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IN-CONFIDENCE

FILE NOTE - MEETING WITH MINISTER DUNNE ON THE FLEXI-SUPER
DISCUSSION DOCUMENT

This file note is from a meeting with Minister Dunne on 1 May 2013 on the Flexible
Superannuation discussion document in the confidence and supply agreement with the
National Party. The purpose of the meeting was to hear Minister Dunne's objectives
and timing for the discussion document.

Attendees: /ZQ\ @§/

e Minster Dunne and Minister Dunne’s Office staff </

e  MSD: Alex McKenzie

Key point

e The Minster stated that the f the discu Sg{%{:ument is to set out the
“high-level” concept of Flexi-S Er nd 1dentk§r‘ pros and cons. It should be
an even handed dISCUSSIG dacument to, /mgt\ upport of the public for Flexi-
Super as a concept.

e This dlSCUSSIOI"I e/ it would n ( ﬁq%orate United Future's other retirement
income DOIICIB enTyQSQeXI Super \r~t confidence and supply agreement.
W7

g

o '}\Bis(; ion dochﬁb\ nt isto be a National-United Future branded document, but

of retirem

ain obje /ﬁe{ this” policy is to give the public greater choice

/\
/

?ﬁam this w1[\ Kex;r presented to the Government who will then consider if they

wish to e-forward with the policy. If this is the case only then will more detailed

work b required. However the Minister has some actuarial calculations (6% per

anng ount when decreasing the age and 10% per annum premium when
ing th

@? reasur
Q %ﬁer inister \fw%i’ {he document to be released in mid to late July. The results

age) provided to him by Jonathan Eriksen.

@lntster wishes to have a formal discussion document published as well as an
onliné consultation forum where people can submit their comments and
agree/disagree with ideas and statements.

Action points

e QOfficials to provide a draft framework for the discussion document and a proposed
timeline for discussion with Hon Dunne in mid-late May 2013.

Treasury:2624056v1 IN-CONFIDENCE 1
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E 5 \
THE TREASURY

Kaitohutohu Kaupapa Rawa

Treasury Report: Outline and Timetable for the Flexible-Superannuation
Discussion Document A

| Date: | 24 May 2013 [report No: | T2013f1298 [

Q
Action Sought /&)@ ((@

~ Qy
Action So D adline
Minister of Finance Note t e_rl\,s of the ref None.
(Hon Bill English)
Minister of Revenue feedbac o\@%&ntent of |Atthe meeting with officials on
(Hon Peter Dunne) ort when-you raeet with May 27.
Is on @

Contact for Teleﬁm! D|scu§§lo\ reqmred

Name msmon Telephone 1st Contact

[5:9(2)(@) ()] @ Graduw (e inder s OB E) v
Joanne Hughgs Mlnancral Markets |04 917 6221 '
(wk) '

A

Actions férthe Minister's Office Staff (if required)

|None

Enclosure: Yes (attached)

Treasury:2634973v1 IN-CONFIDENCE
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24 May 2013 SH-11-4-3-2-3-1

Treasury Report: Outline and Timetable for the Flexible-
Superannuation Discussion Document

Purpose of Report 5

o g he
1. The purpose of this report is to provide Minister Dunn %ﬁ@ion regarding
outline and timetable for the Flexible-Superannuatj i-Super) dist

document prior to meeting with officials on May
Analysis oL &

Discussion document release options @ @
2. Minister Dunne'’s preference at t-@ meetimﬁig\%da!S ndot ity

that the Flexi-Super discussion € be rel re the end of July.
Officials explored a mid-July se gdate but k that it will be feasible
0

once Cabinet committee pr are tak unt. In light of that, the two
options we propose are:

i. submit the C r to CBGHnstéad of EGI and reduce some of the time
that Minister%nd Minist e have to review the discussion
document

i

Date  \ 5 -Action
9 - 30May. ¢ {|Brafting

30 May ~&’June Departmental consultation
| 6< ne Revisions
&3>20 June ¢~ /] Draft to Minister Dunne for review

0427 Jun \;\7 Revisions in light of feedback from Minister
Qé/ /—& Dunne

27 Jun @ Submission to Officials Committee for EGI
S (OEGI)

1 —@@V Review by Minister English
(2/) External proof read

July, OEGI

L1 July Submission to CBC

45 July CBC
29 July Cabinet

This would mean an end July release for the discussion document with
departmental consultation and time for Ministers to review the document
limited to one week each.

T2013/1298 : Outline and Timetable for the Flexible-Superannuation Discussion Document Page 2
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ii.submit the Cabinet paper to EGI in early August:

Date Action

21 May - 4 June Drafting

4 —17 June Departmental consultation

17 — 24 June Revisions

24— 8 July Draft to Minister Dunne for rexjew S

8 —15 July Revisions in light of f om \\JD
Minister Dunne /> g

15— 29 July Review by MinistévEnglish N7 %
External proofread o

18 July Submit to QEGY 7 o N

22 July QEGI {7 LYY

1 August Submif ta EGI/ AR

7 August EGKN VY ) (

12 August Cabinet> £ s

This would mean a mi

consultation and two-wee
the discussion t.
F

Other related release

Y
st releasé€ with-wo weeks for departmental

each, f:l! Histers English and Dunne, to review

3.  The followin B ws rela ments that are planned to be released in this
™ & AN
Project /Qrgarh?tion responsible Date

AN

Expected to be released 11
July 2013!

\??jfeasury

2013 Review of Ret

Income &@

Commission for Financial
Literacy and Retirement
Income

September/October 2013

N
Statement ew
Zealandffs\

Minister for Senior Citizens /
Ministry for Social
Development

September/October 2013

Governmérﬁreparedness
for the aging population

Office of the Auditor General Later in 2013 (exact timing

not known)

Minister Dunne indicated previously that he would like the discussion document to

be released before the Commission for Financial Literacy and Retirement Income’s
(CFLRI) 2013 review of retirement income. This is due to be released in
September/October both timeline options will see a release before this document.

The other document of interest, Treasury’s Long Term Fiscal Statement is expected

to be released 11 July. This document will have a section on retirement income

policy. Both timeline o

ptions do not overlap with the release of the LTFS.

1

T2013/1298 : Outline and Timetable for the Flexible-Superannuation Discussion Document

The date is not currently public information.

Page 3
IN-CONFIDENCE




Doc 2
Page 5 of 154 Released

IN-CONFIDENCE

Discussion document outline
6. The proposed discussion document outline is attached in appendix A.

Consultation

7.  The Ministry of Social Development was consulted on thi ?eport
Next Steps (8 L

would like to discuss with Minister Dunne when meet
Monday 27 May:

8.  In addition to the timetable and outline we have@ some othap
offic ith hi

b.  the optimal age of first entitl
want this to be addressed

discuss it with him briefly
c. theonline submission :
9.  We look forward to di these i |ss
wishes to raise wh i meet '

Recommended ﬁg%) &

X
We recommen W %

Minister of Finan

ini F evenu@
b provide % n the content of this report when you meet with officials on
May 27%.

Joanne Hughes
Manager, Financial Markets

Hon Bill English Hon Peter Dunne
Minister of Finance Minister of Revenue
T2013/1298 : Outline and Timetable for the Flexible-Superannuation Discussion Document Page 4
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Appendix A: Discussion Document outline

FLEXI-SUPER DISCUSSION DOCUMENT OUTLINE

1.  Joint foreword by Ministers

2. How to make a submission ; 3
3. Context: %
° The aging population and different rates of New Z‘il

4,  Proposal:
o What Flexi-Super is.
° What Flexi-Super seeks to achiev,

5.  How would Flexi-Super work?
e Explanation of the mechani

This is not the ag ent bug tg@n‘ eligibility for NZS.

2

iduals about their retirement —

L

Chadic

o for people with shorter life expectancies or certain
% cteristics.
a r 60-64s, can avoid stigma associated with seeking benefits.
3 Ability to access NZS early may help some people to pay down debt.
@ Ability to defer NZS until 66-70 creates an incentive for people to
participate in the workforce longer.

o Ability to defer NZS to 66-70 creates ability to “buy” an annuity (market
failure).

° Cons:
o Myopic behaviour:
u Potential for long-term hardship if NZS is taken early as NZS is
just above the poverty line and needs may change through time.
u Financial literacy concerns with a complex system.

T2013/1298 : Outline and Timetable for the Flexible-Superannuation Discussion Document Page 5
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o For 60-64s, may reduce incentives to work.
o Potential fiscal impacts for the Crown:
= Impact on welfare system (higher costs) for those that access
NZS early are automatically eligible for more financial assistance
(eg, accommodation supplement) and more likely to experience
hardship and seek additional support.

" Information asymmetry and adverse selgction mean that jt'i
difficult to make this fiscal neutral (bu re options&
u Impact on tax revenue.
o Complexity:
" Makes it harder to make futurqé%@g to NZS.
S

" Complicates a simple system:
—  Different living arra %
—  Linkages with in systen@

- Linkages wit !: G %

- Other issue

\6 ngement @ what is currently an
Wi y future changes much
7. Other
o A few examp% i v practice.

T2013/1298 : Quiline and Timetable for the Flexible-Superannuation Discussion Document Page 6
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From: [s8@)@r |

Sent: Thursday, 30 May 2013 9:00 a.m.

To: 'Gary White'

Subject: Flexi-Super - Update from meeting with Minsiter Dunne
Hi Gary

We met with Minister Dunne yesterday about the Flexi-Super TR we sent acr st week. He i ppy with what we
are doing and the planned discussion document outline. On timing, Minis ecided fythe second
option, this means the discussion document will be released in mid Au %
If you have any questions feel free to give me a call. @
Thanks % @
— ©

5; AN

3
The infarmation in this email is confidential to the Treasury, in of the address n; ;ay also be legally privileged. If you are not an intended
addressee:

a. please immediately delete this email and notify the Trepsury by re email or telep 472 2733);
b. any use, dissemination or copying of this email is striited and may IJ

jﬁiﬂtﬁr}%mers. TI1C))

[=9(2)@OI | | Graduate Analyst | Financial Markets

CONFIDENTIALITY NOTICE

i
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FLEXI-SUPER DISCUSSION DOCUMENT OUTLINE

Joint foreword by Ministers

How to make a submission &

[insert section on how to submit] i@§

We will not treat any part of your submission as conﬁde you spec uest we
su!;n A,

do so. Submissions will be subject to the Official Infermation Act 1982, ay make
submissions available on our website, may compil mary of the missions or draw
aftention to individual submissions in internal or ext@rts.

If you would like us to withhold any com

Rercidlly,~sensitive i al or proprietary
g early/state W’:ﬁ HOL bmission and identify

information included in your submission, ple
the relevant sections. We will consider an

Introduction @ : ; :
In this discussion document,Sestion one will EE context for the Flexi-Super
[ & alg

to have i

proposal, section two an Il outline t gsal, what it aims to achieve and
how it could work. Secti ill outlir@ of the benefits and costs of Flexi-
Super, before sectio gents a les on how this could work for different
people.

The release {5 dogument is%ég'non of the Confidence and Supply agreement
- u

d d Future. This discussion document aims to test

the public Following this consultation the Government will
decidenif 1 wyis re the Flexi-Super proposal, at which stage a further
ro % ake place before any legislative changes would be made.

Current su, ﬁon policy in New Zealand

New Zealand’s first publicly provided pension was introduced over 100 years ago in
1898, Hen there have been a number of iterations. The current form was
introduced’in 1977 and is centred on New Zealand Superannuation (NZS), a universal
government-funded pension intended to assure a basic standard of living for the
elderly.

The requirements of NZS are minimal with all residents, subject to residency
requirements, eligible to first draw on NZS from age 65. While receiving NZS it is
possible to continue to working, during this time NZS is treated as taxable income.

NZS is funded out of general taxation and costs around 4.7% of Gross Domestic
Product (GDP) in 2010". This is expected to almost double over the next 40 years due

! (OECD, 2012)

Treasury:2637855v1 IN-CONFIDENCE 1
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to demographic changes. This is due to both the population aging but also an increase
in life expectancy®.

NZS is qualitatively different from other, working-age benefits, which are more
stringently targeted. NZS is also significantly higher than other benefits, due to the fact
that NZS is a long-term benefit and not just temporary and that other benefits are
indexed to price inflation rather than wages and inflation as NZ$ is. This has resulted in
low levels of poverty among the elderly in New Zealand with@% of eld

poverty®. § 5 @
2. Proposal: @

S

What is Flexi-Super?

lifestyle with more flg
when to first tak
neutral.

3. How Flex

Flexi-S %P

differe

Undeixi- , ould select when to first receive NZS, between the ages of
60 and 70. W @ decide when to begin receiving NZS they would continue to

e rate for the rest of their lives. The earlier that someone decides

: 2e'NZS after 65 they would receive a higher relative rate®.

o () iy
lil eived if they decided to first collect NZS at age 65. Conversely if they
There would be upper and lower ages that Flexi-Super would work from. Under this
proposal the ages of first access to NZS are between 60 and 70. If someone decided to
first receive NZS after 70 they would get the same rates as someone that first received
NZS at 70.

% (The New Zealand Treasury, 2013)
® (OECD, 2012)
* The absolute amount would still increase overtime as it is adjusted for inflation and wage increases.

Treasury:2637855v1 IN-CONFIDENCE 2
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This means that someone could decide to first take Flexi-Super at 61 and they would
continue to get it at that relative rate for the rest of their life. Or if they chose to first take
NZS at 68 they would not receive any NZS until they were 68 then they would collect
NZS at that rate for the rest of their life.

Indexation of NZS

The mechanism for adjusting rates of NZS would no%gi he abso 1%7 v ount of
inde

NZS payments would increase over time through ji

ion to andw ages but
relative to the rate of someone that first received NZ8&-af the age ould not
change. @ @

Flexi-Super payment struciure

An example of how this could wor

L

Chart 1: Possible er paym telcture

180% /%\;\/ w}

160% \\7 % . - =70
_, 140% £ - ——— n.
B s N/ T —=s
E‘- gt \><\) e = R =] ) 67
24501
g} ((_J(X\ =66
2 80% =: — o
2
£ xS *
g IS

40% g 63

20@)) e

0% T T T T T T T T T T T T T T 1 61

59 60 61 62 63 64 65 66 67 68 69 70 71 72 73
Age

The lines in Chart 1 show the level of NZS someone could receive for the rest of their
life depending on which age they first took NZS.

Other considerations

Working and receiving NZ5

Treasury:2637855v1

IN-CONFIDENCE 3
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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.

KiwiSaver treatment

Currently access to KiwiSaver is linked to eligibility for N
age of 65. Whether this would remain linked is an iss&

considered further.
%65. Flexiould not change
ceived&

International comparisons @ %
A wide range of OECD countrie@ similar g -“) lexi-Super. In these

countries it is possible for pg it pensions early at reduced
rates and defer at increa ple of other countries likeness to
Flexi-Super:

Table 1: Internationa@arisons

SuperGold card treatment

Currently, SuperGold card eligibility is at th
this regardless of the age at which some

[ I-Super
Country Ear ion K5 rd age Deferral and | notes
/)Q%EE 4 increased rates
Australia W %8 (males) Yes, for five The financial
3.5 (females) | years incentive for
? w increasing deferral is a lump
sum payment
% % that depends on
how long they
@ have deferred.
Canada Yegfrom 60 65 Yes, until 70
France 58, subject to 60 Yes
/Z/\\sg tain criteria
Greece Yes from 60 65 or after 37 years | Yes, until 68
((\\ of work
Germany ./ | Yes, from 63 65 increasing to 67 | Yes
Ireland No 65 No
Japan Yes, from 60 65 yes
Netherlands No 65 No It used to be
possible to
access benefits
early but was
abolished in
2005 to stimulate
labour market
participation  of

Treasury:2637855v1
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older workers.
Sweden Yes, from 61 65 Yes
United Kingdom No 65 but increasing Yes
USA Yes, from 62 66 but increasing Yes, until 70

Sources: OECD (2011), and van Vuuren, (2011)

4. Pros and Cons

A

Provides greater choice

Flexi-Super would give New Zealanders g fer' choice whén to_first take NZS.
Currently there is little choice when to first % , it is possi take it later but
g

there is no financial incentive to do so. Flexi=

are very diverse and a single age
people.

gives people the choice to continue
f they suffer an unexpected life change,

Zegfangdér varies between different groups of the population.
ife‘\expéctancy is shorter on average for some groups such as
sand longer on average for others such as women. NZS

[+i)]
e
c
w
e
-
o
=
b
=0
{
=
Q
=
3
Q.
=
9]
=
3
w0
—
jak}
=)
Q
[19]
o
c
>
(8
@
=
m
@
<.
1
93]
==
=]
@
-t
=
Qo
w
@

with low life expge

than previl y
Flexf—fll avoid a stigma associated with seeking benefits

Some people that have worked the majority of their life but can no longer work, due to
injury or old age, feel a stigma towards receiving non-NZS financial aid. 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)

Treasury:2637855v1 IN-CONFIDENCE 5
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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 debt if they have any, so when they finally retire,
they would have less debt.

Ability to defer NZS until 66-70 creates an incentiv,

labour force longer.

Giving people the option to defer their NZS to optainla_higher rate’cres

for people to work longer and thus stay in th labo ofce. Hayi :

labour force longer is beneficial as they pa

\ )

Ability to defer NZS to 66-70Treates ability to/Duy an-annuity
An annuity is a financi ;Q a.. a future income stream. In some

countries people ca
ealand to purchase annuities is very small
and for some peq| e cost of these financial products.

If capital mar
would be gagy t 2 or a later retirement or borrow against future

Cons:
IfNZS i too early there is potential for hardship
New Z has a low rate of old age poverty®. This is due to the level of NZS, which

is deliberately set at a rate to try to avoid poverty. If people were getting a lower NZS
payment than currently without additional income, the rate of old age poverty would
likely increase.

¢ (samorodov, 1999)

7 (Rodway, 2012)
8 (van Vuuren, 2011)
? 1.5% (OECD, 2012)

Treasury:2637855v1 IN-CONFIDENCE 6




Doc 4
Page 15 of 154 Released

IN-CONFIDENCE

Some people may not be rational when it comes to retirement planning'® and these
people may take NZS too early under the Flexi-Super proposal winding up in financial
hardship. Due to the nature of these individuals, they are usually the people who have
inadequate private retirement savings also."" This could mean that after a few years of
receiving NZS, their NZS payments are not enough to live off and they could require

further financial assistance from the Government. /\Z
The United States has faced an issue with increased upta social geelirity

from an early age. In 1962 17% of men retired first too curity
minimum age), over the years despite increased life ctancy this pr
to 54% by 2004.

1965

H62
M62-64
65+

This s%mm cou!ii Mniﬁcant issue if Flexi-Super was to be enacted.

Source: Dia

S

N

Potential neg impacts for the Crown

Achieving/1isc eutrality is difficult. The Flexi-Super policy would likely have the
following-impacts on the Crown:

@ sed uptake

Allowing people to access NZS early would increase the number of people
receiving NZS. As there would be more super annuitants at any one time the
total cost of NZS would be higher.

iil.  Higher level of additional financial assistance for the elderly

"% (The New Zealand Treasury, 2013)

1 (cutler, Liehman, & Smyth, 2006)

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

Treasury:2637855v1 IN-CONFIDENCE 7
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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 seek additional
assistance. Flexi-Super would enable couples of differ

t ages to retire at$he
same time. However, if the couple was to separate o f the mem ,
then they may not have enough to live on if they to a@e

This additional support would co -« 2
iii. Information asymmetry ®
People have more inform@nout ho

Government'®, Thosg peaple with life expe ies deviate from the average

could increase th otirement ifcome, by either first taking NZS early or
late' under Fle is is a pformation asymmetry which would

make the sys@ mor expensive.
iv. {ax-re e %
sotw rk and receive NZS their NZS payments are
ed asi4 me, This means, that if people work until 70 they are
%8 back in tax. Under Flexi-Super some of people
tikth 0 to receive their NZS. With 8% of all income tax in
@ rom those over 65' this could see tax revenues

This b offset to some degree by those that take NZS earlier and then
{ntedto work or those that continue to work much later than before for

In order To-achieve the principle of fiscal neutrality, the rates paid to those that choose
to take NZS early or to defer could be further adjusted to account for these costs. This
would mean that the rates for the 60 to 64 year olds would be further decreased. This
would increase the risk that those opting to take NZS might experience hardship. This

3 For example people know if they have been diagnosed health conditions or that their family tends to
live longer than the average.

1 (van Vuuren, 2011)

5 (Rodway, 2012)

Treasury:2637855v1 IN-CONFIDENCE 8
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could be mitigated by raising the age of first entitlement, for example, to 62 rather than
60. This would reduce the size of the adjustment that would need to be made.

Potential financial literacy concerns

informed judgement on their future retirement income. Theyé € concerns ut
the level of financial literacy in New Zealand and introduginy a-mofe compl
system may mean that more people could make choi '

out fully urde ng
the long-term consequences. There would need to b , Slear informatidmprovided
to the public to help them understand the implict S propofl%
t ~

Under Flexi-Super people’s decisions when to first take NZS |i uires them to e an
drg O

Even though there is not an official retifement age i d the age of eligibility
for NZS can act as a signal which individ i decision to retire.'
The effective retirement age in Veel and 65 (Chart 3). This

suggests that the NZS pay is 3 entive for a large proportion of the
population to retire aroun fie

Chart 3: Effective ret} es'’i and and other countries

T oy &

£

£

£ ~

: M =

Szn \Q/\/ /\/> Men

%
z

Average effe
L)}
(=]

L
u

T T T T T T T T
wm?s 1980 1985 1980 1995 2000 2005 2010

Source D 2010

Allowing first access to NZS at 60 under Flexi-Super could reduce the incentive for
people to continue to work later into their lives. As chart 2 shows the USA have
suffered a similar issue with a great proportion of those retired retiring early following
the introduction of a flexible pension age. From an earlier section we saw that having

%(The New Zealand Treasury, 2013)

17 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.

Treasury:2637855v1 IN-CONFIDENCE
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people in the workforce longer is beneficial for the economy as a whole as they pass
on knowledge and stop contributing to tax revenue'®. This could have a negative
impact on New Zealand through higher taxes of future generations and lower

productivity.

Flexi-Super would add complexity to a simple system

Flexi-Super would bring complexity to what is currently, %system' @
A,

i.  Different living arrangements &

The current structure of NZS is very simple; There is one age
there are standardised rates for different livi rrange s. NZS payments
differ for three living situations:

e Single, living alone %
e Single, sharing, and
e Couple (both qua% @
Under the Flexi-Super prop here §
i

kages between ACC payments and NZS are complex. People
a both ACC weekly compensation and NZS simultaneously.

a transition period, people aged 65 or over must elect to receive
ACC compensation or NZS.

r Flexi-Super this could require people take Flexi-Super early, reducing
their choice when to first receive NZS. This could be an issue as they might
experience hardship in the long-term.

iv.  Future changes to NZS are more difficult
A change to Flexi-Super would also change NZS from an entitlement to a

contractual arrangement. This is another element of complexity along with the
different rates of payment and ages and rates of first access to NZS. These

8 (Samorodov, 1999)
® There are 11 different ages each could retire, following t{n)=(n(n+1))/2.

Treasury:2637855v1 IN-CONFIDENCE 10
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complexities would make it more difficult to make future legislative changes
such as if a future government wanted to raise the age of entitlement to NZS to
reduce the cost of the entitlement. If there are demographic or other changes
that would require future changes to NZS this could be an issue.

Question one: Does the concept of more choice in the age tittement to reéeive
NZS appeal to you?

oS
Question two: Are you comfortable with risk of hlgh f hardship\ameng the
elderly in order to gain flexibility in the age of firs |tle tfor IE@\

Question three: Weighing up the pro:@ﬁenmu&\g@n@ Flexi-Super are

you in favour of having Flexi-Super?

S &
& &
Y

& &
5
&

Treasury:2637855v1 IN-CONFIDENCE 11
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FLEXI-SUPER DISCUSSION DOCUMENT OUTLINE

Joint foreword by Ministers

How to make a submission &
[insert section on how to submit] E@;
We will not treat any part of your submission as conﬁden you speci uest we

do so. Submissions will be subject to the Official In on Act 1982. ay make

submissions available on our website, may compile-a~summdry of the missions or draw
attention to individual submissions in internal or ext rts.

context for the Flexi-Super
sal, what it aims to achieve and
f the advantages and disadvantages
examples on how this could work for

jtion of the Confidence and Supply agreement
d Future. This discussion document aims to test
Following this consultation the Government will

1. Context:
Demographij nge and the provision of retirement income in New Zealand

Popul ing is a world-wide phenomenon. Increasing numbers of people will
become.gligible for New Zealand Superannuation (NZS) each year. Currently, around
14 percent of New Zealand residents are aged 65 and over (around 600,000 people).
By 2031, this will be around 21 per cent, and the number of superannuitants will
exceed 1 million.'

! (Statistics New Zealand, 2011)
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The proportion of the population aged over 65 in the labour force® is expected to
increase also as the population ages. It is expected that around 8 percent of the total
labour force will be aged 65 and over by 2021 (up from the current 4 per cent).’

Unlike many member countries of the OECD, New Zealand has policy settings that
encourage older people to choose to remain active in the workforce after they qualify

for NZS. As a result New Zealand’s participation rates of older workers com well
with its OECD counterparts.

Current superannuation policy in New Zealand @ @9

New Zealand's first publicly provided pension was@ced ove 1s ago in

1898, since then there have been a numberat ons. Thé.current form was

introduced in 1977 and is centred on New Zeal uperannuafioQn{NZS), a universal

ing for older New
e be a New Zealand citizen anent |
e have been residen %resent in Zoaland for not less than ten years
since the age of ich five years-qf<more must be since the age of 50
j New Z the date of application.

While receiving NZS-it i§ possible t
income, and suybjesiMo-ir
dquglified recipi

* be aged 65 years or older

ue to working. NZS is counted as taxable
who don't meet the eligibility criteria but who
Zealand Superannuation may receive this

ueto demographic changes and indexation to average wage. This is
population ageing but also an increase in life expectancy®. This
Id not stop this expected cost increase.

NZS is qualitatively different from other, working-age benefits, which are more
stringently targeted. NZS is also paid at a higher rate than social security benefits; as it

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

® (Statistics New Zealand, 2006)

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

> (OECD, 2012)

6 (The New Zealand Treasury, 2013)
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is intended replace income over the medium to longer term. Social security benefits are
indexed to price inflation whereas NZS is indexed to both prices and wages. This has
resulted in low levels of poverty among older New Zealand residents, with only 1.5 per
cent in poverty’. Bryan Perry’s 2012 household income report showed that poverty
rates for older New Zealand residents (65+) are lower than younger New Zealand

residents.
What is Flexi-Super? ®§ @9
As outlined in the previous section, those that are to NZS arei Io access

NZS from 65. It is possible to choose to take NZS-later but there_is.hg incéntive to do

2. Proposal:

What Flexi-Super aims to ach
Flexi-Super would enable aland re 0’ manage their retirement income
and lifestyle with more fl ity“than they.¢ ave by giving them greater choice
in when to first take N -Super to achieve this while being fiscally
neutral. % %

iving it at 65, for the rest of their lives. The earlier that
someone degi t take NZS, the lower the payment would be each year relative
to the rate uld have received if they decided to first collect NZS at age 65.
Conversely decide to take NZS after 65 they would receive a higher relative

rate®. @

There would be upper and lower ages that Flexi-Super would work from. Under this
proposal the ages of first access to NZS are between 60 and 70. As is currently the
case with the age of eligibility at 65, there would no incentive to delay receipt of NZS
beyond 70 (i.e. If someone decided to first receive NZS after 70 they would get the
same rates as someone that first received NZS at 70).

? (OECD, 2012)
® The absolute amount would still increase overtime as it is adjusted for inflation and wage increases.
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This means that someone could decide to first take Flexi-Super at 61 and they would
continue to get it at that relative rate for the rest of their life. Or if they chose to first take
NZS at 68 they would not receive any NZS until they were 68 then they would collect
NZS at that rate for the rest of their life.

Residency requirements

Flexi-Super does not plan to change the residency g
someone would still have to have lived in New Zealasid
aged 20 years, of which five years must have been &

Indexation of NZS

lute amount of
| and wages, but
NZS a a f 65 it would not

The mechanism for adjusting rates of NZS w
NZS payments would increase over time

@z@

change.

Flexi-Super payment struc e,@
the rates are adjusted yearly, by a

An illustrative example o

10 percent increase fo é%?r after B 1 6 percent decrease for each year

before 65. This mear%h person’ ait until 70 to first take NZS they could
per 35. If instead, they were to take NZS from 60

receive around 160 of the r
they would recei rcento ﬁ%@ he payment structure could then look like
this: %
Chart W Flexi-%up\ ent structure
>

3 5 v /‘7\
)

Q
o
=
a

<
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o

E o LN

g 120% e—

2 100%

9 RS 65

& 60%

g 64
40% 63
20% —

0% T T T T T T T T T T T T T T 1 61
59 60 61 62 63 64 65 66 67 68 69 70 71 72 73 60
Age

The lines in Chart 1 show the level of NZS someone could receive for the rest of their
life depending on which age they first took NZS.
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Currently a single person eligible for NZS is entitled to receive $357.42 per week (see
appendix one for further detail). Flowing through this illustrative example the amount
someone would receive if they first took NZS at age 61 would be $279.06 per week, or
$523.30 if they held off until age 69. The rate for couples that both qualify is currently
$549.88 between them. Under this example if they both first took NZS from 60 thsgy
would receive $403.56 in total a week and if they both held @age 70 th Id

receive $885.59. § 5 @
This is just an example and rate could be much diffew& @

Other considerations % @
Working and receiving NZS @
With flexi-super it would still be possib inue wo

at the age of 65'°. Flexi-Super would not change
omeone first received NZS.

eligible."A-sample of other countries likeness to Flexi-Super is set out below:

Table 1: International comparisons to Flexi-Super

Country Early option Standard age Deferral and | notes
increased rates
Australia No 65 (males) Yes, for five The financial
63.5 (females) | years incentive for
increasing deferral is a lump

? Subject to the length of the contribution to the scheme.
'® However a non-qualified spouse is eligible for a SuperGold card.
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sum payment
that depends on
how long they
have deferred.
Canada Yes from 60 65 Yes, until 70
France 56, subject to 60 Yes
certain criteria 5
Greece Yes from 60 65 or after 37 years z%&?il 68
of work @
Germany Yes, from 63 65 increasing to 62| Yes i B g
Ireland No 65 % X
Japan Yes, from 60 65 yes S X
Netherlands No 65 %B No It used to be
possible to
access benefits
@ @ early but was
4 % abolished in
s 2005 to stimulate
labour market
<b /&D participation  of
\ older workers.
Sweden Yes, from 61 65 NN | Yes
United Kingdom | No \Q) 65 but i c%é@\é Yes
/> [~
USA Yes, from62”/ | 66-bubingrpasing Yes, until 70

4. Pros and

Advantages:

@%

ntive to do so. It is not possible to take NZS earlier, though
aeh the age of 65 who are facing financial hardship may access
ougih the social security system. Flexi-Super would allow New Zealand

assistance

residents ake’NZS earlier at decreased rates or later at increased rates. New
Zealandar's:lifestyles are very diverse and a single age of initial eligibility may not be
practiome people.

Flexibility to adjust for unexpected changes in retirement wealth

Flexi-Super could give people greater flexibility in their retirement income. The flexibility
acts as a hedge against shocks'. It gives people the choice to continue working and
defer NZS and get a higher rate or take NZS early if they suffer an unexpected life
change, such as a partners death or marriage separation. This is also and option if
someone receives an unexpected financial windfall.

u (van Vuuren, 2011}
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Fairness for people with shorter life expectancies

Life expectancy in New Zealander varies between different groups of the population.
For example, average life expectancy is shorter on average for some groups such as

Maori and Pasifika and longer on average for others such as wWp aori
or Pasifika. NZS does not allow people to adjust for their own ,
Flexi-Super, those with low life expectancies would be - i d ke out

Some people that have worked the majori

@ e 4 social security

v d00 J 4

: dfinancial aid to access it
attached t0®

people fng forward more of their NZS
g option (6 b ‘g !rward more of their NZS while
ould be d aking NZS early and using the extra
i or other assets that would offer

%;iﬁty to "buy” an annuity

used to purchase a future income stream. In some
Y retirement savings to purchase annuities for their
arket in New Zealand to purchase annuities is very small
option due to the cost of these financial products.

—
7

(=]
@
=
=
o
=

)
Q
c
@
—
(@]

Ability to defer NZS until 66-70 creates an incentive for people to participate in the
labour force longer.

Giving people the option to defer their NZS to obtain a higher rate creates an incentive
for people to work longer and thus stay in the labour force. With projected skill and
labour shortages, older workers will play a vital role in contributing to New Zealand's
future productivity and economic competitiveness. Having people stay in the labour

2 However, there are roughly 34,000 60-64 year olds receiving a sacial security benefit.
¥ (van Vuuren, 2011)
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force longer is beneficial as they contribute to economic output by passing on
knowledge and skills and they also contribute more to tax revenue™. In 2012, people
aged over 65 paid 8 percent of all income tax in New Zealand'. While some people
might have chosen to keep working without this incentive, more people might be
convinced to work longer.

New Zealand has a low rate of old age po “this is du % evel of NZS, which
is effective at poverty prevention. A 20 \ pidly t ews showed that
ealan gbout the level of resources

iy : es §n to show that the level of
NZS is enough to sustain only a i ku\- ple were getting a lower NZS
payment than currently without-atditional inco herrate of old age poverty would
likely increase.

n it comes to planning for their longer

Some people find it n{@ d challe W
term interests, su ‘ r retirem ese people may take NZS too early under

¥ windin% ancial hardship. Due to the nature of these

aresually the who have inadequate private retirement
savings akso hig could mean that’after a few years of receiving NZS, their NZS

paymenigare i f after private savings has dried up and they could
requi i tance from the Government. The way that eligibility to
m assistance is calculated; those with a lower income
(those king and had taken NZS early) could be eligible for a higher
level of suppl ssistance

i g fiscal neutrality is difficult. The Flexi-Super policy would likely have the
followi \ﬁ’-‘ pacts on the Crown:

i. Increased uptake

Allowing people to access NZS to people aged between 60 and 65 who
currently do not receive NZS would increase the number of people receiving
NZS. As there would be more super annuitants the total cost of NZS would be

# {Samorodov, 1999)

> Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.
161 .59 (OECD, 2012)

7 (The New Zealand Treasury, 2013)

8 (Cutler, Liebman, & Smyth, 2006)
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higher. It is likely that many people aged between 60 and 64 who would
otherwise rely on a social security benefit would access NZS early if the
available rate of NZS exceeded the rate of social security benefit that was
payable.

ii.  Higher level of additional financial assistance for the elderly
As outlined earlier, some people would decide to recejve NZS early an n
realise that the level of payment is not high enough @'\ their livi S.
These people could seek further financial aid.

Adverse shocks may also have impact on pe at’seek additk@
assistance. Flexi-Super would enable co of different a o retire at the
same time. However, if the couple was te or one embers die,
then they may not have enough to i i y took at a reduced

In addition to financial aid sought-ift %nough for taking NZS

early, people that took it d.a ically qualify for certain
additional benefits from W @f'&.’ r, this may be offset to some
degree by people whe-wi ¢t after deciding to work a few
more additional yea ( NZS payment.

s

uper. There is a risk that when these rates are
ly take into this information asymmetry which leads to

.

al
T
i

%ﬁ» e expen

iv. nue

y‘push you into a higher marginal tax bracket.

Under Flexi-Super some of people could wait until they are 70 to receive their
NZS then stop working and receive their NZS when they are in a lower tax
bracket. With 8 percent 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.

0 (van Vuuren, 2011)

2 Treasury analysis of the Statistics New Zealand Household Economic Survey 2009/10.
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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 neutraljty,
the rates paid to those that choose to take NZS early or to uld be furt &

adjusted to account for these costs. This would mean that4fis for the o

year olds would be further decreased. This would incre i gto
take NZS might experience hardship. Or this could - igate i igher first
age of entitlement under Flexi-Super, for example Flexi-Sup Ik een 62
and 72. This would reduce the size of the adju ed~to-be made.
Potential financial literacy concerns

Under Flexi-Super people’s decisio squires them to make an
informed judgement on their futur . are some concerns about
the level of financial literacy in q.’.f g a more complex NZS
system may mean that more ke ok $ without fully understanding
the long-term consequences. € = good, clear information provided
to the public by the CF riderstand the implications of this proposal,

particularly the impar{% f %
Flexi-Super ma @fncenﬁ @k for 60-64 year olds

Even though the no compu etirement age in New Zealand the age of
eligibilit can act a al which individuals use to inform their decision to
retire.

The retir \_-/ % in New Zealand is between 67 and 65 (Chart 2). This
suggests that ﬂ% yment is enough of an incentive for a large proportion of the
i

population to nd 65 when they are first offered NZS.

Chart 2: ivefetirement ages in New Zealand and other countries

S

(The New Zealand Treasury, 2013)

23 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.
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75

70

GS\\ m%
=LY

; NN
55 ; ; . ; . L) - .
1970 1975 1980 1985 1990 @%a 20@0

Average effective age of retirement

Source OECD 2010

people in the workforce longer i
on knowledge and stop contributing

welfare gains people get frnﬁ@
until they are 70. %

Chart 3 shows the U
social security fr
security at age 57 ini

trend could develp
higher
e

er the years despite increased life expectancy
2004. If Flexi-Super was enacted a similar

Pe down of United stated retired males retirement age®.

2004

Mme2-64

Hest

Source: Diamond and Orszag (2004)

24 (samorodov, 1999)
% These numbers exclude people converting from disability benefits to retirement henefits at the full
benefit age. There have been similar trends for females.
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Flexi-Super would add complexity to a simple system

Flexi-Super would bring complexity to what is currently a simple system:

at the p% of
al resour atvare
other

and has

i. Interface with social security benefits
One of the principles of our social security legislafiof

m tries to pay NZS to former
yments of NZS to be made
D resided in another country. This

¢ aged 60 to 64 years who were eligible for or receiving
tion would have reduced choice when to first receive
be an issue as they might experience hardship in the long-

e Single, living alone
e Single, sharing, and
e Couple®™

Under the Flexi-Super proposal there would be multiple ages at which people
could first 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

Bltis possible to have a non-qualified spouse in a couple that receives NZS also.
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would have 66 different rates at which people could receive depending on their
relative ages people fist took NZS?.

Other countries manage with a more complex state pension.

v.  Future changes to NZS are more difficult

A change to Flexi-Super would also change N
contractual arrangement. This is another elem

QY A
Question one: Does the concept of ite in th %@%entiﬂement to receive
NZS appeal to you? % %

Question two: Are you com Ie wnth risk evels of hardship among the
elderly in order to gain fl the age itlement for NZS?

@

Question three; g up th \d’cons identified regarding Flexi-Super are
you in favour@% lexi- Su

@@ww

7 There are 11 different ages each could retire, following t{n)={n{n+1))/2.
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Appendix 1: The structure of NZS rates

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

NZS is governed by this Act, which set out the rates of payment and how these are
annually adjusted. The net weekly rates of NZS must be adjusted on 1 April each year,
in line with any annual percentage increase in the Consume ice Index (CP1) {for the
year ending the previous 31 December.

After this adjustment, the after-tax*® weekly amount of letoa
(where both qualify) must be at least 65 per cent e rage wa
cannot be greater than 72.5 per cent of the averdge wage after tax\ [{ is current
Government policy to ensure that the after-tax maryied couple rate~ig~maintained at a

level. A further adjustment, above the GF oril 2010, 1 April 2011, 1
April 2012 and 1 April 2013. Follo i ice g age adjustment, the single

e 60 per cent of the married o

e 65 per cent of the marfied eouple rate forsi ;
qualify for the Livi !: t’p‘

Table 6 outlines the
the tax code ‘M. Th
income. Recipient
income.

Table 6 Rates of New Zealand Superannuation and Veteran’s Pension from 1 April 2013
Z\W £,

\/ Net rate
Rat é@ bazod on Gross rate
&7 M tax code
N\

Married, civil W@ couple (both qualify) $549.88 $620.68

Single shar/i%mmodaﬁon $329.93 $377.05

Single {ﬁ(ﬁ\g\\e@e $357.42 $410.32

Married,sivikinion, or de facto couple (maximum payable to
a couple where a non-qualified partner is included) $522.62 $587.46

Source: Ministry of Social Development administrative data

28 After tax at the standard ‘M’ rate.
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