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introduction

The aim of this paper is, firstly, to explore intergenerational issues related to inheritance and the transference of property from the owners to their heirs. The context is New Zealand Pākehā urban society, with reference also to countries with which New Zealand compares itself. Secondly, it examines the significance of housing wealth and inheritance for social policy. Governments may require the mobilisation of assets (defined as their use to provide a flow of income) to pay for long-term care and possibly to supplement income in retirement. With pressures from an ageing population this policy approach may come more to the fore in future. Thus it is important to consider its implications, especially with respect to intergenerational equity.

the economic and social significance of inheritance

Patterns of inheritance vary between cultures and over time. Sociological studies look at inheritance in the context of stratification and the perpetuation of inequality, and have tended not to consider whether wealth could or should be depleted by the holders rather than being passed on. However it is a widespread expectation in societies like New Zealand that property will be transferred from an older generation to a younger, usually after death. Inheritance serves several social and economic purposes at the family level;

· It formalises and symbolises family "lines";

· It keeps significant or important property within a family, e.g. land, furniture, jewellery, and art works;

· It is the final act of parents "providing" for their children; and

· It gives younger people assets to enhance their own lifestyles.

Inheritance also has wider implications for society. It is a means of transmitting wealth, and thus perpetuating social and economic inequality from generation to generation. Sociologists and economists, concerned to reduce such inequalities, have thus suggested the taxation of inheritance (Chester 1978). Governments have, indeed, seen this as consistent with the general aims of taxation – the raising of revenue and the redistribution of financial resources. Hence estate duties and wealth taxes are an important way in which social policy impinges upon inheritance. This aspect is not, however, covered in this paper.
 Its focus is rather the mobilisation of assets by the owners during their lifetimes, rather than the preservation of the assets for bequest to succeeding generations.

the ACCUMULATION of wealth and its uses

Models of wealth accumulation by age suggest that wealth increases up to the age of retirement and decreases thereafter, as assets are drawn upon and not replaced (Brittain 1978). This was not quite the pattern found in New Zealand in the late 1980s (Income Distribution Group 1990:103).
 Information from estate data showed rapid growth in wealth-holding until people were in their thirties, continuing slow accumulation up to age 60 and only a slight reduction in average wealth thereafter. Inheritance favouring people of the same generation (i.e. spouses) may explain this. Lump-sum payments from insurance and pension schemes at retirement may also add to wealth in later life, although marriage breakdown and matrimonial settlements may erode it. New Zealand information and research is sparse in these areas. Studies have attempted to describe the distribution of wealth, but have not linked it directly to inheritance (Easton 1983, Income Distribution Group 1990).

Housing Wealth

At the time of the 1996 Census, 71% of New Zealand householders owned their homes, outright or with a mortgage. Home ownership rates increase with age so that, by retirement, over three-quarters of people lived in homes which were owned outright. Home equity is a large component of estates in the middle range, as shown in New Zealand and overseas studies (Payne 1990, Hamnett et al. 1991). For many people it is the only large-scale asset they have been able to accumulate over a lifetime.

This type of wealth is less flexible than cash assets, but there are still several options for its use. It may be retained, by active protection or by default, for inheritance. It may be fully or partially transformed into income by sale. "Trading down" to a lower priced property appears to be a common practice among people at or nearing retirement. Borrowing against assets is the basis of the mortgage and personal-loan markets. This provides a means of "mobilising" housing wealth where owners wish to remain in residence. Re-mortgaging a home after retirement is unlikely to be attractive as re-payments may prove a burden on reduced incomes from pensions and superannuating. However, as will be shown later, "equity release" or "home equity conversion" products may be available to allow home equity to be "released" to provide cash sums or regular income. While being helpful for the older people themselves, these options will, however, reduce or even exhaust assets which could have become the inheritance of the next generation.

patterns of bequest and inheritance

Commentators on inheritance in Britain and North America have mostly concentrated on the wealthy. Much less has been said about the behaviour of "average" families. The most common present-day form of inheritance in these countries is for natural and adopted children to inherit equally from their parents. This may occur when the first marriage partner dies, but more commonly the surviving spouse inherits initially and the property then descends to the next generation, in a two-step process, only when the surviving spouse dies.

This pattern is enshrined in law in New Zealand. The Family Proceedings Act, 1955, allows appeals against a will which does not provide for a surviving spouse or children.
 It has also been observed in practice by Thorns (1995) and Davey (1995). A Christchurch study examined land transfer records relating to property inheritance and showed that 64% of transfers through inheritance were to a spouse (47% husband to wife and 17% wife to husband, reflecting patterns of life expectancy and relative age of marriage partners) (Thorns 1995). Only 20% of transfers in the first instance were to children and 12% to other recipients. Very little accumulated wealth went outside the immediate family. A second stage of inheritance was most frequently from the surviving spouse to the children in equal shares.

the significance of housing wealth and inheritance for
social policy

In many countries comparable to New Zealand, the State is seeking to reduce its level of support for older people in the face of ageing populations. This means that greater responsibility for supporting retired people will shift to the retirees themselves and their families. And, as already shown, the main resource available to the majority of older people is the capital they have tied up in their homes. As Leather says, given this situation, "pressures to take account of the housing equity of older owner-occupiers may well be irresistible to government" (1990:12).

Funding of Long-Term Care and Long-Term Care Insurance

In several OECD countries, notably Scandinavia, governments meet all the costs of long-term care for dependent older people (Weiner 1994). The policy in the USA, UK and New Zealand is for care costs to be means and/or asset tested. Home equity is among the person assets called upon to pay for long-term residential care, in the UK and New Zealand, unless a partner remains in the community. Hamnett (1995) estimated that 36,000 older British home-owners annually are forced to sell their homes to pay for care. In addition an unknown number transfer ownership, usually to family members, to avoid home equity being used in this way. He suggests that, under local authority assessment of ability to pay, sale of property will increasingly be necessary to fund residential care. Given an average stay of three years, owners with homes in the average £60,000 range could release sufficient capital to fully fund their care (Groves 1995:154).

In New Zealand, a common regime for all types of residential care was introduced in 1993. Equity in a home remains exempt only if a partner or dependent child still lives in it. Beyond specified exemption limits, older people or their families must pay for residential care to a maximum of $636 per week. In 1995, long-term residential care cost the taxpayer $473 million which would have been almost $700 million if the full costs of that care had been paid by the state (Minister of Health Press Release 19 September 1995). There is no information on how many houses are sold to pay for long-term care. In some cases the liability can be transformed into an interest-free loan recovered when the home-owner dies or the house is sold.

Resentment caused by the requirement for capital assets to be used in this way, especially where older people are receiving long-term care in public hospitals, has led to relaxation of the policy. The 1996 Coalition Agreement between New Zealand First and the National Party (p.50) pledged to remove income and asset testing for long-stay geriatric public hospital services, and asset testing for private hospital care; and this will come into effect in October 1998. The change will have the effect of reintroducing anomalies between public, private and rest home long-term care funding. Where governments do not fully fund long-term care for older people, private insurance is an option. Long-term care insurance has been available in the USA for about 15 years and in Britain since 1991 (Parker and Clarke 1995). In both cases, however, take-up has been slow. It is estimated that only 6% of older people in the USA have coverage (Norton and Newhouse 1994). Long-term care insurance is also available in Japan, France, Israel, Germany and Belgium (Weiner 1994). In New Zealand a scheme was proposed by Trustee Executors in 1994 but subsequently withdrawn.

Nevertheless Britain provides an example where the insurance approach was incorporated into policy proposals for long-term care funding. In 1996 the British Government published a consultation paper which proposed shared funding through private insurance, with incentives to make it more attractive (Davey, forthcoming 1998). These offered additional protection of assets commensurate with insurance coverage and/or guarantees of government funding after a prescribed period of private payments (through insurance). The aim was to provide relief to taxpayers from the "burden" of long-term care costs; protection for individuals from worry about the provision, affordability and quality of care; protection of assets for bequest, hence benefiting families; and encouragement to private business.

Housing wealth was seen as playing a part in these proposals. Funds raised from a house sale could be used to pay a one-off long-term care insurance premium. A variety of commercial equity release schemes could, alternatively, allow older people to remain in their own homes as long as they are physically and mentally capable, while being relieved of the burden of paying long-term care insurance premiums out of current income. Given the very high level of premiums required for adequate coverage, this may be the only feasible option for middle- and low-income home owners.

Supplementing Income

It has already been suggested that, in many countries similar to New Zealand, the state may be less generous in future retirement income support. Encouragement of savings and/or a compulsory contributory superannuation scheme are long-term strategies. In the short-to-medium term, people close to retirement will find it difficult to amass the sums needed to derive substantial investment income. Those already retired are likely to have few options for supplementing their incomes. Many do, however, have considerable wealth tied up in their homes – they are "asset rich, income poor". In such circumstances, mobilisation of this capital through an equity release scheme, as outlined above, may be an attractive option to supplement income and cope with unexpected expenditure.

Such schemes could also provide additional income to pay for home-based support services. Research among equity release clients in Britain and New Zealand shows that this is already happening informally as the extra funds are used to pay for house cleaning, gardening and general home maintenance services (Davey 1995, 1996a). Equity release as a means of contributing towards services delivered through the health care system, such as home nursing and Meals on Wheels, has been suggested in Britain, where local authorities make their own policies on funding such services (Gibbs and Oldman 1993).

A variety of commercial equity release schemes operate in Britain, the USA, Canada and Australia and are described and evaluated in the literature (Davey 1995). In New Zealand only two schemes have existed – the Housing Corporation's "Helping Hand" loans, and Invincible Life's RAM schemes.
 The 1996 Coalition Agreement signalled a possible future policy initiative. In the section on Senior Citizens, the Coalition Agreement commits the parties to:

Work with the private finance sector to develop a "Home Equity Scheme" for persons solely reliance on New Zealand Superannuation. (Coalition Agreement, March 1996 p.50).

The statement continues, "The objective is to allow these people to borrow up to 20% of value, repaid when the home is sold with interest (sic)". No details of this proposal are forthcoming as yet.

intergenerational issues

The potential use of housing wealth within the lifetime of the owners raises a series of intergenerational issues. These may arise whether the use is voluntary or either enforced or encouraged through social policy.

Public Attitudes

In assessing the potential for mobilising housing wealth, in the ways outlined above, attitudes towards inheritance are crucial. If older people set great store by bequeathing, and younger people have strong expectations of inheriting, then policies which require housing wealth to be used in the lifetime of the owners are unlikely to find favour with the electorate. If, on the other hand, bequeathing is not considered important, then older people might consider using housing wealth to improve their current lifestyles.

Studies of older people in New Zealand show a strong desire for testamentary freedom, suggesting that decisions on how assets should be used were for those who had accumulated them, rather than for family discussion (Age Concern 1990:24, Davey 1996b). Most respondents agreed with the proposition that it is better for older people to use their assets to help them in their old age rather than keeping them to hand on to their heirs. Setting these findings alongside a strong desire on the part of older people to retain their independence and "not to become a burden" suggests that there may be some willingness to mobilise housing wealth to supplement income.

This must be set against considerable caution and suspicion of new concepts, especially those which entail risking one's largest and possibly sole asset. Suspicion of private sector schemes (and, unfortunately, experience of fraud and mismanagement) underlines an emphasis on consumer safeguards, which was also evident in the UK (Davey 1996a). It probably also explains why 52% of Thorns' Christchurch respondents said that they would not use home equity release schemes (Thorns 1995). Numerous changes of policy on retirement income support in recent years have made many older people wary of government intentions.

Family Responsibility and Reciprocity

Walker describes state provision of financial support and physical care (if needed) for older people as an inter-generational social contract (Walker 1996). Families still, however, provide the greater part of social and psychological support. Recent policy changes have attempted to place more responsibility on families and have made assumptions about the nature of family vis-à-vis state responsibilities (Finch 1989). Finch points out, however, based on her research in Britain, that the right to claim help from relatives is out of line with evidence about how family life operates. If the State has to enforce such responsibilities, this implies that they are not universally regarded as natural.

A link with inheritance might come in situations when an adult child or other relative provides care to an older person who is unable to cope alone and receives in exchange a larger share of the estate. Finch found, however, fewer and fewer cases where a single daughter, assumed to be childless, provided care and in return was rewarded in her parents' will. Current New Zealand policy does provide some protection for full-time carers (other than spouses) when the person receiving care moves into long-term care and the asset test is applied. However the eligibility criteria are restrictive and the allowances small.

The increasing complexity of family relationships, with growing rates of marriage dissolution, re-marriage, de facto relationships and reconstituted families, is making it harder to define responsibilities for care and, also, who has a legitimate claim to inherit. Reciprocity between the generations, whereby parents provide services to their children and then in middle age the roles are reversed, is too simple a concept in modern society. In future younger people may have to contemplate a trade-off between inheriting and having to support older parents or relatives, either financially or by providing physical and social care.

Social Equity and Perceptions of Fairness

Issues of social equity enter the inter-generational debate in several ways and at several levels.

· Fairness between recipients of welfare state benefits

An important aspect of intergenerational equity is fairness between generations in assistance through the welfare state. This was the theme of David Thomson's historical analysis which suggested that the post-war generation received extensive support which is not now forthcoming to their successors. Instead the latter are having to pay for many previously free services and also to make provision for their own retirement incomes (Thomson 1991).

· Fairness between recipients and taxpayers

The achievement of home ownership and the accumulation of housing wealth may be the result of public subsidies. In the past, low interest housing mortgages, Family Benefit capitalisation and even, for a short time, tax relief on mortgage payments have been available to New Zealand home-buyers. This might strengthen the claim of government on these assets in the interest of fairness to taxpayers – who should, perhaps, not be required to pay again through funding long-term care. The early transfer of wealth to avoid asset testing may also be seen an unfair to taxpayers and as perpetuating inequality.

· Fairness between home-owners and non-home-owners

Although home ownership is the predominant form of tenure in New Zealand, a proportion of the population do not achieve it, or do not choose it, and therefore do not have housing wealth to use in the ways outlined in this paper. Unless assets have been accumulated in other ways, they and their families may therefore be seen as disadvantaged, the former because they do not have the opportunity to improve their lifestyles by mobilising home equity, the latter through missing out on inheritance. People may lose home ownership, or never acquire it through uncontrollable or unforeseeable circumstances. Alternatively, home-owners may feel they are being treated unfairly if their home is included in assets taken to pay for services, such as long-term care, which are provided free for those with no assets. The opportunity to acquire assets may entail some luck, but for most people they represent years of hard work and self-denial.

Selling houses and realising the equity does not attract capital gains tax in New Zealand. A further advantage of home ownership, pointed out by Kendig (1984), is the value of the imputed income which it produces. Low housing outlays, resulting from mortgage-free ownership, reduce the demands made on retirement incomes. In the Australian context, Kendig estimated that outright home ownership provided an in-kind income which exceeded the government pension for a single older person (p.256). Governments encourage home ownership in the first place, and then this imputed income is neither taxed nor taken into account in assessing eligibility for government income support in many countries (including the UK, USA, New Zealand and Australia). In New Zealand, however, the low housing costs of older mortgage-free home-owners mean that few are eligible for the Accommodation Supplement. This could be interpreted as imputed income reducing access to state support.

· Fairness in the transfer of wealth

In the private sphere, to erode assets prior to death may be seen as unfair to potential heirs, especially where the assets themselves have been inherited. It may be fairer to give children access to family assets at an earlier stage in life – to allow them to buy houses or acquire
education and training – rather than delaying transfer until the death of their parents. The need for such transfers is also related to policy changes, as government assistance in housing and tertiary education has been reduced.

· Fairness in allocation of bequests

An equal distribution between children may be considered unfair in some situations, for example, where one child has provided large amounts of care to a parent or where the parties are estranged. Here, also, the increased complexity of family life is a factor. The heirs may vary in their needs. Respondents in surveys quoted elsewhere in this paper mentioned factors such as disability, marriage breakdown, redundancy and business failure which might lead them to favour one child (or to release wealth for early transfer when assistance is most needed). Emotional factors are also important. The inheritance of mementoes may be very satisfying to the recipients despite their low monetary value. Thus a variety of factors must be taken into account when deciding what is fair in bequeathing assets. Many families have stories of grievances over inheritance which may be perpetuated over the generations.

· Gender equity

Given the pattern of bequeathing to spouses in the first instance, and their longer life expectancy, inheritance has the potential to improve the financial status of women. Older women may gain command over resources in this way, perhaps for the first time in their lives. Female children generally share equally with males in inheritance, again improving the wealth-holding of women.

On the other hand, there is still a strong presumption that physical and social care of dependent older people will be carried out by women rather than men. This responsibility frequently falls to middle-aged daughters or daughters-in-law. As noted above, such caring work is not always recognised, by families or public policy, when it comes to inheritance. As Walker (1996:27) points out "the nature of the caring relationship rests on a delicate balance between reciprocity, affection and duty" and the state may influence intergenerational relations within the family by the welfare policies it adopts.

Lifecycle Effects

Given increases in average life expectancy in developed countries, most inheritors will be middle-aged or even retired themselves by the time they received their bequests. However, the receipt of a sizeable cash sum, or property which can be sold for cash, by people in their 50s and 60s may provide a valuable retirement fund. This possibility has not yet appeared in the discussion of compulsory retirement contributions in New Zealand. Depletion of assets by the older generation, to pay for care or supplement income, would reduce this possibility.

"Housing careers" and cohort effects, influence the acquisition of housing wealth and therefore the potential for inheritance. Individual and family experience will vary quantitatively and qualitatively with changes in housing markets, the financial environment and the relative values of different assets. In terms of accumulating assets, owner-occupation is a more beneficial tenure situation than renting, as housing has tended to increase in value more rapidly than general inflation. Thorns (1995) points out how New Zealand home-owners were able to increase their housing wealth through the property price surges of 1971-1975, and 1979-1983. The success of "housing careers" depends on factors such as time of entry and exit from the market with respect to periods of increasing and static prices, the level of interest rates in real terms and local variations. Stable families who own their own properties and have had continuous employment are the ones who will maximise the benefits of housing wealth accumulation.

CONCLUSION: social policy influences and implications

The influence of public policy has been stressed throughout this paper. It affects both the acquisition of housing wealth and how it is used. From overall management of the economy down to regulation of mortgage markets, government policy shapes opportunities for home ownership and the subsequent growth of home equity holdings. The extent and nature of asset testing for access to long-term care, and the potential for the expansion of this principle into other areas of health and community care, will govern whether wealth can be preserved for transmission through inheritance. Eligibility for retirement income support, and the level at which it is set, are important determinants of standard of living for the majority of older people. When support is reduced, then the options for mobilising assets will become more attractive.

Where home ownership is subsidised, either directly or indirectly; where imputed rents on owner-occupied housing are ignored for tax purposes; and where assets are not required to be used to meet needs in old age, the result may be a regressive and inequitable policy regime, which has serious inter-generational effects.

How is policy in this area likely to evolve? An approach based on Walker's "social contract" model would claim that taxpayers have earned the "right" to state support after retirement, free from asset and income testing. A "minimalist" approach, however, aims to increase self-reliance and individual and family responsibility for care and support, with clear targeting on the basis of need. The latter approach is now in ascendance in New Zealand and in many of the countries to which it compares itself. The ageing of society, especially once the baby-boom bulge in the population nears retirement, adds to the arguments for reduced state support. However, the growing electoral strength of people in their middle to later years may sway governments towards a more generous policy. Ideological positions influence policy choices, but there are also pragmatic political considerations to be taken into account. Regardless of the balance of these influences, intergenerational issues, as outlined in this paper, will continue to demand the attention of policy advisers and policy makers.
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� In any case, inheritance or estate tax has become less popular as a policy instrument in recent years, possibly because it is comparatively easily avoided. In New Zealand estate duty was abolished at the end of 1992.


� The abolition of estate duty means that this information cannot now be updated.


� The New Zealand Law commission has recently examined the laws of succession and proposed amendments which would reflect changes in society, such as more frequent dissolution of marriages, re-partnering and de facto relationships.


� Equity release schemes are very unlikely to cover the costs of long-term care for dependent older people. Most annuities from British schemes are concentrated in the £21-30 (NZ$50-75) a week range. The only such scheme currently operating in New Zealand delivers an average of $25-75 per week (1995; Davey 1996a). Long-term care costs £300-400 per week or more in Britain, and in New Zealand individuals are asked to contribute up to $636.


� Hirayama and Hayakawa Kazuo (1995:222) mention a scheme in Japan whereby older people use their home equity as collateral to receive welfare payments or pay for home help, food services and other kinds of assistance. Their heirs make reimbursement, plus interest, from the estate.


� The former was discontinued and the latter has not yet enjoyed widespread acceptance. Both incorporate the "reverse mortgage" approach with "rolled up" compounding interest. This has become synonymous with equity release in New Zealand but is only one possible approach to the concept.


� In September 1995 the residential care subsidy was reviewed to give some recognition of the position of carers other than spouses in relation to asset testing. To benefit, carers have to have been living with the older person giving a high level of care, for more than one year. Moran suggested that few people in New Zealand would in fact be able to meet the criteria (1995:10). People can retrospectively gift $5,000 per annum up to a maximum of $25,000.





