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Key points

• In 2014 Treasury provided advice to raise the age of eligibility and continue modest 

public SAGO contributions via the NZ Superannuation Fund (NZSF)

• The rationale underpinning this advice remains robust

• Additional modelling presented here provides indicative analysis of fiscal savings 

associated with gradually changing the age of eligibility to 67 years between 2036-

2039

• Tying the age of eligibility to life expectancy beyond the age of 67 would help to 

further offset the fiscal costs associated with NZ Superannuation (NZS)

• Since the NZSF was introduced in the early 2000s economic performance has been 

better than anticipated. In particular, labour market participation has risen markedly, 

which has lowered the cost of NZS (as a % of GDP), and lowered and delayed NZ 

NZSF capital withdrawals

• [3]
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Overview

• Material provided pre-Christmas (Treasury advice on retirement income policy, June 

2014) is the Treasury’s most recent assessment and advice on New Zealand 

Superannuation (NZS).

• The Treasury’s most recent statement on the long-term fiscal position (He Tirohanga

Mokopuna, November 2016) includes projections of NZS expenses out to 2060. The 

statement also includes “what if” scenarios for the wider fiscal outlook (ie, other 

expenses, revenues, fiscal balances, and net debt).  

• NZS forecasts and the New Zealand Superannuation Fund (NZSF) contribution model 

were updated at the 2016 Half Year Economic and Fiscal Update (HYEFU). 

• This slide pack:

 Recaps the Treasury’s 2014 assessment and advice.

 Revisits those areas of the 2014 material that have been affected by subsequent 

analysis. 

 Responds to a request for alternative scenarios around NZS – including flow 

through effects to the NZSF and the long-term fiscal outlook.

• The slide pack has been prepared for an initial direction testing discussion in early 

January, with formal advice to follow in mid-to-late January.
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NZS - Objectives and Design

• Retirement income policy is primarily a social welfare intervention, intended to minimise 

economic insecurity in retirement.

• The core long-standing design features of NZS (universal, flat-rate, tax-funded, age-

and residency-tested) suggest the well-established intention is to provide a “citizenship 

dividend” to older New Zealand long-term resident citizens and permanent residents.

• The welfare system (unemployment, sickness, and invalids benefits) protects against 

economic insecurity prior to retirement. 

• Currently at age 65, protection against income insecurity moves from being provided via 

needs-based welfare to via universal NZS.  

• The core policy issue (and ultimately community choice) is if, when, and how that 

transition should respond to increasing life expectancy, an older demographic 

composition and changing social views about ageing and the nature of retirement.

• These changes all support increasing the age at which assistance transitions from 

needs-based welfare to universal NZS. 
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NZS - Social and fiscal outcomes

• Retirement income policy accounts for a substantial proportion of Government 

expenditure, and is a major driver of past and future increases in spending.

• MSD’s most recent advice is that NZS take-up is 92.1%. Including veterans pension, 

uptake lifts to 93.4% 

• Retirement income policy is one important influence, among many, on national saving.

• New Zealand has moderate rates of old age poverty relative to other OECD countries.

• Despite the absence of a mandatory private saving scheme, the best evidence we have 

suggests most New Zealanders are saving adequately for their retirement.

• As a result, retirement income adequacy is not as pressing a concern for policy in New 

Zealand as it is in other countries.

• New Zealand’s public pension system has low fiscal costs – New Zealand is projected 

to spend less on public pensions in 2050 than the average OECD country spent in 

2010. New Zealand’s tax expenditure on retirement saving is also relatively low.
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NZS - Incentives to work and save

• NZS supports high rates of labour force participation by older people because NZS 

income is not subject to means-testing or contingent on retirement from employment.

• Retirement income in New Zealand is funded via public PAYGO and public SAYGO (for 

NZS) and voluntary private SAYGO (e.g. KiwiSaver).

• The heavy reliance on PAYGO to fund NZS will tend to reduce saving, but the design of 

NZS actually incentivises higher income-earners (who have a bigger impact on national 

saving) to save more for their retirement...

... because the flat-rate NZS entitlement replaces a smaller proportion of their pre-

retirement income, so they must save more voluntarily to maintain their standard of 

living in retirement.

• New Zealand’s relatively low rate of national saving compared to other OECD countries 

is primarily driven by private saving behaviour.

• Retirement income policy is one of many influences on saving behaviour – others 

include demographics (i.e. the net balance of savers and dis-savers), macro variables 

(e.g. inflation), government policy (health, welfare, taxation, and to some degree, 

government saving).  It is challenging to isolate the individual influences.
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NZS - Demographic change and fiscal sustainability

• Over time, the number and average life expectancy of NZS recipients is increasing and 

NZS will need to be paid for out of the taxes of relatively fewer working-age people.

• The cost of NZS will increase substantially over the next fifty years. Although the level of 

expenditure will continue to be low relative to other OECD countries, the increase will 

reduce the ability of future governments to manage other calls on resources unless 

retirement income policy is reformed or substantial offsetting adjustments are made.

• Rapid, ad hoc 

adjustments in response 

to the projected NZS 

spending path may have 

significant welfare 

implications. Reform 

requires long lead times, 

since people need time to 

adjust and adapt. 

Population age distribution
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NZS - Demographic change and fiscal sustainability

• Life expectancy has risen around 12 years in 

the last 60 years, and is projected to rise on 

average 1.3 years per decade until the end of 

the century
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NZS - Demographic change and fiscal sustainability

• The extra cost if there was 100% take-up is estimated to be up to $1 billion. This over 

estimates because of those already receiving emergency benefit or not qualifying by years 

of residency

• 13.5% of recipients in 2015/16 were 65 or 66 years old, accounting for $1.7 billion of the 

12.3 billion cost of NZS
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2016 Statement on the long-term fiscal position

• The Treasury’s most recent statement on the long-term fiscal position includes 

projections of NZS out to 2060, together with “what if” scenarios for the wider fiscal 

outlook (i.e. other expenses, revenues, fiscal balances, and net debt).  

• Projected increases in health spending are the other key challenge in the long-term 

fiscal outlook. From 2025, around one-quarter of the annual growth in health spending 

is the result of demographic change. 

• Assuming tax-to-GDP remains constant, from the mid-2020s, projected revenues do not 

cover projected expenses and governments would run operating deficits, with borrowing 

adding to net debt. Rising debt financing costs would in turn add to ever increasing 

operating deficits.

• The statement outlines a range of options: 

 Managing operating allowances and debt over the medium-term to help prepare for 

long-term fiscal pressures.

 Broader options to address long-term cost pressures: taxation, spending, and 

improved social outcomes. No single option is sufficient in closing the fiscal gap.

 Lifting economic growth has a flow through to higher tax revenue – but also 

expenses (e.g. productivity and wages for NZS) – so fiscal choices matter.
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2016 Statement on the long-term fiscal position – summary table

Note: 2015 are actual results. These projections represent a “what if” scenario and are not a prediction or forecast. 

All variables are on a core Crown basis. New Zealand Superannuation expenses are on a gross basis. 

Primary expenses are expenses excluding debt-financing costs. The primary balance is the difference between 

revenue (excluding interest revenue and dividends) and primary expenses.

Projections for "Historical Spending Patterns" scenario (per cent of nominal GDP)

2015 2030 2045 2060

Healthcare 6.2 6.8 8.3 9.7

New Zealand Superannuation (NZS) 4.8 6.3 7.2 7.9

Education 5.3 5.4 5.5 5.7

Law and order 1.5 1.4 1.4 1.4

Welfare (excluding NZS) 4.2 4.5 4.7 4.7

Other expenses 6.3 6.7 6.7 6.7

Debt-financing costs 1.6 2.2 5.3 11.0

Expenses 30.0 33.3 39.1 47.1

Tax revenue 27.6 28.6 28.6 28.6

Other revenue 2.3 2.4 2.4 2.5

Revenue 29.9 31.0 31.0 31.1

Operating balance -0.1 -2.3 -8.1 -16.0

Primary expenses 28.4 31.1 33.8 36.1

Primary balance 0.5 -1.2 -4.0 -6.3

Capital expenditure 0.7 0.9 1.0 1.0

Net debt 25.1 32.5 94.0 205.8

NZSF assets 12.2 21.0 25.1 31.7

Net debt incl NZSF 12.9 11.5 68.9 174.1



© The Treasury

12

2014 Advice - Options

• The Treasury’s 2014 assessment concluded that a fair, durable, and effective solution 

requires  changes to the age of eligibility and modest public SAYGO (as fiscal 

conditions allow).
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2014 Advice - Changes to age of eligibility

• Age of eligibility gradually increasing from 2020 onwards so that the average individual 

in each annual birth cohort can expect to receive NZS for the same proportion of their 

life over the age of 20 – this proportion is approximately 32%. 

• Our advice to age-index NZS eligibility retains the core character of NZS as a 

“citizenship dividend” for older New Zealanders, while providing a mechanism for the 

age of eligibility to dynamically adjust by well-signalled and policy-based (rather than ad 

hoc) changes in the age of eligibility.

• On-going longevity adjustments:

 Substantially reduce fiscal pressure and place NZS expenses on a lower path

 Allow for a more balanced mix of (public) PAYGO and (voluntary private) SAYGO

 Provide strong incentives to work and save - national saving expected to increase 

significantly over time

 Fairly distribute costs across generations 

 Reduce entitlements that current generations would have received… 

…but, if we move quickly, the entitlements that affected generations actually receive 

will still be greater than current entitlements.

• The 2014 assessment supported a one-off increase in the age of eligibility to 67 as a 

second-best policy. Age of eligibility gradually increases from 2020 onwards.
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[3]
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OECD comparisons

Ireland: 2021 and 2028

United States: current to 2022

Poland: current to 2040

Netherlands: 2018 and 2021, then continuous

United Kingdom: current to 2018, then 2020, 2026 and 2028

Australia: 2017 to 2023

Canada: 2023 to 2027

Denmark: 2019 to 2022

Czech Republic: continuous

Italy: continuous

Slovak Republic: continuous

Adjustment paths reflect a range of 

country-specific factors including fiscal 

outlook and pension regime. 

Source: OECD Pensions at a glance 2015

Adjustment paths

Average
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Scenario – Changes to age of eligibility: NZS-to-GDP 

Note: HYEFU 2016 basis. Adjustment to 67 is phased in at six 

months per year (i.e. it lifts to 65½ in 2036, 66 in 2037, 66½ in 

2038, then reaches 67 in 2039). 
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Scenario – Changes to age of eligibility: long-term fiscal outlook

Note: BEFU 2016 basis. 

The operating deficit in 2060 is reduced to around 13% of GDP and net debt is lower by almost 

20% of GDP. 
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Concluding points

• Sustainable government finances are essential for improving living standards – they 

reduce the risks associated with economic, social or environmental shocks, and help 

individuals and governments to plan ahead. 

• Long-term public spending pressures will mainly come from increased costs for NZS 

and healthcare expenses. 

• Over the next few decades governments will need to make a variety decisions about 

operating and capital allowances, debt levels, and broader changes to revenue and 

expense settings.

• Changes in life expectancy warrant revisiting NZS settings to ensure they remain 

consistent with the underlying policy objectives for NZS.

• Changes to NZS can make a significant contribution to sustainable government 

finances although they will need to be accompanied by other changes. 

• Changes to NZS can make a contribution to improved incentives to work and save. 

•
[3]


	cover.pdf
	The Treasury
	New Zealand Superannuation Information Release
	Release Document July 2017


