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INTRODUCTION 

In September 1997 New Zealand voters sent in their postal ballots to indicate to Parliament whether a proposed Compulsory Retirement Savings Scheme (CRSS) should become law. The outcome was a decisive rejection of the scheme by voters. Only 8.2% of votes cast were in favour of the scheme, while 91.8% were against it. This article summarises the background to the Referendum and the processes which took place leading up to the vote. 

In a broad sense a number of the issues underlying the Referendum are common to most contemporary developed countries. The population structure is changing. The prospect for the 21st century is for a growing proportion of older people as the large "baby boom" generation ages, while the traditional workforce age group shrinks because of the reduced birth numbers in the past two or three decades. The demographic ageing process is less advanced in New Zealand than in a number of other developed countries, but will impact heavily in the first part of the 21st century. 

This transition poses problems for the economy. For the public sector in particular, it raises the issue of how adequate provision is to be made for the growing numbers of the elderly, especially for pensions and health costs, without creating an excessive tax burden for the future workforce. The cost of the public pension system (New Zealand Superannuation) alone was projected to rise from around 5% of GDP in 1997-98 to over 10% by the year 2050. The Compulsory Retirement Savings Scheme offered one way of shifting part of the cost of future public pension provision onto current earners. 

THE NEW ZEALAND PUBLIC PENSION TRADITION 

New Zealand was one of the first modem states to set up a system of public pensions for the elderly. The first public pension dates back to 1898. This pension established the key features of almost all subsequent public pension policy in New Zealand. These were the use of general tax revenues rather than individual contributions to fund the scheme; the payment of flat rate pensions to the retired rather than earnings or contributions-related amounts; an essentially residential basis of entitlement; and a "pay as you go" rather than actuarial approach to funding. Also a feature of the 1898 scheme was something that has played a fluctuating role in New Zealand public pension policy, the use of income and assets tests. 

A detailed history of changes in New Zealand public pensions would be a long one. 

For our purposes two other dates are key, the years 1938 and 1977. 

In 1938 the Social Security Act established a two-tier pension system. The first tier consisted of a low-rate universal pension (Universal Superannuation), payable at age 65, without any income or assets test. The second tier consisted of an income- and asset-tested "Age Benefit" at a higher payment rate, payable from age 60. The scheme structure was designed to accommodate several economic, social and political realities. A workforce which then had a high proportion of manual workers contained some who were already worn and tired by age 60, and these were often the people with the most limited financial means. At the same time, others in the workforce were still fit and active in their 60s, and often had significant other income-producing assets. Concurrently, there was a strong local ground swell in favour of universal payments. The two-tier scheme was designed to accommodate most of these interests. Its subsequent history in a period of rising prosperity saw the gradual easing or removal of income and assets tests, a relative increase in the universal payment rate and, finally, the merging of the payment rates for the universal and income-tested components of the public pension system 

Between 1938 and 1997 New Zealand saw one brief attempt to introduce a contributory earnings- related superannuation scheme, the ill-fated "New Zealand Superannuation" scheme of 1975. It lasted only a few months before being abolished in 1976 by the new government of Robert Muldoon (later Sir Robert Muldoon). In its place, Muldoon introduced in 1977 what was then called the "National Superannuation" scheme, perhaps the most generous universal pension scheme ever introduced in any country in any era. A flat-rate taxable pension, which for a couple was equal to 80% of the average ordinary-time wage before tax, was payable from age 60. For a single person the rate was 48% of the average wage. The pension could be claimed whether retired or still working full-time, and had no income test. Only 10 years residence in the country was required for full entitlement. 

The fiscal and political problems flowing from this 1977 scheme were to plague New Zealand governments for the next two decades. It was described by one economist as being neither affordable from the existing tax base nor sustainable in the long term for demographic reasons. Its introduction also coincided with a prolonged period of economic difficulties for New Zealand, including the impact of two "oil shocks". Other fiscal and social priorities pressed hard on the budget process, and the period was also marked by a rapid escalation in the public debt. 

Rolling Back the 1977 Scheme 

Much of the public pension policy of the subsequent two decades can be seen as attempts by successive governments to back out of the 1977 scheme, or at least to alter its parameters to make it affordable for the current generation of taxpayers, while also trying to accommodate the expectations of the large group of superannuitants who had come to view the 1977 scheme as their financial birthright. The name also changed several times in the process, becoming Guaranteed Retirement Income, then National Superannuation again, and more recently (to the likely confusion of future historians) New Zealand Superannuation. It is instructive to list some of the major changes since the 1977 scheme came into being. 

Major Changes in Public Pensions Since 1977 

	1979 
	Pension/wage ratio shifted from gross pension equal to 80% of gross wages to net pension equal to 80% of net wages after tax. (This publicly opaque change reduced the real pension level by several percentage points). 



	1985 
	Taxation Surcharge introduced on the "other income"̃ of people receiving the public pension. 



	1990 
	Wage indexation replaced by the lower of wage and price indexation, subject to a pension/wage floor; 

	
	Single Living Alone rate introduced.



	1991 
	Pension indexation suspended for two years, with Consumer Price Indexation to prevail for future annual adjustments; 

	
	Taxation Surcharge Rate increased, and its effective floor lowered (with effect from 1/4/1992).



	1992 
	Pension Age raised to 61, with further phased increase to age 65 by year 2001 set in place. 



	1993 
	Accord agreement between the then main political parties in Parliament set longer-term Pension Wage Floor at 65% of net ordinary time wage, and a ceiling set at 72.5 % of this wage; Income-tested Transitional Retirement Benefit set up for group caught in the rapid phase-up of New Zealand Superannuation entitlement age. 



	1996 
	Surcharge parameters for 1997 eased. 



	1997 
	Surcharge abolition from 1998 legislated for. 


The current situation with New Zealand Superannuation is that from 1 April 1998 it is once again to be paid as a universal flat-rate entitlement without any income-based targeting or taxation surcharge. However, the pension / wage ratio has fallen from the original 80% for a couple to about 67% at present. The age of entitlement has already risen from 60 years to 63 years three months, and is rising by three months every six months towards the 65 year target. Numbers claiming New Zealand Superannuation in their own right dropped from 506,047 in June 1991 to 452,762 in the same month of 1997. The universal element of Sir Robert's scheme has resurfaced, but in the context of an overall trimming back of the scheme. As against a cost level of 7.4% of GDP in 1991-92, the cost ratio for 1997-98 is expected to be close to 5% of GDP, with the ratio further dipping to around 4.5% in 2002 before demographic factors begin to drive up cost levels once more. 

Staying on at Work 

Fiscal costs apart, the most substantial economic impact of the early 1990s superannuation policy changes was a dramatic rise in labour force participation rates by New Zealanders in their early 60s. The change reversed the trend towards earlier retirement which had been so marked in the previous 25 years. The figures which follow compare the labour force participation rates of New Zealanders in their early 60s in the 1991 and 1996 Censuses. In 1991 the eligibility age for New Zealand Superannuation was 60, while by March 1996 it had risen to 62 years and 3 months. 

Table 1   Proportion of Age Group who are Employed 

	Males
	March 1991 
	March 1996 
	Change 

	Age 60 
	46.4% 
	65.0% 
	+18.6% 

	Age 61 
	38.1% 
	58.5%
	 +20.3% 

	Age 62 
	33.0% 
	47.6% 
	+14.8% 

	Age 63 
	29.5% 
	37.1% 
	+7.5% 

	Age 64 
	25.7% 
	33.0% 
	+ 7.3% 

	Females 
	
	
	

	Age 60 
	23.0%
	38.5%
	+15.4%

	Age 61 
	19.2% 
	33.3% 
	+14.1 % 

	Age 62 
	15.1% 
	26.6% 
	+11.5% 

	Age 63 
	12.7% 
	20.8% 
	+ 8.1% 

	Age 64 
	10.6% 
	17.3% 
	+ 6.7% 


  Source 1997 Retirement Income Report, p.28 (Based on 1996 Census) 

The Todd Task Force 

Following the rapid public superannuation policy changes of the early 1990s, (and the earlier abolition of all taxation concessions for private superannuation) the Government set up a special group (the Task Force on Private Provision for Retirement, chaired by Jeff Todd) to look at improved private provision for retirement. The Task Force first reported in August 1992. It examined three basic options for the interface between public and private provision of retirement income: 

1. The reintroduction of tax concessions to stimulate private retirement income provision. 

2. The introduction of compulsory contributory superannuation. 

3. Continued public provision of a tax-funded public pension, with voluntary retirement income provision on top of this, but without tax concessions. 

The Todd Task Force came out in favour of the third option, usually referred to as the voluntary savings option. To make the public pension (New Zealand Superannuation) more affordable for an ageing population, it also proposed other changes, including a gradual lowering of the pension/wage ratio, an endorsement of the higher retiring age target, and income testing on the pension. In broad terms, this amounted to a general endorsement of the main directions of what was then government policy. Tax concessions were rejected, as was a compulsory scheme. However, the Todd Task Force did develop a contingency model for a possible compulsory scheme, and this was to have a significant influence on the later Compulsory Retirement Savings Scheme project in tandem with proposals from the New Zealand First manifesto. 

The Multi-Party Accord 

A more immediate consequence of the Todd Task Force proposals, and the desire for a more stable public pension policy, was the development of an agreement or Accord on Retirement Income Policies between the main parties then represented in Parliament. The 1993 multi-party Accord drew heavily on the Todd Task Force proposals, with some additional elements also being included in the Agreement. These included the setting up of the Transitional Retirement Benefit for the groups most immediately affected by the increased entitlement age for New Zealand Superannuation. The Accord established the Office of the Retirement Commissioner, whose tasks included publicising the need for increased private retirement savings. The Accord had also provided for a Periodic Report Group to provide a report in 1997 on how well the "voluntary option" was proceeding. This report was also to intersect with the CRSS Referendum campaign. 

THE COALITION AGREEMENT 

In 1996 New Zealand elected a new Parliament under a new proportional representation voting system, usually referred to as MMP (for "mixed member proportional"). After the elections it was necessary to form a coalition government, since no party now had anything approaching a majority of seats in Parliament. Negotiations in late 1996 resulted in a coalition between the National and New Zealand First parties. Part of the Coalition Agreement between the parties was an arrangement to begin immediately the design work for a "compulsory savings" or "compulsory superannuation" scheme. The scheme was to be the subject of a referendum. If passed by voters, the scheme was to be implemented by July 1998. Previously scheduled income tax cuts, intended for 1997, were to be delayed until 1998 in order to facilitate the introduction of a contributory savings superannuation scheme.

Some elements of the scheme were laid down in the Coalition Agreement. These included a scale of contributions rising from 3% of income in 1997/98 to 8% by 2002/2003; and "an equitable programme of tax cuts to broadly match the increase in compulsory superannuation contribution rates". Other design elements were not specified, but design work was to be done "drawing on the superannuation policy announced by New Zealand First and the principles outlined by the Todd Task Force on Private Provision for Retirement." The Coalition Agreement also provided that all aspects relating to the design of the compulsory scheme must be mutually agreed by the Coalition partners, but allowed individual MPs in the Coalition Caucuses the right to argue in public for or against the scheme prior to the Referendum. 

The Coalition Agreement dates meant a very tight timetable for designing the compulsory savings scheme which was to be put to the public in a referendum. Accordingly, setting up a design team was one of the early items on the Coalition Government workplan. 

The Design Team 

The Design Team was established in January 1997, with a final reporting date for early July 1997. Its core group, led by Kevin Cosgriff, consisted of officials from Treasury, the Department of Social Welfare, Inland Revenue and the Department of Prime Minister and Cabinet. The wider consultation group included officials from a number of other Government-Departments, particularly the Ministry of Commerce, the Ministry of Justice, the Ministry of Women's Affairs and the Ministry of Māori Development (Te Puni Kokiri). Consultation also took place with a number of experts in the private sector (notably the superannuation and insurance industries), actuaries, and some key sector groups. However, while public submissions were called for and received, the limited time scale ruled out the option of any wider-ranging interactive public consultation. 

The Design Team had to wrestle with some key design issues in the short period allocated for this stage of the work. The New Zealand First and Todd Task Force options were different in focus. The New Zealand First Manifesto proposals stressed raising the national savings rate to finance higher domestic investment, and improving the level of retirement income for future retirees. The Todd option involved replacing much of the public provision of pensions with competing private sector superannuation funds. In addition, to meet Cabinet requirements, the scheme design had to produce an egalitarian pension outcome in a contributory system, but also give some returns to the estates of those who died early. 

Reporting on each stage of the Design Team work went in the first instance to a small group of Ministers (the Treasurer the Hon. Winston Peters, the Minister of Finance the Right Hon. Bill Birch, and Associate Treasurer the Hon. Tuariki John Delamare.) The reports then went on to the Cabinet Committee on Strategy and Priorities, with final approval of design features by the full Cabinet. 

The Design Team met the timetable set down, which by this stage also included a firm date for the Referendum in September 1997. However, some details of the scheme were still to be finalised when the White Paper "You and Your Retirement Savings" was issued in early July 1997. 

The CRSS Proposals 

The CRSS proposals developed by the Design Team, and approved by Cabinet from the several options put forward, were built around the model of funded individual savings accounts backed by investments operated by competing private sector Superannuation Savings Funds. However, the CRSS model had a number of features which sharply distinguished it from other models of fully funded contributory superannuation (Table 2). In particular, the CRSS provided for flat rate egalitarian pensions or "annuities" at age 65. This objective was integrated into a model of fully funded annuities by the Government providing capital "top-ups" to people who had been unable to reach the required CRSS savings target. 

Table 2   Key Features of the CRSS Model 

	1. Compulsory contributions from taxable income (including Social Welfare Benefits) above $5000 a year ($96 a week), with contribution rates phasing up from 3% of income in 1998/99 to 8% in 2002/03. People aged 60 or more on 31 March 1998 would be exempt, but for most people the 1998 contributions would somewhat exceed the tax cuts scheduled for the same date. 

	2. Age-related CRSS savings targets set for the long transition period. These would be highest for people currently under 25 (up to $120,000 in 1997 dollars) and lowest for people close to retirement pension age. Those aged 60 or above on 31 March 1998 would not have to contribute. 

	3. Inland Revenue would collect contributions in most cases, and pay the amounts into the CRSS Fund or Funds designated by the contributor. 

	4. The Registered CRSS Funds would compete with each other for clients, with contributors having the right to switch balances between Funds, subject to specified notice periods. However, the compulsory savings element could not be withdrawn before age 65, and then only to buy an annuity. 

	5. Any taxes due would be paid by the Funds, but earnings credited to individual CRSS accounts would be tax free. CRSS account balances would also be protected from creditors, though they formed Matrimonial Property in the case of a divorce before age 65. 

	6. At age 65 the accumulated account balance would be used to buy a standard annuity. If the balance was insufficient, the Government would provide a capital top-up. If there was a surplus, it would belong to the contributor. Any surplus above 110% of the target could be withdrawn at any age. Because annuities cost more for women due to their longer life expectancy, all women were to receive a special capital top-up. 

	7. The standard annuity was to be set at a level similar to New Zealand Superannuation for a married person at age 65, i.e. 33% of net wages. However, in subsequent years 

	8. The annuity was to be adjusted by consumer prices, not wages. Single people were to receive additional payments from DSW at a level similar to the current payment rate differentials in the current New Zealand Superannuation structure. Inflation costs above 3% p.a. were to be funded by the Government. 

	9. Neither Savings Funds nor Annuity Companies were to be government guaranteed. However, if a Savings Fund failed, the Government would guarantee the top-up needed at age 65. If an Annuity Company failed, the Government would guarantee that the person affected would receive the income equivalent of their standard annuity. 

	10. If a person died before 65, all their accumulated CRSS savings would go to their estate. Otherwise, the annuity was to be payable for life, subject to a 10-year minimum payment. If a person died between 65 and 75, the balance of the 10-year payment would go in a lump sum to the estate. Any proportionate share funded by a Government top-up would go back to the Government. 

	11. Existing private superannuation funds could be converted to a CRSS basis, provided the CRSS conditions were complied with. However, the consent of contributors would be required to transfer any existing rights or assets.

	12. A long transition between the years 2003 and 2038 during which the mix of residual New Zealand Superannuation and CRSS annuities gradually shifted in favour of the latter for people turning 65 as CRSS savings levels built up.


THE INDEPENDENT REFERENDUM PANEL

Cabinet decided that the form of the Referendum on the CRSS would be a postal ballot held between September 5 and September 26. It also agreed to set up an Independent Referendum Panel to provide the voting public with impartial information on the CRSS proposals. The specifics of the referendum were approved by Parliament in the Compulsory Retirement Savings Scheme Referendum Act 1997. 

The appointed panel was chaired by Sir John Robertson, who had also chaired two previous referendum information campaigns. Other panel members were Leith Comer, Vivien Sutherland Bridgewater, and Jenny Gibbs. The author acted as Technical Advisor to the panel. The panel was provided with a budget of $5.5 million for publicity purposes. Its terms of reference included the key requirement to supply voters with factual material to enable them to decide whether to support the scheme or not; but also not to outline arguments for or against the proposed Retirement Savings Scheme. This meant that the panel communication strategy had to be an even-handed presentation of information, with the panel itself standing outside the public debate.

The Information Campaign

The panel adopted a multi-media strategy for getting information out to the voting public in the July-September period, with Saatchi and Saatchi and Network Communications holding the main information contracts. Research on public knowledge of the CRSS proposals was used to shape the information priorities as the campaign built up. Most of the publicity was concentrated in the period after July 28, when the first panel brochure to households was distributed. (The Government had put out its own brochure with a summary of the White Paper prior to this). The panel's publicity took the following forms: 

1. Brochures and information leaflets. An initial scheme summary was distributed to all households at the end of July. A further separate summary was distributed to registered voters along with the voting papers in September. In addition a series of pamphlets for non-English speakers was prepared, and made available to target groups or on request with texts in Māori, Mandarin Chinese, Samoan, Tongan, Cook Islands Māori, and Niuean. Other special interest pamphlets covered women, superannuitants, students, self-employed, low-income earners and beneficiaries, and existing schemes. 

2. A free telephone call-in service was established. Most of the call-in information requirements were covered by the dispatch of the specialist brochures. By 15 September 44,644 calls had been received. 

3. An Information Centre was used to provide written answers to the more technically complex questions. By 2 September this had received 1,014 requests, including 709 calls referred from the telephone operators. 

4. An internet web site was set up for computer access to information. The amount of use of this site turned out to be one of the surprises of the campaign. By 2 September 80,740 hits on the site were recorded. 

5. The most visible presence was the "Referendum TV" campaign, hosted by Joanna Paul. This focused on the "Ten Key Questions" identified by the panel, using panel members and the Technical Expert to answer questions. Five hundred videos were made available to interested groups. 

6. A variety of radio stations were also used to get information out, either with prepared copy or in talkback format.

7. Print media advertisements included a fuller version of the items covered in television and radio spots. In addition, a "Letters to the Editor" answering system was set up with a number of newspapers. 

8. Talks and presentations were given to a range of national and regional groupings, including six Māori hui, and two Pacific Island fono, and addresses to Chambers of Commerce, employers, the National Council of Women, New Zealand Māori Council, Rotary, and a variety of other groups. 

The Research Feedback

By the time the information campaign peaked, the commissioned research showed that almost all voters were aware of the Referendum, with majorities claiming on most topic areas adequate knowledge to exercise a vote. In Table Three, "Wave 4" refers to the situation revealed by the Colmar Brunton Research Survey at the beginning of the voting period in September 1997. The answers to the question personally affected by the scheme" exclude people aged 60 years or older, and those with incomes under $5000. 

Table 3 Public Awareness Survey Findings (Per Cent Aware) 

	Topic Area 
	Benchmark
	Wave 1
	Wave 2
	Wave 3
	Wave 4

	Awareness of referendum 
	83%
	92%
	96%
	97%
	98%

	Aware of advertising brochure 
	23%
	55%
	93%
	95%
	95%

	Perceived (moderate) knowledge of scheme 
	37%
	51%
	64%
	69%
	80%

	Know enough to make an informed choice 
	34%
	45%
	60%
	68%
	83%

	Personally affected by scheme 
	59%
	71 %
	81 %
	82%
	87%

	Knowledge of 3% required to pay in first year 
	3%
	31%
	47%
	50%
	65%

	Knowledge of planned tax cuts 
	34%
	59%
	66%
	62%
	76%

	Knowledge of private sector as fund manager 
	15%
	47%
	49%
	64%
	77%

	Knowledge of annuity retirement income 
	n.a.
	74%
	78%
	84%
	86%

	Knowledge of government "top-up" 
	40%
	67%
	71%
	86%
	91%

	Knowledge of equal fortnightly income

for men and women
	39%
	48%
	62%
	61 %
	63%


The pattern of public knowledge revealed was that of an increasingly well-informed electorate, though with some fluctuations in awareness of specific issues as the topic-by-topic publicity focus shifted to other aspects of the scheme. 

The Public Debate 

During this period a vigorous public debate on the scheme was under way, with MPs and representatives of major interest groups playing a very prominent role. Public opponents of the scheme included several Cabinet Ministers from the National Party. 

Some less traditional allies joined forces in opposing the scheme. For example, both the Combined Trade Unions and the Business Round Table publicly opposed the scheme. 

At the end of July, just after the panel had distributed its first brochure, the interim Periodic Report on Retirement Income Policies was released. (The group charged with overseeing the preparation of this report consisted of Jeff Todd, Retirement Commissioner Colin Blair, and Auckland University economist Susan St. John). The interim report suggested that there was sufficient flexibility in the existing tax-funded pension system to adjust to the expected changes of the next 50 years, though the abolition of the surcharge was "regretted." The new Todd Committee report clearly questioned the basic premise of the CRSS, i.e. that a compulsory contributory superannuation scheme was necessary for economic and demographic reasons. Instead, it proposed a gradual and lagged adjustment of the parameters of the existing New Zealand Superannuation Scheme by further raising the entitlement age, lowering pension / wage ratios, and reintroducing targeting, together with some taxation increases. 

Apart from the carefully neutral information provide by the panel, most of the public debate which took place in this period was hostile to the scheme. As the debate proceeded, the Colonial/AC Nielson McNair Survey showed a progressive shift of public opinion against the scheme, illustrated in Table 4. 

Table 4   Voting Intentions in the Referendum (Percentage of Voters) 

	
	May 
	June
	August 
	September

	For 
	30% 
	24% 
	14% 
	12% 

	Against 
	59% 
	63% 
	75% 
	78% 

	Don't Know 
	11% 
	13% 
	11% 
	10% 


The Referendum Results 

As indicated earlier, the final outcome was a decisive rejection of the scheme by voters, with 91.8% of votes being against the scheme. A total of 80.3% of the electorate voted, an extremely high turnout for a referendum which was not part of a general election. 

The very small size of the "Yes" vote indicates that the trend in voter opinion against the scheme, which was evident in successive polls, continued into the voting period, and that many voters who were earlier inclined to vote "Yes" switched sides in the actual ballot. 

CONCLUSION 

The rejection of the Compulsory Retirement Savings Scheme by voters means that, for the time being at least, compulsory contributory superannuation is off the New Zealand policy agenda. 

Whether a different scheme, or a different and more extended public consultation process, might have produced a significantly different voting outcome is not for the author to say. Irrespective of their merits, any compulsory scheme proposals would seem to have an uphill battle against the century-old New Zealand tradition of taxpayer-funded "pay as you go" public pensions. 

For the immediate future, the focus of public pension policy in New Zealand is likely to shift back to the issue of how the tax-funded public pension is to accommodate changing demographic and fiscal realities. 
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