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

proprietary
r submission

If you would fike us to withhold any comme
information included in your submission, pl

Footer — document title 5




Doc 6
Page 42 of 154 Released

Introduction

In this discussion document, section one will look at the context for the Flexi-Super
{'it aims to achie d

how it could work. Sections four will outline some of the advantages and di antages
of Flexi-Super, before section five presents a few exam c% gw this coly k for

different people.

The release of this document is a condition of the

between the National Party and United Futures) ussion dagur e
the public appetite for Flexi-Super. FoIIowin Asultation ernment will
decide if it wishes to further explore the SUDPE atwhich stage detailed

DEr pro :\
policy work and a further round of consiita ould take.pla

are made.

6 Footer — document title
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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 eligibl 4 percen Zealand
New Zealand Superannuation (NZS) each ardaged 65 and over

Currently, around 14 percent of New Zealand 6 dents Faald
are aged 65 and over (around 600,000 peopie). By i Wi

million.

to remain

encourage older people to ActiveNimthe workforce after they qualify
for NZS. As a result New@ s participatlenTatés of older workers compare well

with its OECD counterp Q

uatio icy in New Zealand

nsion was introduced over 100 years ago in
een aMumber of iterations. The current form was
€ on New Zealand Superannuation (NZS), a universal

W" d 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

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

1 (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)

Footer — document title 7
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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 supperannuitants receive are linked to the average wage and
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'a t double to a 8.0 per

cent by 2050 due to demographic changes and j 5e ation to average. vage. This is
due to both the population ageing but also an,iptreasein life e :
proposal would not stop this expected cost i@.
NZS is qualitatively different from othe %. -age be@ch are more
han soclal security benefits; as it

stringently targeted. NZS is also pai 2 hig 3
is intended replace income over the.mec -‘ ocial security benefits are

indexed to price inflation where beothprices and wages. This has

! 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?

&
@@
4

possible to choose to take NZS later but there is roposg

incentive to do so, nor is there an option to take endbling ear G
superannuation at reduced rates earlier than

Flexi-Super would enable New reside i z age their retirement income
and lifestyle with more flexibjlity_than-they curren ayeé by giving them greater choice

As outlined in the previous section, those that are

earlier, even at a reduced rate. Flexi-Super would-give g4 dej@w

after the age of 65. This proposal looks

in when to first take NZS. uper wowld{im-g achieve this while being fiscally

entitled to NZS are able to access NZS from 65. It is
New Zealand residents the choice 1o
gr at increa -‘i}
abling e b ity from 60 and
deferral until 70.
neutral. @ @

Footer — document title 9
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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 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 <\

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

b
someone begins receiving NZS they will receive that rate, velative t6 mé}g;that
began receiving it at 65, for the rest of their live %; rlier that‘soraeone decides to
first take NZS, the lower the payment would be each year relafi he rate that would

have received if they decided to first coll age 65.@Iy if they decide to

take NZS after 65 they would receive a-f

There would be upper and lower age
proposal the ages of first acces 3
case with the age of eligibility at ¢ tive to delay receipt of NZS
beyond 70 (i.e. If someone de @ after 70 they would get the

This means that so ide t ke Flexi-Super at 61 and they would
continue to get it at-th tive rate est of their life. Or if they chose to first take
NZS at 68 they, S until they were 68 then they would collect

NZS at that

Index@f NZS
The for adjusting rates of NZS would not change. The absolute amount of

NZS payments would increase over time through its indexation to CPIl and wages, but
relative to the rate of someone that first received NZS at the age of 65 it would not
change.

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

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

10 Footer — document title
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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 from 60
they would receive 73 percent of the rate. The payment structure could then look like
this:

Chart 1: Possible Flexi-Super payment structure
180% /2 . &

160%

=

1]

£ 140%

>
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=z
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=
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[0} B e i i e
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life depending on wh

59 60 61 62 f 6 65 B \\\)
The lines in Chart 1 %one could receive for the rest of their

Currently a sing igi is entitled to receive $357.42 per week (see
appendix one.fof fun il). through this illustrative example the amount

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 are 75 if they so chose to.

Footer — document title 11
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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 currently is at the age of 65'.
Flexi-Super would change this.

SuperGold card treatment

Currently, SuperGold card eligibility is at the age of 65"
this regardless of the age at which someone first recei

International comparisons

is possible for people to choose to take
others, pensions can be deferred and tak

increased rates

Australia C)/ ) Yes, for five The financial
males) years incentive for
% asing deferral is a lump

sum payment that

Table 1: International compar FIexi-Supe@
Country Earlyopt Stand Deferral and notes

w w depends on how
long they have
% deferred.
Canad i 0 65 Yes, until 70

: ject to 60 Yes
ain criteria

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

Ireland No 65 No

France

Japan Yes, from 60 65 Yes

° Subject to the length of the contribution to the scheme.
* However a non-qualified spouse is eligible for a SuperGold card.

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

Netherlands No 65 No It used to he
possible to
access benefits

oldg
Sweden Yes, from 61 65 @s ®
United Kingdom No 65 but inc% Yes @
USA Yes, from 62 66 b ir@e? i

Ye/s,/@l%g
Sources: OECD (2011), and van Vuuren, (2011) \ \/ : N

Footer — document title 13
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4 Advantages and Disadvantages

Advantages:
Provides greater choice @ @D&

Flexi-Super would give New Zealand residents great
choice when to first take NZS. Currently there is little lexi-Super would give

choice when to first take NZS, it is possible to ta New rs greater choice
later but there is no financial incentive to do S% Sy itk i take NZS

possible to take NZS earlier, though people it

@ hards '%}?u/cess assistance
Supey would aﬁﬁ;\ge ealand residents to
take NZS earlier at decreased rategor later at increa - New Zealander's
lifestyles are very diverse and a si & of ini ity may not be practical for

some people.

Flexi-Super could giv r n their retirement income. The flexibility
. eop[e the choice to continue working and

defer NZS and ke"NZS early if they suffer an unexpected life

change, suc

someone rece pected figancial windfall.

Fairngss’j * Mter life expectancies

For exarn ife~éxpectancy is shorter on average for some groups such as
Maori and Pasj nger on average for others such as women who are not Maori
or Pasifika. not allow people to adjust for their own circumstances. Under

Flexi-Sup with low life expectancies would be able to retire earlier and live out
along ent than previously.
Flexi- will avoid a stigma associated with seeking benefits

Some people that have worked the majority of their life but can no longer work, due to
sickness, injury or a disability may, feel a stigma towards receiving a social security
benefit”. People do not feel the same way about NZS which they see as an
entitlement. Flexi-Super could enable these people that need financial aid to access it
when they need it without the stigma attached to it.

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

14 Footer — document title
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Ability to access NZS early would allow people to bring forward more of
their NZS

Flexi-Super would give people the option to bring forward more of their NZS while
working than previously. This could be done by taking NZS early and using the extra
income while working to pay down housing debt or other assets that would offer

support during retirement years.

Ability to defer NZS to 66-70 creates ability to “ hnuity @

An annuity is a financial product used to purchase a% ome streme
r

purchase annuities foithei

retirement income to retire early”.
it acts like and annuity by enabli
higher level of NZS in the future.

Ability to defer NZS uni
participate in the labatfi/1

)0 cre ii %" xincdentive for people to

l@

Op@ ‘

I nd thu
e

to obtain a higher rate creates an incentive
e labour force. With projected skill and

? (van Vuuren, 2011)
! (Samorodov, 1999)

® Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.

Footer — document title 15
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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” this is due to the level of NZS, which is
effective at poverty prevention. A 2012 study by Dr Claire Matthews showed t a‘ver
els

one quarter of retirees in New Zealand have concerns abou eI of reso ‘&’
O-show that th@

available to meet their retirement needs. The study goes o

NZS is enough to sustain only a ‘no frills’ lifestyle. If pepfle’'were getting a | ZS
payment than currently without additional income, th pld age pould

likely increase.

Some people find it difficult and challenging w of their longer
term interests, such as their retirement’". Thésé/pec 0o early under
the Flexi-Super proposal winding up in fi i nature of these
individuals, they are usually the people te retirement
savings also.” This could mean that&fter jing NZS, their NZS

payments are not enough to live At hasg dried up and they could
require additional financial assis iovermment. The way that eligibility to

Potential ncal im@ the Crown
a i

Achieving fisc rality is_difficult=-The Flexi-Super policy would likely have the

followin on the C%

i %7 d upta@
Allowing p cess NZS to people aged between 60 and 65 who currently
do notr would increase the number of people receiving NZS. As there
would e super annuitants the total cost of NZS would be higher. Itis likely
that peodple aged between 60 and 64 who would otherwise rely on a social

@ nefit would access NZS early if the available rate of NZS exceeded the
rate.of social security benefit that was payable.

*® 1.5% (OECD, 2012)
v (The New Zealand Treasury, 2013)
" (Cutler, Liebman, & Smyth, 2006)
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Higher level of additional financial assistance for the elderly

As outlined earlier, some people would decide to receive NZS early and then
realise that the level of payment is not high enough to support their living costs.
These people could seek further financial aid.

Adverse shocks may also have impact on people that segladditional assistafice.

Flexi-Super would enable couples of different ages to arthe sametiyie.

However, if the couple was to separate or one of th% 5 die, the may
a 2

not have enough to live on if they took NZS early& ed rate

additional support

In addition to financial aid sought, if the ra
early, people that took it at these rates
additional benefits from Work and In 5
degree by people who will require s%p rt after de¢iding to work a few more

additional years to receive a hig aymen
This additional support wou greamr&ia ax payers.
@k g they are likely to live than the

tancies that deviate from the average

@

Information asymmet

earlier ated as taxable income. Currently this means that if
ne continue york while receiving NZS they will most likely pay a larger

Siback as tax than someone who has no additional income while
receiving NZS. is because additional income on top of NZS my push you into
a highe in | tax bracket.

Und i—Super some of people could wait until they are 70 to receive their NZS
t @o working and receive their NZS when they are in a lower tax bracket. With

8 pereent of all income tax in New Zealand comes from those over 65" this could
see tax revenues decrease.

* For example people know if they have been diagnosed health conditions or that their family tends to live

longer than the average.

* (van Vuuren, 2011)
“ Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.

Footer — document title 17
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This could be offset to some degree by those that take NZS earlier and then
continue to work or those that continue to work much later than before for reasons
outlined earlier in this document.

In order to compensate for these effects and achieve the principle of fiscal neutrality,

year olds would be further decreased. This would increas
take NZS might experience hardship. Or this could be mitiga

age of entitlement under Flexi-Super, for example FI P
and 72. This would reduce the size of the adjustmentth

some concerns about
more complex NZS

Under Flexi-Super people’s decisions w 1 them to make an
AN

ut fully understanding

system may mean that more people-gQu
the long-term consequences. T Q d need t , clear information provided
to the public by the CFLRI to help thenr underst plications of this proposal,

The effe i 2 in New Zealand is between 67 and 65 (Chart 2). This
enough of an incentive for a large proportion of the
hen they are first offered NZS.

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.

18 Footer — document title
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Chart 2: Effective retirement ages in New Zealand and other countries

~
9]

~l
o

(3]
w

Average effective age of retirement

%
<

1970 1975 1980 1985 1990L < 200 0D5 2010

Source: OECD 2010

Allowing first access to NZS at 60 und
people to continue to work later 1
e,

Q ;
people in the workforce longer is be Y
on knowledge and stop contributing to tax re B 3 is is weighed against the
s retiving and eénsible to have everyone working

an issue with increased uptake of their

7 percent of retired men first took social

% ver the years despite increased life expectancy
L by 2004. If Flexi-Super was enacted a similar

ve a negative impact on New Zealand through

and lower productivity.

* (Samorodov, 1993)
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Chart 3: Percentage break down of United stated retired males retirement age”
1965 1975 2004

Source: Diamond and Orszag (2004)

if a person is aged 65 or over and has KiwiSaver
to draw on those funds (as they are available to

assistance ynd e social security legislation. This means that if someone was in
betweer%‘ could have to take NZS instead of social security benefits.

international pension systems

L'nk%
Nland has agreements with a number of countries to pay NZS to former NZ
reside

|

e ts who are residing overseas and for payments of NZS to be made to
people in New Zealand who have previously resided in another country. This link
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.

20 Footer — document title
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iii Linkages with ACC

Currently the link between 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.

Under Flexi-Super people aged 60 to 64 years who
ACC weekly compensation would have reduced ¢

This could be an issue as they might experience
iv Future changes to NZS are more difficult

A change to Flexi-Super would also c:han from an en toa
contractual arrangement. This is anoth @ At of com ng with the
different rates of payment and ages and & i oNZS. These

\ egislative changes such

complexities would make it more diffic
as if a future government want s‘@ ment to NZS to reduce
dl & d

Other countries manage with a more complex state pension.

“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
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Questions

b

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

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

Weighing up the pros and cons identified regardin i-Super.are \‘ in favour
of having Flexi-Super? <qb &
L2

ng the %
2

=

22

O
N O

Ko
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Appendix One: The structure of NZS
rates

The key legislative platform for retirement income pgli the Ne%nd
Superannuation and Retirement Income Act 2001.

NZS is governed by this Act, which set out the rat f ment and\ haw-the€se are
annually adjusted. The net weekly rates of NZS mus justed on 1 Apri¥gach year,
in line with any annual percentage increase in the Gonsumers Pri ex (CPI) for the
year ending the previous 31 December.

After this adjustment, the after-tax” weekly
(where both qualify) must be at least 63 8
cannot be greater than 72.5 per cent\m g wage-after tax. It is current
Government policy to ensure that theaf ied g

of the average wage after taX, a
level. A further adjustment;,ab
April 2012 and 1 Apri oIIowin

sharing and living al

gunt people will receive if NZS is their main source of
KZS taxed at a higher rate if it is not their main source of

P}
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 gqualify) $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) $522.62 % 56745

Source: Ministry of Social Development adminisirative data

Footer — document title 25
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25 June 2013 Reference: T2013/1687

gnrr
S

Hon Peter Dunne
Freepost Parliament
Private Bag 18 888
Parliament Buildings
WELLINGTON 6160

S

Dear Hon Peter Dunne

LETTER TO HON DUNNE: D UMENT ON FLEXIBLE
SUPERANNUATION FOR R '

hat it has been through departmental
fessional proofreading.

e a draft Foreword for the document — if you could
as well that will enable us to insert it into the version that

Youin you would ooV
pr it by Fri
goes e Minister\of

% '
The rema%%}%g for the discussion document are as per the timeline below:
£

gﬁe\& Action

24Jddne — 8 July | Dratt to you for review

8 —15 July Revisions in light of your feedback

15— 29 July Review by Minister English
External proof read

18 July Submit to Officials’ committee for Economic Growth and
Infrastructure Cabinet Committee (OEGI)

22 July OEGI

1 August Submit to Economic Growth and Infrastructure Cabinet
Committee (EGI)

7 August EGI

12 August Cabinet
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We look forward to receiving your feedback.

Yours sincerely

Katherine Meerman &i 5 @

Acting Manager, Financial Markets Team

ce: Minister of Finance
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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 Offjei

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

If you would like us to withhold any commercialfy proprietary
r submission

information included in your submission, pl @. arly state t%

i
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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 three >0 tline the pro |,
what it aims to achieve and how it could work. Section fo ig5’some 0
e pre
K/

advantages and disadvantages of flexi-super and sectio gSents a fe ples

on how this could work for different people. &
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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
e

Increasing numbers of people will become eligibl 4 percen Zealand
New Zealand Superannuation (NZS) each
Currently, around 14 percent of New Zealand

resid are.aged 65 and over

Unlike many member countries o )
encourage older people to to remain
for NZS. As a result New, s participa

with its OECD counterp

i

een a umber of iterations. The current form was
on New Zealand Superannuation (NZS), a universal
jaténded 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

P 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'a t double.to a 8.0 per

cent by 2050 due to forecast demographic chan@ his is due to-bsththe ‘population
3 pro ¢ g

ageing but also an increase in life expectanc 7~ TFhis-pre
expected cost increase.

NZS is qualitatively different from othepw -age be@h are more

stringently targeted. NZS is also paid ata fiig soclal security benefits as it
is intended to replace income over medi i . Social security benefits
are indexed to price inflation whe «ech{o-poth prices and wages. This

Q - ealand residents, with only 1.5

come 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 : @ & e

entitled to NZS are able to access NZS from 65. It is I@\t

possible to choose to take NZS later but there is 7 0

incentive to do so, nor is there an option to take endabling earility from 60

earlier, even at a reduced rate. Flexi-Super would.give

New Zealand residents the choice tg s Il de?@al{n "
enhanced rates

5,6t at increa "b

o,enabling e b ity from 60 and

deferral until 70. &

What Flexi-Super aims leve

Flexi-Super would enable New@ reside @b’ age their retirement income
ertlyvshay

and lifestyle with more flexibjlity than-they ¢ & by giving them greater choice
in when to first take NZS. uper wo

o achieve this while being fiscally
neutral. @
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3 How Flexi-Super would work?

Flexi-Super would work in much the same way that S

NZS currently works. The difference is that there would 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 Wi <\
receive NZS, between the ages of 60 and 70. Once >

someone begins receiving NZS they will receive that rate, Yelative t6.85omebne that
began receiving it at 65, for the rest of their live %—, rlier that ‘soraeone decides to
first take NZS, the lower the payment would be& eac o.the rate that they

: ear rela :\ﬁ
would have received if they decided to first ceflect XZS at anversely if they
" 8

te .

hat Flexi : g Wwork from. Under this
dre betw 8 and 70. As is currently the

Here would tive to delay receipt of NZS

after 70 they would get the

@

There would be upper and lower age
proposal the ages of first access/ie
case with the age of eligibility at 65

beyond 70 (i.e. If someone i.- to first recetve
same rates as someone Whgirst received NLS 8
This means that so sould decidé .@

continue to get it atih tive rat‘! e rest of their life. Or if they chose to first take

NZS at 68 they receiveany until they were 68 then they would collect
NZS at that r rest of t%

qui %@ts
%ﬁuld not affect residency requirements for NZS. To be
s

C ould still have to have lived in New Zealand for 10 years
since they we? years, of which five years must have been since they were

=

aged 50 yea

The mecharism for adjusting rates of NZS would not change. The absolute amount of
NZS payments would increase over time through its indexation to CPIl 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.
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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 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 stru uld then |

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

180%
VS S
P

160% < e
E /\\<7 AY) o
§140% % z i
¢ QY —
N 120% > 66
g 1o e —— - A————
: (o bobEe e

80% A e — —

e e ) .

63

how the Ie&) ZS someone could receive for the rest of their

Wmt took NZS.”

gible for NZS is entitled to receive $357.42 per week (see

This is just-@n 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@ﬁf they so &o.

KiwiSaver treatment % @9
Currently the date from which KiwiSaver members a«%jb to freely their
e

savings is linked to the age of eligibility for NZS, ::'ch curvently is af'the age of 65"

Whether this would need to be changed would 1 the detailed
policy work if this proposal were to be pursu@

SuperGold card treatment @ ; §

Currently, SuperGold card eligibility, ge of 6 uper would not change
this regardless of the age at whi@ e first reCel S.

International com sons %

A number of OECD coutitfiés Rg i ' isy to Flexi-Super. In some countries it
Qo8 { their state pensions early at reduced rates. In

others, pensions ¢can bed ' én at increased rates. Some countries allow

countries have any.years someone has worked before they are
eligible. A samp sJikeness to Flexi-Super is set out below:
Table @? § 0 Flexi-Super
C@ Standard age Deferral and notes
increased rates

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

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 s eligible for a SuperGold card.
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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 @D

Germany Yes, from 63 65 Increasing to 67 &

Ireland No 65 No

Japan Yes, from 60 65 @es

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 Ye 65 @ Yes

United Kingdom o creasing Yes

USA /S m 62 s increasing Yes, until 70

NS

Sources: OECD (é@\%ﬂ Vuuren, (2
N v
&
©
S

14
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4 Advantages and Disadvantages

Advantages:
Provides greater choice @ @9&

Flexi-Super would give New Zealand residents great
choice when to first take NZS. Currently there is little lexi-Super wauld give

choice when to first take NZS, it is possible to ta New rs greater choice
later but there is no financial incentive to do sﬂ\g{ el un % {take NZS

possible to take NZS earlier, though people

Sl
Iy % hards '%c{:ess assistance
pey/would a ewZealand residents to

take NZS earlier at decreased rates.or later at increasec
Flexibility to adjust for une@ %

gd under Flexi-Super could act as a

—
=n
=
o
-

Q
=
—
=
@
w
(@]
Q.
=k
w
@
Q
c
=
=

b
12}

<
w
—
4]
3
|

e
17}
-
=
@
)
>

=]
@
Q
-
o]
=1
1
@
w

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

Avoids possible stigma associated with seeking benefits

Flexi-

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.

*# (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 2%
early, while still working, and use the exira income to build.otherassets tha@ul er

financial support during retirement.
an annui@

e

-

Ability to defer NZS to 66-70 creates ability t@’
An annuity is a financial product used to purchas gture incom. In some
countries people can use their retirement savipgs to purchase a% gs for their
retirement. However, the market in New Zealand4o 1B j
and for some people not an option due @ t of th

en the dgeoftake up would not matter as

a later re e t'or borrow against future
“Super m Slpaddress this market failure as

it acts like an annuity by en EOp|e to f years of NZS to access a

If annuities markets were better fu
it would be easy to purchase anguj

labour shortages;dlder w rs will play a vital role in contributing to New Zealand’s
future g 'é" ty and %ompetitiveness. Having people stay in the labour
force longer i$ benefigial V economy as they contribute to economic output by
pag% knowle % ills and they also contribute more to tax revenue”. In
12 &r B5 paid 8 percent of all income tax in New Zealand”. While

some people ' e chosen to keep working without this incentive, more people
0 d 0 work longer.

nomic contribution. Many older people who cease paid employment
continuéte-make an economic contribution through participation in voluntary or unpaid
work and care giving.

might be cor
It sho l ed that working in paid employment is not the only way that people
d 0

" (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 tha‘ver

one quarter of retirees in New Zealand have concerns aboujthéjevel of reso
that th el

NZS is enough to sustain only a ‘no frills’ lifestyle. If peg are getting a | ZS
payment than currently without additional income, the age pould

likely increase.

Some people find it difficult to plan for their lo erests, L tirement .
There is a risk that under Flexi-Super some i at a lower rate
and later end up in financial hardship. Researeh sdgges N- ple at risk of making
such decisions are also more likely to ka % 3

3 aged between 60 and 64 who would otherwise rely on a
benefit would access NZS early if the available rate of NZS
of social security benefit that was payable.

s

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 trea xable i %\ drrently this means that if
someone continues to werk whilereceiving ~§g~n ey will most likely pay a larger
share of their NZS bag ée\\ya than so @Wﬁ o0 has no additional income while

receiving NZS. Thig/igiecause addit pme on top of NZS may push you into

a higher margin

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

ocument.

In order to cg e for these effects and achieve the principle of fiscal neutrality,
ose that choose to take NZS early or to defer could be further

the rates pdi

adjusted o t for these costs. This would mean that the rates for the 60 to 64
year d 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 ym their dgdisign to
retire.” % %

The effective retirement age”™ in New Zealand is 5.9 for men an rwomen

(Chart 2). This suggests that the NZS paymen 4@:@; of an irfeentivefor a large
B whegsithey are fi ered NZS.

proportion of the population to retire around %
Chart 2: Average effective retirement ages i D and nd
" O

Average effective age of retiement

1 OWS 1980 5 1990 1995 2000 2005 2010
‘omen) ====0FECD(men) ====0ECD (women)

Sour eo%n x
Allowingfirst ac@ 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

considerin context, however, the welfare gains people get from retiring, people’s
ability working and their lifestyle preferences.

EZ(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 lower productivity.

Source: Diamond and Orsza% @
Flexi-Supe add con%ig to a simple system

Flexi-Supér woultibring cofmplexity to what is currently a simple system:

' %’ rity benefits

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

iwiSaverfunds, we would expect them to draw on those funds (as they are
- to them). Similarly, if NZS was available to a person from age 60 to
supplement 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 Flexi-Supe

Linkages with ACC @
Currently the links between ACC payments and%e complex. cannot
NZS simdltaneou ubject to a
[€ct to receive.either’ACC

Under Flexi-Super people aged 6 %igible for or receiving
ACC weekly compensation would have.rg hen to first receive NZS.
This could be an issue as the ghkt-ex in the long-term.

G

transition period, people aged 65 or ov
compensation or NZS.

The range of ages of f rent rates of payment would
make administering X ¢'complexities may make it more
difficult to chan re government wanted to raise the
age of entitleme e of the entitlement is indexed.

.
Ue Flexi-Super proposal there would be multiple ages at which people
C

coultHirst 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.

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

4

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

to you? :3
ng the Py i
?

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

i ly. i
Weighing up the pros and cons identified regardin Xi-Supet.ar \' in favour
of having Flexi-Super? é)b &

e

22
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Appendix One: The structure of NZS
rates

The key legislative platform for retirement income p is~ the Neééggnd
Superannuation and Retirement Income Act 2001. (,

NZS is governed by this Act, which set out the rat f ent and vthese are
annually adjusted. The net weekly rates of NZS mus justed on 1 Apfif&ach year,

ex YCPI) for the

year ending the previous 31 December.

After this adjustment, the after-tax™ weekly &ni
(where both qualify) must be at least 63 % ;

cannot be greater than 72.5 per cegt-p
Government policy to ensure that t
minimum of 66 per cent of the averagewa

If following the CPI adjustment the-aftey-

of the average wage after t further adjustme ade to bring the rate up to this
level. A further adjustmen he CPI, was“tequired on 1 April 2010, 1 April 2011, 1
April 2012 and 1 Apri ollowing
sharing and living al r re set

C%rried co % for single people sharing accommodation
e

for single people who are living alone (and

jo"a married couple
“wage after tax, but
after tax. It is current

e rate is less than 66 per cent

e 60 per cent

3 biving Alo ent).
Table 6 ot : er;tax payment rates of NZS from 1 April 2013, based on
the tax/c i unt people will receive if NZS is their main source of
inco ZS taxed at a higher rate if it is not their main source of
in

Table 6 “Rates of NewZealand Superannuation and Veteran’s Pension from 1 April 2013
O

%\?
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) ¥Ee2.68 % 587.48

Source: Ministry of Social Development administrative data
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