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introduction

Retirement income provisions in Australia and New Zealand have been, and in many ways still are, similar to each other. However, this is deceptive. Within that similarity they are far from being the same, and are taking diverging paths.

This paper briefly considers the similarities and differences in:

a) the government-provided pension (Age Pension in Australia, and New Zealand Superannuation); and

b) private superannuation provisions.

In the past, in both countries, the government-provided pension has been the more important source of retirement income. Currently Australia is making a deliberate and determined effort to move the emphasis from Government provision to private provision, and explicitly aims to make more people independent of the Age Pension. New Zealand, by contrast, is being much more cautious. Some final comments are made on the reasons for these diverging policies, and the prospects for the future.

government-provided pensions

The Australian Age Pension and New Zealand Superannuation are similar in many respects. In both countries a person who has been resident for ten years qualifies for a pension. The age of eligibility is being moved to 65 years for both women and men. Pensions are entirely tax-funded, and are paid at flat rates according to marital status. Base rates are much the same in value, being intended to provide a modest but adequate standard of living.

The major differences relate to the means testing of pensions. In a number of ways it is more severe in Australia than in New Zealand.

Assets Testing

New Zealand does not have an assets test. In Australia there is an assets test which comes into play if it leads to a greater reduction in pension than the income test. It applies to assets (excluding the family home) above medium-high amounts – A$163,500 for a home-owning couple. Assets over the threshold reduce the pension by $1.50 per week for every $1000.

"The [Australian] assets test excludes a considerable although unknown number of retirees from receiving the age pension" (DSS 1994:76). Thus we cannot properly assess the impact of the test. It is known that, among age pensioners, about 67% receive full pension, about 30% have their pension reduced because of their income, and only 3% have their pension reduced under the assets test. However, the number with pensions reduced under the assets test is rising quite rapidly. It is believed that the number totally excluded by the assets test is also growing and may become quite significant in the future.

Income Test

In Australia the income test (or "pension taper") is operated by the Department of Social Security. Non-pension income above a free zone of $45 a week for singles ($78 for couples) is assessed (jointly for couples) and the pension payment reduced by 50% of the assessed income. Income is defined as including the (even unrealised) capital gain on shares and managed investments; a sophisticated computer system automatically calculates the value each quarter and adjusts pension accordingly.

In New Zealand the income test is administered through the taxation system. A "taxation surcharge" of 25% is levied on other income
 above a somewhat larger free zone - $80 a week for singles ($60 a week each for couples). In general tax definitions of income are used; thus capital gain is not taken into account. Probably more significantly, income (even for a couple) is assessed on an individual basis rather than jointly. This has particular significance for married women who receive a pension unaffected by their husband's typically higher income.

In addition to the differences in definition of income and unit of assessment, there are considerable differences in the effective marginal tax rates (EMTRs)
 resulting from the New Zealand "ordinary income tax plus surcharge" system and the Australian "income tax plus pension taper".

· In Australia there is an initial completely "free zone" for non-pension income where neither tax nor pension abatement operate. An Australian single pensioner retains all of the first $45 a week ($2,340 a year) of other income. In New Zealand ordinary tax (initially at 28%) is levied on any taxable other income from the first dollar.

· Once the income test begins to operate, Australian EMTRs are high – for a single person initially 50%, soon rising to 66%, and 76% over the band $126 - $163 a week. These rates are much higher than in New Zealand, where tax and surcharge combined never exceed 58%.

· Because of these high EMTRs, an Australian's pension is fully abated much earlier than a New Zealander's – at A$360 a week ($18,720 a year) for a single person compared to NZ$707 a week ($36,790 a year) for a single person living alone.

Overall the Australian income test is much more severe than that of New Zealand. It aims to give maximum protection to those with few resources (thus the free zone), but quickly removes pension entitlement from those with other income. Moreover, it takes into account the income of both spouses and also any unrealised capital gain from investments. New Zealand allows people with quite high amounts of other income to receive at least some New Zealand Superannuation. New Zealand has chosen to put more tax money into the government-provided pension. Australia has chosen to put more tax money into subsidising private superannuation.

private superannuation

Until fairly recently both Australia and New Zealand had very similar private superannuation provisions. Private superannuation was generally felt to deserve encouragement, so (as in most OECD countries) there were tax concessions both on contributions to superannuation schemes, and on investment income within the schemes; the resulting superannuation pensions were treated as income for both tax and social security purposes. Nevertheless, private superannuation was relatively under-developed and generally limited to a few occupational classes. In recent years, however, the two countries have taken widely differing approaches.

Australia has made superannuation compulsory for all earners, with contributions initially from employers, to be followed by contributions from employees as well. These are still fairly low, but are scheduled to rise in the future. Tax and social security treatment of superannuation pensions remains broadly as it was before. Behind this approach is the desire to increase both individual and national savings, and to lessen the pressure which will come on the Age Pension system with the demographic shift in twenty years or so.

In doing this Australia is moving towards the position recommended by such institutions as the World Bank (1994) which sees three "pillars" for retirement income provision:

1. social insurance based on government-mandated contributions made over a working lifetime;

2. social assistance to meet need (i.e. means-tested provisions);

3. voluntary savings.

The compulsory superannuation contributions establish the first pillar which had previously been lacking. However, it is possible to ask questions about whether the establishment of an "orthodox" framework is actually going to deliver what people need. While amounts which seem large are accumulating in superannuation funds, they are still far from enough to provide adequate retirement incomes without supplement from the Age Pension. The present contribution rate (3%, to increase to 6% in 1997) is ambitiously planned to rise to 15% by 2002.

Further, the subsidies provided to superannuation savings through tax concessions are very large. These concessions are particularly valuable to the well-off, who have the ability to make the largest savings – and also have least need of government assistance.

In contrast, New Zealand has departed decisively from the usual treatment accorded to private pension savings. From 1990 superannuation investments have been treated exactly the same as investments in a bank, and do not receive any special encouragement. Now there are no tax concessions on contributions to a fund; no concessionary tax rate on investment in the fund; but no ordinary income tax on the pension as it is paid out. Full tax is paid on interest, but the capital can be withdrawn tax-free.

Although these pensions are free of ordinary income tax, half is counted for surcharge purposes. This is not a concession, but recognises that about half the pension represents interest (which as income would be taxed) and half represents draw-down of capital (which would not be taxed).

In 1991 the New Zealand Government set up an independent Task Force on Private Provision for Retirement
 with the general aim of reducing, over time, the percentage of older people who require the government-provided pension. Full and careful consideration was given to the "orthodox" prescription favoured by most countries and the World Bank. Full and detailed "model options" were formulated (Task Force on Provision for Retirement 1992a), both for reintroducing tax incentives for superannuation, and for introducing a compulsory savings scheme. However, when the detailed design work was completed and the effects worked out, the Task Force was not persuaded by either proposal.

Tax concessions were found to be even more costly to the Government than the rising cost of New Zealand Superannuation, and would mostly benefit those who could afford to save anyway. Compulsory contributions for future pensions would have to be in addition to present tax levied to pay current pensions; at the level required the contributions would be extremely unpopular and would seriously depress the economy. For low-income people the reduction in their income over their working life might not be compensated for by the increased income in their retirement; and many people would be forced to save at the time least preferred.

The recommendation (Task Force on Provision for Retirement 1992b) of the Task Force was to maintain both the current parameters for government-provided pensions, and the basic provisions in regard to private superannuation. A Retirement Commissioner was to be appointed to monitor the developing situation and to improve the regulatory framework for private savings. A chink was left open for further consideration of a compulsory contribution scheme in 1997.

This approach was accepted by the three main political parties in an "Accord on Retirement Income Policies" signed in August 1993 and legislated the following month. At least for the present, New Zealand has decided against the World Bank prescription.

reasons

It is interesting to speculate on possible reasons for the differences in retirement policy between two countries which are otherwise similar in so many respects.

In large part the reasons are historical and political, as different governments made decisions they felt appropriate in the conditions of the time. New Zealand removed its assets test in 1946 and to reintroduce it now would go against a long history. In contrast, Australia had an assets test until 1982 and reintroduced it after a break of only three years. Again, from 1940 to 1985 New Zealand had a universal pension paid to everyone of qualifying age regardless of income or assets. Until 1977 it was an optional alternative at a lower rate than the income-tested pension, and then the rate was raised and the income-tested pension discontinued. From 1985 the taxation surcharge effectively reintroduced income testing, but the legacy of 1977-85 is still strong in the minds of New Zealanders. It influences both the rate at which the surcharge is levied (lower than in Australia) and the fact that it is levied on individual (not joint) income.

It is relevant that the introduction of the compulsory superannuation scheme in Australia was part of a political effort to restrain wage rises. The unions agreed to forego a wage rise in return for employers making contributions on behalf of workers. In New Zealand the Task Force worked with a degree of independence of the political process and the wage rise element was not part of the debate.

Another factor may be the perception – and possibly the reality – that older Australians tend to be more wealthy than older New Zealanders. If it is felt that a significant percentage are already independent of the Age Pension, Australians are more likely to accept policies aimed at increasing that percentage. In that context it is understandable that Australia keeps the assets test, retains a fairly severe (joint) income test, and treats capital gains on shares and managed investments as income. Along with the compulsory contributions for superannuation, these measures signal that all those who can, should seek to be independent in retirement.

In New Zealand, on the other hand, policies reflect the perception that there are not many very wealthy people. It is felt that comparatively few would be affected by adding an assets test to the income test. Even though private provision may increase, New Zealand Superannuation is expected to remain the main source of income for most retired people.

Behind all these factors may be judgments about the national resources of the two countries: can they cope with the "double burden" of moving from a system in which one generation takes responsibility for the retirement incomes of the next, to one in which each generation is responsible for itself? In Australia the current earning generation is being asked both to contribute heavily to the pensions of the retired, and also to put aside enough for themselves. New Zealand has not had this degree of confidence. It accepts that the options available are shaped by the history, and believes it would be very costly and ultimately counter-productive to try to graft a compulsory contribution scheme on to the current reasonably generous and satisfactory income-tested scheme.

prospects

It is interesting to speculate on the risks entailed by the different paths being taken, and possible future developments.

One of the factors will be the fiscal cost of the schemes. The Australian path seeks to reduce the cost of Government-provided pensions. However, the Government is still incurring very considerable costs in other ways. The high cost of the transition has already been noted, and the question remains as to whether the rates of compulsory contributions will in fact go up as planned. More importantly, the subsidies provided to superannuation savings through tax concessions are very large and will remain so.

There are already calls from some quarters – including a proposal from the Australian Institute of Actuaries, and another being assessed at length by a Senate Committee – to abolish the subsidies and move to something like the New Zealand scheme – often (inaccurately) called a universal pension. Fiscal pressures may result in the projected rises in contributions not proceeding on the present schedule; and there is no guarantee that the present tax-favoured treatment of private superannuation will continue indefinitely. There is a significant risk that the Australian path will not in fact deliver the hoped-for benefits.

New Zealand has not committed itself to the costs of setting up a parallel compulsory tax-favoured scheme. Instead it has chosen to ride out the pressures from the retirement of the baby-boom generation. Modelling undertaken by the Task Force (1992a:24-25, 1992b:38) suggested that, provided certain macro-economic goals were achieved and government spending was kept under control, the fiscal cost should be sustainable. In the two-and-a-half years since the Task Force reported, the trend on these fronts is encouraging. Nevertheless there will be extra calls on taxpayers in the future. When this happens there may well come pressures, perhaps to reduce entitlements, perhaps to increase the severity of the means testing on Government-provided pensions by introducing an assets test, or by applying the income test to the joint (rather than the individual) incomes of retirees.

An equally important and related factor is the political environment of the next few years. The present Australian system was introduced by a Labour Government which now has a stake in the success of the policy. In fact the system is also broadly in tune with the policy of coalition parties which was to emphasise private responsibility. With this broad spectrum support it is unlikely that the whole policy will be reversed – though it may be adapted in significant ways.

In New Zealand the current policy now has the explicit support of the three main political parties. Even though there is to be another review in 1997, the difficulties of introducing a compulsory contribution scheme identified in 1992 will still be substantial. Further, New Zealand has committed itself to a Mixed Member Proportional system of parliamentary representation from 1996. Under this new system significant changes to superannuation policy are probably less likely (see Boston 1994: 2-17, in particular, p.12).

In both countries the major question is: will the policies deliver adequate retirement incomes to the retiree of the future? The New Zealand solution is directly dependent on continuing government commitment. Pension rates could (with changes to some sections of the current legislation) be lowered at any time; and there is some scepticism in the community about whether in 50 years time there will be anything like the current level of government-provided retirement income support. However, in Australia the situation is not so different. Even though the provisions there aim to make retirees independent of government support, the success of the scheme will depend on firm, continuing, and costly government commitment.
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� The author recently completed a five month exchange in the Strategic Development Division of the Australian Department of Social Security.


� More correctly, "surchargeable income"; some items of other income – for example, private superannuation – have different treatment.


� The effective marginal tax rate indicates the amount by which each extra dollar of income is reduced by the operation of tax and / or benefit abatement measures. Thus in Australia a tax rate of 16% can combine with a pension taper of 50% to give an EMTR of 66% over a particular range of income.


� David Simmers represented the Social Policy Agency on the Task Force on Private Provision for Retirement.





