
receive around 160 percent of the rate at 65. If, instead, they were to take NZS ffom 60
they would receive 73 percent of the rate. The payment stry uld then |

this: : g ; @D
Chart 1: Possible Flexi-Super payment structure & @

Al@ AN

160% — 70
N —

140% /C\\)\ \ \) _::

&/ -

66

100% E -

80% = ...f/.. — ,;;?W —— —02
5

53 </? />\\>) .

69 70 7 72 73

Relative NZS payment

60%

The lines in C how the Iem ZS someone could receive for the rest of their
life dep ‘- pwhich a irst took NZS.’

Curpently gle pers -%ﬂ’ for NZS is entitled to receive $357.42 per week (see
appendixo .- ail). Flowing through this illustrative example the amount
S i

if they first took NZS at age 61 would be $279.06 per week, or
ntil age 69. The rate for couples that both qualify is currently
$549.88 th . Under this example if they both first took NZS from 60 they
would recéite:$403.56 in total a week and if they both held off until age 70 they would

This is just-dn example and actual rates could be much different, depending on the
detailed policy work that would be required before implementing this proposal.

* The chart just extends to age 73 for illustrative purposes.
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Other considerations

Working and receiving NZS

With flexi-super it would still be possible to continue working and receiving NZS. This

means that someone could take NZS at 62 even if they didn't stop working until age 68
or they could take NZS at 70 and continue to work until they@f they so g@o.

KiwiSaver treatment @ @
Currently the date from which KiwiSaver members a% to freely their
; ; LY

savings is linked to the age of eligibility for NZS, i the of 65"
Whether this would need to be changed would § [ @ the detailed

policy work if this proposal were to be pursu%
SuperGold card treatment @
Currently, SuperGold card eligibility, ('%@ geof 6

this regardless of the age at whi@ e first reCei S.
International compari

sSons %
A number of OECD couqitfiés Rave a simj to Flexi-Super. In some countries it
is possible for people’te’choose to ta 5

& sirstate pensions early at reduced rates. In
an bedeferred apdiaken at increased rates. Some countries allow
only a deferral whil&ethers allow £othan.garly option and deferral. Some of these
countries haveé dules.around ho y.years someone has worked before they are
eligible. A sample’of other countries Jikeness to Flexi-Super is set out below:

Table @gﬁl co iSC Flexi-Super

C@ Standard age Deferral and notes
i increased rates

Australia \Q% 65 (males) Yes, for five The financial
63.5 (females) years incentive for
deferral is a lump

others, pensions

increasing

sum payment that
depends on how
long they have

deferred.

" The general age at which members can start making retirement withdrawals from KiwiSaver is currently
65; however, there is also a 5-year minimum lock-in period, so at present members who join KiwiSaver
after their 60" birthday must have 5 years of KiwiSaver membership before they can make retirement
withdrawals.

" However a non-qualified spouse is eligible for a SuperGold card.

Footer — document title 13
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Country Early option Standard age Deferral and notes
increased rates

Canada Yes from 60 65 Yes, until 70

France 56, subject to 60 Yes

certain criteria
Greece Yes from 60 65 or after 37 years ~ Yes, &
of work @
Germany Yes, from 63 65 increasing to 67 &
Ireland No 65

Japan Yes, from 60 65 @e
Netherlands No 65 No It used to be
% possible to
& access benefits
early but was
§ abolished in 2005

to stimulate
labour market
participation of
older workers.

Sweden es

United Kingdom creasmg Yes

USA D m 62 increasing Yes, until 70

Sources: OECD (. 14’{ an Vuuren, (2

%7
@%
§
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4 Advantages and Disadvantages

Advantages:
Provides greater choice @ @&
Flexi-Super would give New Zealand residents great :
choice when to first take NZS. Currently there is little lexi-Super walld give
choice when to first take NZS, it is possible to t3 New rs greater choice
later .but there is no fman('nal incentive to do s et un { take NZS
possible to take NZS earlier, though people )
hards 'Wess assistance

S would a ew Zealand residents to
take NZS earlier at decreased rateg.or laterat i sed rates:
Flexibility to adjust for unex@j chan -%

@ could d under Flexi-Super could act as a
,g\,no people t djegyto continue working and defer NZS

hedge against shocks"”
and get a higher rate,0

=
1]
-
=
(1]
®
><
=]
@
7]
r—in
o
= |
o,
(1]
w

AV

et varies between different groups of the population. For

age for others, such as women who are not Maori or
er, people that might have shorter life expectancies would be
arlier and receive more of the benefits than they would under

ings.

Some people that have worked the majority of their life but can no longer work, due to
sickness, injury or a disability, may perceive a stigma associated with needing to seek
a social security benefit”. NZS does not have this association as it is perceived as an
entitlement. Flexi-Super may enable people that need financial aid to access it when
they need it without the stigma some attach to other social security benefits.

‘2 (van Vuuren, 2011)

" However, there are roughly 34,000 60-64 year olds receiving a social security benefit.
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Flexi-Super may enable some people to pay down debt or build assets

Under the Flexi-Super proposal, some people with debt may opt to take NZS early,
possibly while still working, to enable them to pay down or pay off their debt. This may
reduce the accumulation of interest compounding on their debt and enable them to
sustain themselves on a lower income in the long-term if they are no longer having to
make payments on the debt. Alternatively, some people mig ose to take %
early, while still working, and use the extra income to buil ets thalwou er
financial support during retirement. @

Ability to defer NZS to 66-70 creates ability t%” an annui@

An annuity is a financial product used to purchase’a future incom. In some

countries people can use their retirement sayings to purchase g3 for their
raland 3 j

retirement income to retire early Super mayhelp.a
it acts like an annuity by e people to forgpiafew years of NZS to access a
higher level of NZS in the/Tht

Ability to defer NZS3
participate in thelaliour force {ongex,

NZS to obtain a higher rate creates an incentive
ay in the labour force. With projected skill and
rs will play a vital role in contributing to New Zealand’s

ompetitiveness. Having people stay in the labour
i economy as they contribute to economic output by
e gkills and they also contribute more to tax revenue”. In
@ g @ paid 8 percent of all income tax in New Zealand”. While
some people # & chosen to keep working without this incentive, more people
might be co ~*|& 0 work longer.

! sted that working in paid employment is not the only way that people
cl O

continue-te-make an economic contribution through participation in voluntary or unpaid
work and care giving.

" (van Vuuren, 2011)
= (Samorodov, 1999)

= Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.
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Disadvantages:

If NZS is taken too early there is potential for hardship

New Zealand has a low rate of old age poverty” due to the level of NZS, which is

effective at poverty prevention. A 2012 study by Dr Claire Matthews showed thaj-qver

one quarter of retirees in New Zealand have concerns aboupAhé level of reso &’
H el

available to meet their retirement needs. The study goes ofi't0 W that th
NZS is enough to sustain only a ‘no frills’ lifestyle. If peogle’‘were getting a | ZS
payment than currently without additional income, the Id age pould

likely increase.

tirement”.
at a lower rate

and later end up in financial hardship. R
such decisions are also more likely to iia

o with-2jower income (those that took
higher Ieve ementary assistance.
rown

ing impacts on the Crown:

early and then find that the level of payment is not high enough to support their
living costs in the long-term. These people may then need to seek further financial
assistance from the welfare system at additional cost to the Government.

" 1.5% (OECD, 2012)
" (The New Zealand Treasury, 2013)
* (Cutler, Liebman, & Smyth, 2006)
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Unexpected life changes may also lead people that accessed NZS early to seek
additional financial assistance. For example, if a couple that accessed NZS early
were to separate or one of the members die, then they may not have enough to
live on without experiencing hardship and may seek additional support

iii Information asymmetry

overall cost to the Government.

iv Impact on tax revenue

As noted earlier NZS is tre xable i -N

someone continues to work.whitereceiving \&,"‘- ey will most likely pay a larger
share of their NZS bag than so @mj 0 has no additional income while
receiving NZS. Thig'igbecause addit come on top of NZS may push you into

d wait until they are 70 to receive their NZS
ZS when they are in a lower tax bracket. As 8
aland comes from those over 65 this could see

Inorderto ¢ e for these effects and achieve the principle of fiscal neutrality,
the rates ose that choose to take NZS early or to defer could be further
adjusted te t for these costs. This would mean that the rates for the 60 to 64
year uld be further decreased. This would increase the risk that those opting to
take N ight experience hardship. Or this could be mitigated by having a higher age
of first entitlement under Flexi-Super. This could reduce the size of the adjustment that
would need to be made.

Potential financial literacy concerns

Under Flexi-Super, people’s decisions about when to first take NZS requires them to
make an informed judgement about their future retirement income. There is a risk that

® (van Vuuren, 2011)

“ Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.
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introducing a more complex NZS system may mean that people may make choices
without fully understanding the long-term consequences. There would need to be good,
clear information provided to the public to help them understand the implications of this
proposal, particularly the impact of taking NZS early at a lower rate.

Flexi-Super may reduce incentives to work for 60-64 year olds

Even though there is no compulsory retirement age in Ne , the ag
eligibility for NZS can act as a signal which individuals u m their dgcisign to

retire.” & @
The effective retirement age™ in New Zealand is 65.9 for fven and forwomen

(Chart 2). This suggests that the NZS paymen}4
proportion of the population to retire around 8%

Chart 2: Average effective retirement ages if [ﬁ@p ¢

75 - @@

70

65

)

Q@@?

Average effective age of retiement

ﬁ%§
£

5 1990 1995 2000 2005 2010
lwomen) e===QECD(men) ====0ECD (women}
Soure! 10

Allowingfirst access. i at 60 under Flexi-Super could reduce the incentive for
people to conti rk later into their lives. As discussed earlier, having people
participatin rkforce for longer is beneficial for the economy as a whole as
they pas ledge and continue contributing to tax revenue™. It is important to
consider context, however, the welfare gains people get from retiring, people’s

ability working and their lifestyle preferences.

22(The New Zealand Treasury, 2013)

® OECD defines the “effective retirement age” as the average effective age at which older workers
withdraw from the workforce. In many OECD countries this age is well below the official age for

receiving a full old-age pension.

“ (Samorodov, 1999)
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Chart 3 shows the United States has faced an issue with increased uptake of their
social security from an early age. In 1962, 17 percent of retired men first took social
security at age 62 (the minimum age), but over the years despite increased life
expectancy this proportion jumped to 54 percent by 2004. If the Flexi-Super policy was
implemented a similar trend could develop. This could have a negative impact on New
Zealand through higher taxes on future generations and lowerzroductivity.

age
004 @

me2
m62-64
B 65+

Chart 3: Percentage break down of United stated retired males

1965

A

on%élg to a simple system

Flexi-Supé Ak bring ¢ lexity to what is currently a simple system:

rity benefits

f New Zealand’s social security legislation is that the
ancial support provided takes into account the financial resources
& to the person (ie their own resources) and resources from other

m
@
X,

]
w
[ =

©
D
Q
Q

supptement their income, we would expect them to access it, before considering
the provision of assistance under the social security legislation. This means that if
someone was in between jobs they could have to take NZS instead of social
security benefits.

* These numbers exclude people converting from disability benefits to retirement benefits at the full benefit
age. There have been similar trends for females.
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Linkages with international pension systems

New Zealand has agreements with a number of countries to pay NZS to former
New Zealand residents who are residing overseas and for payments of NZS to be
made to people in New Zealand who have previously resided in another country.

Also, some super annuitants’ overseas pensions are offsef against NZS
entitlements. These links would become more complex FIexi-SupeQ

Linkages with ACC @ @
Currently the links between ACC payments andé%e complex. cannot

NZS simUltaneou ubject to a
[Ect to receive.either’ACC

Under Flexi-Super people aged 6( e igible for or receiving
hen to first receive NZS.
in the long-term.

The range of ages of fir and -|t- rent rates of payment would
make administering NZS @- 8’ complexities may make it more

difficult to chang Yo government wanted to raise the
age of entitleme

p
@ ate of the entitlement is indexed.
Different Ji ingem
Jirren

cture of NZS i ry simple. There is one age of first entitlement

- sing |i
- C@e
Ue Flexi-Super proposal there would be multiple ages at which people

couldHirst receive NZS. This would mean that there would be multiple rates for
each of these living situations. For example, a couple, both eligible for NZS would
have 66 different rates at which people could receive depending on their relative
ages people first took NZS”. This may create complexity if a couples’ living
arrangements change.

“ltis possible to have a non-qualified spouse in a couple that receives NZS also.

“ There are 11 different ages each could retire, following t(n)=(n{n+1))/2.

Footer — document title 21




Doc 8
Page 117 of 154 Released

Questions

b

Does the concept of more choice in the age of entitlement to receive NZS appeal

to you?
ng the iy Q
?

i ly. i
Weighing up the pros and cons identified regardin Xi-Sup ar favour
of having Flexi-Super? O &

L2

Are you comfortable with risk of higher levels of har
order to gain flexibility in the age of first entitleme

22

Sl
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Appendix One: The structure of NZS

rates
%nd
NZS is governed by this Act, which set out the ratgs of ment and

w-these are
annually adjusted. The net weekly rates of NZS mus justed on 1 ch year,
in line with any annual percentage increase in the Gonsumers Pri ex {CPI) for the
year ending the previous 31 December.

The key legislative platform for retirement income p the New
Superannuation and Retirement Income Act 2001.

After this adjustment, the after-tax” weekly 4
(where both qualify) must be at least 65
cannot be greater than 72.5 per ceq

Government policy to ensure that thig—after

minimum of 66 per cent of the averagawage after

If following the CPI adjustment the-aftey-tax mar e rate is less than 66 per cent
of the average wage after ta%, a-further adjusfime ade to bring the rate up to this
level. A further adjustment;,ab he CPI, wasrequired on 1 April 2010, 1 April 2011, 1
April 2012 and 1 Apri Following t@) ¢e and wage adjustment, the single
sharing and living algrieyr re set

e 60 per cent '

gunt people will receive if NZS is their main source of

inco RIZS taxed at a higher rate if it is not their main source of
in

N
Table 6 “Rates of- New-Zealand Superannuation and Veteran’s Pension from 1 April 2013

£

Rate t Net rate Gross rate
based on

M tax code
Married, civil union, de facto couple (both qualify) $549.88 $620.68
Single sharing accommodation $329.93 $377.05
Single living alone $357.42 $410.32

. After tax at the standard ‘M’ rate.
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Married, civil union, or de facto couple (maximum payable to
a couple where a non-qualified partner is included) YerRee % 58248

Source: Ministry of Social Development administrative data

Footer — document title 25




Doc 8
Page 121 of 154 Released

Bibliography

Cutler, D., Liebman, J., & Smyth, S. (2006). How Fast Should the Social Securit
Eligibility Age Rise? Cambridge: Harvard University. &

Diamond, P., & Orszag, P. (2004). Saving Socail Security: nced A p@

Washington: Brookings Institution. &

Gokhale, J., Kotlikoff, L., Sefton, J., & Weale, M,
of Wealth Inequality Via Bequests. Cambri
Research.

Matthews, C. (2012). New Zealand Reti
Palmerston North: Workplace Sayi

Ministry of Social Development. escriptiof
retirement income policies. Re rom the{CQmiy

Retirement Income: http; .cflri.org_n

OECD. (2010). Agein? loymen * Statistics on average effective age

and-reports/retirement-income

of. Retrieved fro
http://www.oecd erg/Elsfemploy iciesanddata/ageingandemploymentpolicies-

statisticsonavera ective% ment.htm
OECD. (2841). sions af.a Glance 2011:Retirement-Income Systems in OECD and

G20 . Retrie %www.oecd.org/eIs/social/pensions/PAG
.!l

ook 2012. Paris: OECD Publishing.

). Pensz

Perry, B. (2012 old incomes in New Zealand: Trends in indicators or inequality
and hard, to 201 1. Wellington: Ministry of Social Development.

Samorod . (1099). Ageing and Labour Markets for Older Workers. Geneva:
E and Training Department, International Labour Office.

Statistics New Zealand. (2008). National Population Projections: 2006 (base) to 2061.
Retrieved from:

http://www.stats.govt.nz/browse_for_stats/population/estimates_and_projections/nat
ional-population-projections-info-releases.aspx

Statistics New Zealand (2010). Household Economic Survey 2009/10. Retrieved from:
http://www.stats.govt.nz/browse_for_stats/people_and_communities/Households/

HouseholdEconomicSurvey HOTPYedJun10.aspx

Statistics New Zealand. (2011). National Population Projections: 2011 (base) to 2061.
Retrieved from:

26 Footer — document title




Doc 8
Page 122 of 154 Released

http://www.stats.govt.nz/browse_for_stats/population/estimates_and_projections/nat
ional-population-projections-info-releases.aspx

Statistics New  Zealand. (2013). Life  Expectancy. Retrieved from:
http://www.stats.govt.nz/~/media/Statistics/Browse%20for%20stats/NZLifeTables/H
OTP10-12/nzplt2010-12tables.xls

The New Zealand Treasury. (2013). The Future Costs of ant. Retrigved

hitp://www.treasury.govt.nz/government/longterm/extg anel/session

van Vuuren, D. (2011). Flexible Retirement. The Ha@ B Netherlanau for
Economic Policy Analysis. r\: f ;\%

Footer — document title 27




Doc 9
Page 123 of 154 Released

IN-CONFIDENCE

Tt
THE T

Kaitohutohu Kaupapa Rawa

Treasury Report: Flexible Superannuation Discussion Document,.

Lp N

| Date: | 20 July 2013 | Regort Nox | T20fa/1776 |
w S

Action Sought RS

e

V w
Action Sought @ﬁ m dline
Minister of Finance Sign the at inet p \%ﬁior to 10am on Thursday
(Hon Bill English) CAB 100 f orward Wlto 1 August

the atta isclission
the Cabi

e. e
w AW
Contact for Telephone Disngqﬁon (if re
/}cne 1st Contact
[Withheld under 5.9(2)(a)] v

Name Positi

poE@ | G@@Elym &
& N X

Steve Cantwell ‘F{\aé./@bél Advisor W 04917 6114
% 5 (wk)

>
7
NN
Action@he Minjster’s Office Staff

RAIPANS))

Lodge the Cabinet %\Q}B 100, and attached discussion document with the Cabinet Office by 10:00am
e|

EE

Thursday 1 Augu

Return the si ort to Treasury.

Enc[osure:@es: (attached) (Flexi-Super Discussion Document - FINAL:2701228)

Treasury:2675994v1 IN-CONFIDENCE




Doc 9
Page 124 of 154 Released

IN-CONFIDENCE
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IN CONFIDENCE

Office of the Minister of Finance

@@

Cabinet Economic Growth and Infrastructure Co ttee

FLEXIBLE-SUPERANNUATION DISCU

Proposal

1. This paper seeks approv eleas hhed discussion document

on Flexible Superannuatlon (Flex r)

Background

2. The 2011 Conf d Sup ment between the National Party and

United Future Ne hd agr a Government discussion document
s Flexi- ttrement policy proposal be developed.

investigating Umt%
3. Flexi-S %! propos would give New Zealanders greater flexibility

around w first take Ne ealand Superannuation (NZS), with lower NZS
paymen ho t earlier than 65, and higher payments for those who
take a @

% urrent 1y ts of NZS are minimal. All New Zealand residents, subject
to res ncy regui : are eligible to draw on NZS from age 65. New Zealanders
can retire at a NZS is only available from 65.

Comme

SSIOI’] document intends to test the public appetite for Flexi-Super. It is
a h|g |/document. If the Government was interested in pursuing this proposal,

further detailed policy work would be required.

6. The main aim of Flexi-Super is to give New Zealanders greater choice over when
they first take NZS. The intention is that the policy would be fiscally neutral. Flexi-Super
would give New Zealanders the choice to take superannuation at reduced rates earlier
than age 65, or at increasingly enhanced rates if they defer retirement beyond 65.
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7.  The parameters outlined in the discussion document are for:
a. early eligibility from age 60 and deferral until age 70,

b. NZS rates decreased by 6% per year for each year of access before 65,

and
c. NZS rates increased by 10% per year for eac eferral ¢
8. However, the document makes clear that th eters ar

would be subject to further policy work if the Govergment wished it “eXplore this

proposal further.
9.  The discussion document overviews h:k tages vantages of the
Flexi-Super proposal. In brief, these are: %

Advaniages: f @%

o Greater choice
° Flexibility to adju

° Fairness for @

. FIexi—Su@ |

0

S

° Flexi-Super adds complexity to a relatively simple superannuation system

exi-Super may reduce incentives for 60-64-year-olds to work

o Potential negative fiscal impact to the crown (although it is proposed that
the policy would be fiscally neutral, there are a number of difficulties in
achieving this)

10. The discussion documents asks for submissions to consider three questions:

° Does the concept of more choice in the age of entitlement to receive NZS
appeal to you?
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o Are you comfortable with the risk of higher levels of hardship among the
elderly in order to gain flexibility in the age of first entitlement for NZS?

o Weighing up the pros and cons identified regarding Flexi-Super, are you in

favour of having Flexi-Super?
11. It is proposed that the discussion document be n mid he
proposed closing date for submissions would be at the ptember, Kwil\report
to Cabinet the outcomes of the consultation proce ovember. Hs_point a
decision will be sought on whether further policy o this prop ould be
pursued.

Consultation

ve been consulted
rporated.

WO

12. The Ministry for Social Develo
on the draft discussion document, an

explore this proposa Nt 2 ' ve process, detailed policy work would
be required, inclug el incipte o fiscal neutrality could be achieved.

Human Rig

15. Th e human%mplications arising from this paper.

Legisia plicatj %

16 are nd lggi e or regulatory implications from the proposal in this paper.

Regulatory @nalysis
tory

17. A Impact Statement (RIS) is not required as there are no regulatory

Gender Implications
18. There are no gender implications arising from this paper.
Disability Perspective

19. There are no disability implications arising from this paper.
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Publicity

20. The discussion document will be released for public consultation on the Beehive
website. The release will be supported and publicised through the release of a media
statement by myself.

21. Media enquires will be handled by my Office.

Recommendations ; @% @&

22. |recommend that the Committee: &
1. Agree to the release of the attachied discussion ent’ on flexible
superannuation.

' % technical changes

Minister of Finance

S é
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Foreword

Hon Bill English

Minister of Finance a /<
In 2008, National made an undertaking not to change igibility, giving>
superannuitants and future retirees security after tw ges of uncert ﬁﬂatlonal

has also maintained superannuation at 66% of @rage wage th g> allenging
times.

These undertakings are a bottom line for al led Qt.

the needs and circumstances of in

However, these undertakings shouldql&m vent supe<> i n being responsive to

National recognises the value of in al choi al also recognises the
benefits of a productive an r%?rdlng worlex

to investigate the FI nnuatl n¢repesal. This discussion paper gives effect to
that agreement.

| look forwarm feedback%g roposa].

As part of its confld pIy agr; with the United Future party, we agreed

4 Flexible Superannuation Discussion Document
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Hon Peter Dunne
Leader, United Future

Providing dignity and certainty for those in retirement is an important part of the New

Zealand way of life. &
Today, as the pattern of people’s lives is changing dramat entarr @ nts

of eligibility for New Zealand Superannuation from t \ may not. sulil
everybody's needs. Some people are choosing to w . thus not baing 1 as
dependent on receiving Superannuation at 65 as hey on mlght e been. Others

may be physically exhausted much earlier and ay keen to re(eéxt he age of 60,

but still have to wait until they are 65 before K take up

Superannuation. % \?

Flexi-Super aims to bridge the gap, b n\<©people m/<s oice about how they
plan their retirement and structure tirement inc ctlvely, it means that
people can choose their own reti ra% te, rather %h ave the State impose one
on them, by, for example, mcrea age of %; or New Zealand
Superannuation.

This discussion pap prepar tg of the confidence and supply
agreement between @ ignal and ture Parties after the 2011 General
Election.

<
‘E
| encourage @Z@alandersﬁ\%% part in the consultation process.

%

Flexible Superannuation Discussion Document 5
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How to Make a Submission

The Government welcomes your feedback on this discussion document. Submissions

flexi-super@treasury.govt.nz /osted fo:
Flexible Superannuation @ @ O

The Treasury

PO Box 3724 %\J
Wellington 6140
NEW ZEALAND

%

We will not treat any part of your subm conf:denﬁ%ss you specifically
request we do so. Submissions will to the ff#(il/\l\ Information Act 1982, We
may make submissions available ebsrte oimpile a summary of the
submissions or draw attention to<:>d~< i 7 internal or external reports.

If you would like us to wit 5 Jﬁ%{n} cammeméf@s itive, confidential or proprietary
infarmation included in you ission, ia early state this in your submission
and identify the re!e lons. We Wi ider any request to have information

withheld in accor sf our ob!r{ s under the Official Information Act 1982,

The closing date for submissions is Frlday 1

6 Flexible Superannuation Discussion Document
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Introduction

In this discussion document, Section 1 looks at the context for the flexible

superannuation proposal (Flexi-Super), Sections 2 and 3 out i@, he proposal, tit
aims to achieve and how it could work. Section 4 outlines ofthe advaptages-and
disadvantages of Flexi-Super. @

A

o
The release of this document is a condition of the Confidence and Supp% reement
between the National Party and United Future. Thi?s\g_i\scussion d%c@ent a%vs to test
the public interest in having more choice regay \%16?1 New 1 leerannuation
can be accessed. Following this consultatio h@ ernmen |I\j:%\ ider whether to
ail

further explore the Flexi-Super proposal &Igh ch/stage d policy work and
a further round of consultation would te& before

ecisfons are made.

O ¥
W &
|

S5 %\&\
et

>,

Flexible Superannuation Discussion Document 7
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1 Context

Demographic change and the prowsmn of retirement
income in New Zealand &

Population ageing is a world-wide phenomenon. %
fof 4% of Ne %e \)and residents

Increasing numbers of people will become eligible
New Zealand Superannuation (NZS) each year. <a"é are a d over

Currently, around 14% of New Zealand resi Z aged 65/ \é\r\r (around
600,000 people). By 2031, this will be arg /}O and the% f superannuitants

will exceed 1 million.”

The proportion of the population a /er-65 in th ‘twr rce’ is expected to
increase also as the populatlon ound 8% of the total labour
force will be aged 65 and ov % ent 4%).2

Unlike many member countr % the Orgami [\?or Economic Cooperation and

Development (OECD); \galand h %y settings that encourage older people to
choose to remain acti { orkfo ey qualify for NZS. As a result, New

Zealand's pammp/\t\b fajk?_s of ol 5 rs compare well with its OECD
counterparts.

Currelf eranwn policy in New Zealand

s firstp vided pension was introduced over 100 years ago in
18 ince then there een a number of iterations. The current form was
introduced in 19 gm i3 centred on NZS, a universal government-funded pension

intended to 5@\\” sic standard of living for older New Zealand residents.

To be eligible forNZS a person must:

b b%g}d 65 years or older

»  be a New Zealand citizen or permanent resident

»  have been resident and present in New Zealand for not less than 10 years since
the age of 20, of which five years or more must be since the age of 50, and

" Statistics New Zealand (2011).
* The labour force includes those regularly working one or more hours per week or actively seeking work.
* Statistics New Zealand (2006).

8 Flexible Superannuation Discussion Document
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»  be ordinarily resident in New Zealand on the date of application.

While receiving NZS it is possible to continue to work. NZS is counted as taxable
income, and subject to income tax. People who don’t meet the eligibility criteria but who
are married to a qualified recipient of NZS may receive this pension as a “non-qualified

spouse”. /&
The rates of NZS that superannuitants receive are linked té@}'age w%

inflation increases. For a full explanation of how these alculat at
5\/

they currently are, see the appendix.

NZS is funded out of general taxation’ and cost r\/uhg 4.7% of Q’O%D mestic
Product (GDP) in 2010.° This is expected to al 8‘uble to F’o by 2050
owing to forecast demographic change % owing to bg pulatlon ageing
and an increase in life expectancy.’ Thl o} would }:1 is expected cost
increase.

NZS is qualitatively different frong@rkmg age b@ which are more

stringently targeted. NZS is also p\a a hlghe& social security benefits as it
is intended to replace incomé_ever the medi r@\ ér term. Social security benefits
are indexed to price inflati eﬁé as NZS-s-indexed to both prices and wages. This
has resulted in low levels. of¢poverty am § \tsi rNew Zealand residents, with only
1.5% in poverty.’ B i&iryé 2012 hetd income report showed that poverty
rates for older Ne@e resnde@ are lower than for younger New Zealand
residents. J(D

! However, the New Zealand Super Fund will help to fund the cost of NZS and is planned to be accessed
from 2029.

° OECD (2012).
® The New Zealand Treasury (2013).
" OECD (2012).

Flexible Superannuation Discussion Document 9
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2 Proposal

What is Flexi-Super?

As outlined in the previous section, those who are @ b

entitled to NZS are able to access NZS from age 65. It/\z ropos cg@to

is possible to choose to take NZS later but there is bling ear gjbmty from

incentive to do so, nor is there an option to take age 60 a ral until age 70
earlier, even at a reduced rate. Flexi-Super wo

New Zealand residents the choice to take s r)/ L?«@a ion at r md}}ates earlier than

age 65, or at increasingly enhanced rates ge of 6 oposal looks into

enabling early eligibility from age 60 a unt|l age/% owing feedback on
this discussion document, the Gover m u consud \th r to further explore the
Flexi-Super proposal, at which sta etalled 0 k and a further round of
consultation would take place be%re y demsm & %wéde

What Flexi- Sup&@ to ?ch/\g.)
ide

Flexi-Super would e Né?healan dents to manage their retirement income
and lifestyle with mo /Eﬁ(}l ity tha urrently have by giving them greater choice
in when to first takes! exi- SK I aim to achieve this while being fiscally

neutral. % %\

10 Flexible Superannuation Discussion Document
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3 How Flexi-Super Would Work

Flexi-Super would work in much the same way that

NZS currently works. The difference is that there would @ uper would @,k in much
be greater choice when to first access NZS. {p way ﬂ{@ urrently
Under Flexi-Super, people would select when to first 5
receive NZS, between the ages of 60 and 70. Once \0

ge who

someone begins receiving NZS they will receive ha rate, e[atlvet

began receiving it at age 65, for the rest of the ﬂig;he earlleré\ decides to

first take NZS, the lower the payment would ear rela | rate they

would have received if they decided to f| &} ZS at a nversely, if they
C

decide to take NZS after age 65 they ive a hlg? ve rate.”

There would be upper and lower a% eXI-Su ork from. Under this
proposal, the ages of first acces{}so\ re betw nd 70. As is currently the
case with the age of eligibility at 6 e would }tlve to delay receipt of NZS
beyond age 70 (ie, if some tded to flr \ ZS after age 70 they would get

the same rates as som i rst rec?wc\a%‘s at age 70).
This means that so /g?d decidé ft first take Flexi-Super at age 61 and they
would continue toge\ at relat or the rest of their life. Or if they chose to

first take NZS at age-68;they wo ewe any NZS until they were 68, then they
would collect@ at rate f ( t of their life.

Reswig

per pr uld not affect residency requirements for NZS. To be
entlt NZS a uld still have to have lived in New Zealand for 10 years
since they wer, years, of which five years must have been since they were

aged 50 ye

Indexa l\p of NZS

The mechariism for adjusting rates of NZS would not change. The absolute amount of
NZS payments would increase over time through its indexation to the Consumers Price
Index (CPI) and wages, but relative to the rate of someone who first received NZS at
the age of 65 it would not change.

The absolute amount would still increase over time as it is adjusted for inflation and wage increases.

Flexible Superannuation Discussion Document 11
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Flexi-Super payment structure

An illustrative example of how this could work is that the rates are adjusted yearly, by a
10% increase for each year after age 65 and a 6% decrease for each year before age
65. This means that if a person were to wait until age 70 to first take NZS they could

receive around 160% of the rate at age 65. If, instead, they were to take NZS from age
60 they would receive 73% of the rate. The payment structu@ then Iookvi is.

Figure 1: Possible Flexi-Super payment structure < g
180% %
160% —T70
.E — 50
Q
E 140% — Y
=
g —7
& 120% 66
=
Q — 5
2
@© 100% ——h
al:) Semms 53
80% —62
=—=p1
0% 50
59 60 73
The lines in Fi qh S someone could receive for the rest of their

life depending en‘Which age they firsptook NZS.”

Current m pers nél\i@@or NZS is entitled to receive $357.42 per week (see
the Epg? ix for furth %il-) Flowing through this illustrative example, the amount
so%jmould re e%ﬁe\ghgy first took NZS at age 61 would be $279.06 per week, or
$523.30/f they he Q il age 69. The rate for couples who both qualify is currently
$549.88 betw! “Under this example, if they both first took NZS from age 60
they woul? 03.56 in total a week and if they both held off until age 70 they
would re i@ 5.59.

This i@ example and actual rates could be much different, depending on the
detailed-policy work that would be required before implementing this proposal.

Other considerations

Working and receiving NZS

With Flexi-Super it would still be possible to continue working and receive NZS. This
means that someone could take NZS at age 62 even if they didn’t stop working until

* The chart just extends to age 73 for illustrative purposes.

12 Flexible Superannuation Discussion Document
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age 68 or they could take NZS at age 70 and continue to work until they are age 75 if
they so chose to.

KiwiSaver treatment

Currently, the date from which KiwiSaver members are eligible to freely withdraw their
savings is linked to the age of eligibility for NZS, which curre‘/ﬂg is atthe age o 2
Whether this would need to be changed would have to b din the téﬂp\

/
policy work if this proposal were to be pursued.
SuperGold card treatment
Currently, SuperGold card eligibility is at the ag }5? Flexi-Su \lﬂd not change
this regardless of the age at which someon < ed NZ R
International compansonsf

A number of OECD countries have s%opohcy to g/ger In some countries it

is possible for people to choose |r state onsearly at reduced rates. In
others, pensions can be deferred

ken atint %@ ates. Some countries allow
only a deferral while other;i\”\‘wv both an ea d deferral. Some of these

countries have rules arou any year: ne has worked before they are
ies’ Ilker< exi-Super is set out below.

eligible. A sample of othe
Table 1: Internatio sons to &
Country %y option %‘ndard age Deferral and Notes

increased rates

Australli ? w No 65 (males) Yes, for five The financial

63.5 (females) years incentive for
Q} increasing deferral is a lump
: sum payment that
depends on how

long they have
deferred.

Canada %%Yes, from 60 65 Yes, until 70
 —
Franc@) 56, subject to 60 Yes

certain criteria

Greece Yes, from 60 65 or after 37 years  Yes, until 68
of work
Germany Yes, from 63 65 increasing to 67  Yes

" The general age at which members can start making retirement withdrawals from KiwiSaver is currently
65; however, there is also a five-year minimum lock-in period, so at present members who join KiwiSaver
after their 80th birthday must have five years of KiwiSaver membership before they can make retirement
withdrawals.

" However, a non-qualified spouse is eligible for a SuperGold card.

Flexible Superannuation Discussion Document 13
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Country Early option Standard age Deferral and Notes
increased rates

Ireland No 65 No
Japan Yes, from 60 65 Yes

Netherlands No 65 No It used t 6
possi
x access fits
this was
aholished in 2005
to stimulate
& &a our market
L \? rticipation of
@ older workers.
Sweden Yes, from 61 65 s> Ye %
United Kingdom No @e sing

USA Yes, from 62 6\ b\mreasing (\

14 Flexible Superannuation Discussion Document
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4 Advantages and Disadvantages

Advantages

Provides greater choice Q &

Flexi-Super would give New Zealand residents great ¢ Z
choice when to first take NZS. Currently, there is Iittle Ele)u -Super w ﬂ/ give
choice when to first take NZS—it is possible to New %d rs greater choice

later but there is no financial incentive to do s

wh f talke NZS
possible to take NZS earlier, though people {( ? ?/\Q\QS
approaching the age of 65 who are faci hards c{:ess assistance
through the social security system. Fleéﬁa would ang»% ealand residents to

take NZS earlier at decreased rate Q\I%rjat mcreaf@? A
P
Flexibility to adjust for unex chan e&@ irement wealth
The flexibility regarding wg could be c@gse under Flexi-Super could act as a

hedge against shocks.’ eople t 6_ hoice to continue working and defer NZS
and get a higher rate S eaﬂ{ suffer an unexpected life change, such

as a partner's death ’r ationshi ration. The flexibility may also be
advantageous in &>e that a

perienced a positive shock such as an
unexpected f% indfall. % o
Fairness< ple wi

Life y in New
ex n’ expect horter on average for some groups such as Maori and
PaS| ayand longeér: 0/ rage for others, such as women who are not Maori or
Pasifika. Unde er people who might have shorter life expectancies would be
able to access rlier and receive more of the benefits than they would under
current p I ’ﬁpgs

Flexi SQ% voids possible stigma associated with seeking benefits

Some people who have worked the majority of their life but can no longer work, owing
to sickness, injury or a disability, may perceive a stigma associated with needing to
seek a social security benefit.” NZS does not have this association as it is perceived as
an entitlement. Flexi-Super may enable people who need financial aid to access it
when they need it without the stigma some attach to other social security benefits.

" van Vuuren (2011).
® However, there are roughly 34,000 60—-64-year-olds receiving a social security benefit.

Flexible Superannuation Discussion Document 15
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Flexi-Super may enable some people to pay down debt or build assets

Under the Flexi-Super proposal, some people with debt may opt to take NZS early,
possibly while still working, to enable them to pay down or pay off their debt. This may
reduce the accumulation of interest compounding on their debt and enable them to
sustain themselves on a lower income in the long term if they are no longer havr

make payments on the debt. Alternatively, some people mlg t ose to take

early, while still working, and use the extra income to buil maé%ets tha o er
financial support during retirement.

Ability to defer NZS to age 66-70 creates abl@uy ana %mj

An annuity is a financial product used to purch éh re incom ]n some
countries people can use their retirement sa%\ urchase for their

retirement. However, the market in New purcha s is very small
and not an option for some people owin téQ]e cost of x cral products.
e-

\

If annuities markets were better fu {I ng.then the up would not matter as
it would be easy to purchase an %‘ )50 a later reti e t or borrow against future
retirement income to retire early. Super ddress this market failure as
it acts like an annuity by en eople to f rgp \a years of NZS to access a
higher level of NZS in thﬁ@ )j
Ability to defer N ge 66
participate in t force

S to obtain a higher rate creates an incentive

Giving people@%\: RIioN to def r\& . _
for people to ger and tt%ge in the labour force. With projected skill and

te, es an incentive for people to

labour short lder wo Rer/wdl play a vital role in contributing to New Zealand’s
e 66
future r ivity and c.competitiveness. Having people stay in the labour
force’ beneﬁ e economy as they contribute to economic output by
pas n knowle |I[s and they also contribute more to tax revenue *In
2012 ople a ve pa1d 8% of all income tax in New Zealand.” While some
people mlg en to keep working without this incentive, more people might
be con\nnc or longer.

It should b n\éed that working in paid employment is not the only way people make an
economti 9091 ibution. Many older people who cease paid employment continue to
make an-economic contribution through participation in voluntary or unpaid work and
caregiving.

" van Vuuren (2011).
** Samorodov (1999).
* Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.
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Disadvantages

If NZS is taken too early there is potential for hardship

New Zealand has a low rate of old-age poverty” owing to the level of NZS, which
effective at poverty prevention. A 2012 study by Dr Claire Matthews showed tha
one-quarter of retirees in New Zealand have concerns abou vel of reso r)z\
available to meet their retirement needs. The study goes ofi't that th

NZS is enough to sustain only a “no frills” lifestyle. If gﬁ?ﬁ\oﬁeﬁ getting

payment than currently without additional income, th /r\g ld-age poﬁgjfﬂwaul

likely increase.

Some people find it difficult to plan for their Ion {X\lerests tirement.”

There is a risk that under Flexi-Super some ay take rI at a lower rate

and later end up in financial hardship. R ggee xe e at risk of makmg
rivate

such decisions are also more likely to equate irement savmgs
This could mean that, in the long ter. , the lower NZSfaym? are not enough to live
off after their private savings hav }eed up a uld require additional
financial assistance from the Gove t. The mty to means tested
supplementary assistance i Ia ed, thos Wr er income (those who took
NZS early) could be eligibk 5@ |gher Ievelxqu upplementary assistance.

Potential negatlvec}ba\@pact <§ rown
o

The Flexi-Super go y\ d have tﬁ\ ing impacts on the Crown:

i Increased Q\\
O
u{\ple toa c@&?s who are aged between 60 and 64 and currently do

{:2} NZS wo I‘d\g ase the number of people receiving NZS. As there

e more U Lutants the total cost of NZS would likely be higher. It is
that ma aged between 60 and 64 who would otherwise rely on a
|t would access NZS early if the available rate of NZS
of social security benefit that was payable.

social sect
exceed d

I vel of additional financial assistance for the elderly

§<®| ed earlier, there is a possible risk that some people might access NZS
early ‘and then find that the level of payment is not high enough to support their
living costs in the long term. These people may then need to seek further financial
assistance from the welfare system at additional cost to the Government.

"' 1.5% (OECD, 2012).
" The New Zealand Treasury (2013).
" Cutler, Liebman, and Smyth (2006).
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Unexpected life changes may also lead people who accessed NZS early to seek
additional financial assistance. For example, if a couple who accessed NZS early
were to separate or one of the members die, then they may not have enough to
live on without experiencing hardship and may seek additional support.

iii. Information asymmetry
People generally have more information about how Io eg/?e likely tﬂwe%n
the Government. For example, they may have d|a os e Ith condltg 6} may
know that people in their family tend to live !ong average Flg [5eop]e
with life expectancies that deviate from the averag\e@ Id increase th 1{tota|
retirement income, by either taking NZS ea »lip\ma\te under E‘re er. There is

a risk when calculating rates for acce55| rly or I e mformatton
asymmetry is not fully taken into accou t t uld re gher overall cost

to the Government. ¢ %

iv Impact on tax revenue

As noted earlier, NZS is tre saxable i e&\e\\%ently, this means that if
someone continues to of e receivi y will most likely pay a larger
share of their NZS b 2\3 than sorr?e\é;:%ﬁh has no additional income while
receiving NZS. Thig'i use add|t me on top of NZS may push them
bracket
) )
Under FIeX| e peop(\mmL wait until they are age 70 to receive their
give-t

NZS then/s”\c K/ng an eir NZS when they are in a lower tax bracket.
As 8% e taxi m aland comes from those aged over 65 this could
es

decri

be offset 0;50 zegree by those who take NZS earlier and then
i to wor] {m\'\l& who continue to work much later than before for reasons
tined earli N\JBFD ocument.

into a higher ma

In order to ¢ rﬁb e for these effects and achieve the principle of fiscal neutrality,
the rates ose who choose to take NZS early or to defer could be further
adjusted g\go t for these costs. This would mean that the rates for the 60-64-year-
olds o urther decreased. This would increase the risk that those opting to take
NZS mrg perience hardship. Or this could be mitigated by having a higher age of
first entitlement under Flexi- -Super. This could reduce the size of the adjustment that
would need to be made.

Potential financial literacy concerns

Under Flexi-Super, people's decisions about when to first take NZS require them to
make an informed judgement about their future retirement income. There is a risk that

* van Vuuren (2011).
“ Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.
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introducing a more complex NZS system may mean people may make choices without
fully understanding the long-term consequences. There would need to be good, clear
information provided to the public to help them understand the implications of this
proposal, particularly the impact of taking NZS early at a lower rate.

Flexi-Super may reduce incentives to work for 60-64-year-olds

Even though there is no compulsory retirement age in Nevgé%%wyg the age-o

eligibility for NZS can act as a signal that individuals use/to I}\fil’) their dec’s.\@@:

retire.” @ x\l‘é
X

The effective retirement age™ in New Zealand is ifor en and G%r yomen

entiv

5.
(Figure 2). This suggests that the NZS payme %ﬁggh ofani /e for a large
proportion of the population to retire around en they@ ffered NZS.

Figure 2: Average effective retirement ag@ CD and\)&(/i%and

75 % \\wr\
. ) ¢
S

2 - / --h-
‘ ‘\.""--— & T -

65

60

(O RS
55
75 EO 1\9>85 1990 1995 2000 2005 2010

- y (men) women)  ====0ECD(men) = ===0ECD(women)
Sou@; 2011) %p

-~/
Allowing-first accesQ) at age 60 under Flexi-Super could reduce the incentive for

Average effective retirement age

people to contj o-wark later into their lives. As discussed earlier, having people
participatin ﬁt@e workforce for longer is beneficial for the economy as a whole as
they pas%@? awledge and continue contributing to tax revenue.” It is important to
consideri %context, however, the welfare gains people get from retiring, people’s
ability@@ge working and their lifestyle preferences.

Figure 3 shows the United States has faced an issue with increased uptake of their
social security from an early age. In 1962, 17% of retired men first took social security
at age 62 (the minimum age), but over the years, despite increased life expectancy,

* The New Zealand Treasury (2013).

? The OECD defines the “effective retirement age” as the average effective age at which older workers
withdraw from the workforce. In many OECD countries this age is well below the official age for receiving
a full old-age pension.

* Samorodov (1999).
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this proportion jumped to 54% by 2004. If the Flexi-Super policy was implemented a
similar trend could develop. This could have a negative impact on New Zealand
through higher taxes on future generations and lower productivity.

Figure 3: Percentage breakdown of United States’ retired males’ retirement age25

1965 1975 2004 i 3

) o 62
1 62-64
M 65+

their own resources) and resources from other publicly
ple, if a person is aged 65 or over and has KiwiSaver
them to draw on those funds (as they are available to

between jobs they could have to take NZS instead of social security benefits.

i Ls with international pension systems

New Zealand has agreements with a number of countries to pay NZS to former
New Zealand residents who are residing overseas and for payments of NZS to be
made to people in New Zealand who have previously resided in another country.
Also, some superannuitants’ overseas pensions are offset against NZS
entitlements. These links would become more complex under Flexi-Super.

* These numbers exclude people converting from disability benefits to retirement benefits at the full benefit
age. There have been similar trends for females.
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Linkages with ACC

Currently, the links between Accident Compensation Corporation (ACC) payments
and NZS are complex. People cannot receive both ACC weekly compensation and
NZS simultaneously. Subject to a transition period, people aged 65 or over must

elect to receive either ACC compensation or NZS.

z?ei/\ble for or;r/“o/abogung

to fist r{ﬁ%@ NZS.
in the [onK

Under Flexi-Super, pebple aged 60 to 64 years who
ACC weekly compensation would have reduced choi
This could be an issue as they might experience hatd

S

The range of ages of first access to NZ3 an( >nent would
make administering NZS more comp éX‘\ make it more
difficult to change NZS, for examp, anted to raise the
age of entitlement or change th Ky K/e rate of sewt ment is indexed
Different living arrangemen\

The current structure Exs very simple; IS one age of first entitlement
and there are standa ém es for di n\‘ﬁ} ing arrangements. NZS payments

ns:

differ for three livi \s{

—  single, lii aE)

- sing {é% ug and &S

é\p Flexi-3u r\}r roposal there would be multiple ages at which people

0 cﬁlrst rec I his would mean there would be multiple rates for each of
these living u\ . For example, a couple, both eligible for NZS, would have 66
dlfferent(é? which they could receive NZS, depending on the ages at which

they fi % ok NZS.” This may create complexity if a couple’s living arrangements
cha

)

®ltis possible to have a non-qualified spouse in a couple who receives NZS also.

“ There are 11 different ages at which each could retire, following t(n) = (n(n+1))/2.

Flexible Superannuation Discussicn Document 21




Doc 9
Page 151 of 154 Released

Questions

»  Does the concept of more choice in the age of entitlement to receive NZS appeal
fo you? %
mong t Idetly’in
?
0
xi-Super, are'ydu in favour
of having Flexi-Super? O s
o -
QY A

»  Are you comfortable with the risk of higher levels of
order to gain flexibility in the age of first entitleme

ing:

b Weighing up the pros and cons identified regar
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Appendix: The Structure of NZS

Rates

NZS is governed by this Act, which sets out the rates 042)\&; nt and h \%‘9
adjusted annually. The net weekly rates of NZS musgt?e\a\glusted og}h Efch year,
in line with any annual percentage increase in the CPI for the year nd 1e previous
31 December. Q 5

The key legislative platform for retirement income policy is
Superannuation and Retirement Income Act 2001.

After this adjustment, the after-tax” weekly _ a married couple
(where both qualify) must be at least 659 tax, but cannot be
greater than 72.5% of the average wa %} i t government policy to
ensure that the after-tax married cou intai i

average wage after tax.

}uée rate is less than 66% of
her adjustm e to bring the rate up to this
>he CPI, was't Tjired on 1 April 2010, 1 April 2011, 1
llowing the o.and wage adjustment, the single

re set
\/

s 60% of th rra\ couple r% ingle people sharing accommodation, and
e 65% of the\married couplgra single people who are living alone (and
qualify fwng Alo ment).

e weekl@i& /tuﬁxx payment rates of NZS from 1 April 2013, based on
t people will receive if NZS is their main source of

the ta 2 "W, This i
mcome; { Bnents h@ F. ZS taxed at a higher rate if it is not their main source of

If, following the CPI adjustment, t e\ r- tax m
the average wage after tax,
level. A further adjustmen
April 2012 and 1 April 2013
sharing and living al rp

in
Table 2: Rates (\ land Superannuation and Veteran's Pension from 1 April 2013
Net rate

Rate type based on Gross rate

] “M” tax code

(N
Married;.¢ivil iinion, de facto couple (both qualify) $549.88 $620.68
Single sharing accommodation $329.93 $377.05
Single living alone $357.42 $410.32
Married, civil union or de facto couple (maximum payable to
a couple where a non-qualified partner is included) $522.62 § 58745

Source: Ministry of Social Development administrative data

® After tax at the standard “M" rate.
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