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Population Profile

New Zealand's current population is a little over 4 million and current projections indicate that the population is likely to peak at around 4.6 million by 2051 at which time it will begin to fall back reaching the present level by the end of the 21st century. Currently New Zealand's Total Fertility Rate is a 1.96 just below replacement level of 2.0. This rate is at the higher end amongst developed countries due to relatively high fertility among the Maori and Pacific population. When this group is excluded New Zealand matches Australia's rate of 1.78.

Current life expectancy in New Zealand is 76 for males and 81 for females, an increase of 17 and 20 years respectively since the beginning of the 20th century. In 1901 half of the male population was under 23.5 years of age and half of the female population under 21.6 years. The figures are now 34 years and 35.6 years of age respectively. By 2051 half of New Zealanders will be over the age of 45 years.

One result of the decline in fertility and mortality levels is that New Zealand, as is common in most developed countries, has an increasingly ageing population. In 2009 the last of the “baby boomers” will turn 65, and start retiring. Over the next few decades the percentage of the population aged 65+ will steadily increase. In 2001 12% of New Zealanders were aged 65+. By 2011 of this will have increased to 13.5%, by 2021 to 17.5% gradually increasing to 25% by 2051.  The 65+ age group will itself age over the same period. For example 3% of New Zealanders over 65 are currently aged 90+ years but by 2051 this is expected to have risen to 11%. The dependency ratio (ie. the ratio of people aged 65+ to every 100 people in the 15-64 age range) will increase from 18 to 43 over that period. The total dependency ratio (ie the ratio of people under 14 years and those 65+ years to every 100 people in the 15-64 age range) will increase from 53 to 69 over the same period.

Clearly these demographic changes pose significant financial issues if New Zealand is to continue to be able to provide an adequate level of financial support to its retired population.  

New Zealand Superannuation 

New Zealand has had state provided superannuation benefits for over 100 years being one of the first countries to introduce a state pension, in 1898. This benefit was means-tested until 1939, when a universal non-tested benefit was introduced. The current New Zealand superannuation benefit remains a universal benefit paid to all New Zealand citizens and permanent residents aged 65 years or over subject to certain residential requirements. To qualify for superannuation, a person must be a New Zealand citizen or a legal resident, living in New Zealand, be 65 years of age or over, and have spent at least 10 years of their life in New Zealand. At least 5 of these 10 years must have been when the person was over 50 years of age.

The amount received from the benefit varies slightly and it is dependent on marital status, with married couples getting slightly less per person than a single person. The benefit may also change depending on the living status of the person, for an example if they are sharing their home , the benefit will be slightly less than if the person is living on their own. The benefit level provided New Zealand superannuation is adjusted so that it stays between 65% to 72.5% of free average ordinary time earnings after tax in the case of the combined benefits for couple both aged over 65.  For a single people the pension is about 40% of the average wage.

The extent to which the state should provide a retirement income has historically been a controversial political issue. In particular there has been considerable political discussion about whether access to the benefit should be restricted and whether benefit payments should be reduced depending on other income of the retired person. Various proposals have been floated including that the government should make it compulsory for citizens to save for their own retirement, or that the superannuation benefit should be restricted to those of an older age. These debates have become more intense as awareness of the demographic trends discussed above has become more obvious and hence more politically sensitive.  

These proposals have largely been a rejected by the community at large which continues to show strong support for the provision of a universal and indexed retirement income.  The government, and the seemingly more conservative opposition party, have recognised this sentiment and there is generally now broad political agreement that the current benefit system will continue into the foreseeable future. Consequently the government is now pursuing funding strategies through which the benefit can be assured in the future as the cost of providing the benefit increases. The net cost of New Zealand superannuation is currently 3.6% of GDP and without policy change, this is expected to increase to 8% of GDP by 2051.

The most important governmental initiative to manage the anticipated increased cost of funding a universal superannuation benefit at current levels was the creation of the statutory New Zealand Superannuation Fund in 2001. The Government will allocate on average $2.2 billion a year to the Fund over the next 20 years while the cost of superannuation is relatively low. This is equivalent to around 1.4% of GDP in 2004, declining to around 0.19% of GDP by 2024. No capital withdrawal is allowed from the Fund before 1 July 2020. According to Treasury's latest model capital contributions will cease in the mid 2020s when the Government will start to draw the equivalent of between 15-20% of the annual cost of superannuation. When income tax on investment income earned is also taken into account, the net fiscal impact of the Fund is expected to exceed 30% of the cost of New Zealand superannuation for several decades. This will continue to exist indefinitely: based on the Treasury model by 2024 the Fund is expected to grow to $105 billion, reaching $300 billion by 2050 and $600 billion by 2080. 

Non-Governmental Pensions

Historically many large New Zealand employers provided employer-subsidised superannuation schemes for their employees. Such schemes were particularly prevalent in industries such as banking and insurance but were not uncommon amongst other larger employers. Such schemes have largely been discontinued in the past two decades for a number of reasons. Foremost amongst these reasons is that following economic restructuring relatively few employees were employed for sufficiently long periods to gain the benefit of such schemes.  Secondly employers increasingly moved to "all-inclusive" remuneration schemes where benefits such as superannuation are taken to be included in the total remuneration package paid to the employee with the employee free to contribute to their own individual retirement savings scheme as they see fit. Traditional superannuation schemes provided by employers were largely reliant on lifetime employment of a type that no longer exists with sufficient certainty to justify entry into or the creation of schemes based on this assumption. A secondary factor was that many such schemes were made a condition of employment, a condition which was later held to be unlawful under New Zealand wage protection legislation. Given that the viability of some schemes was dependent on all employees being members, and to some extent with short term employees contributions tending to subsidise the pensions of long-term employees, this was an additional factor leading to the end of employer based superannuation schemes. To the extent that employers still directly subsidised superannuation schemes this is now likely to be done through payments into funds run by the major insurance/superannuation management companies. Such an arrangement gives the employee the benefit of portability and the employer only being required to subsidise the scheme during the period of employment.

All civil servants used to have access to a defined-benefit superannuation scheme but in general both the scheme, and a later defined-contribution scheme have been closed to new employees as all inclusive remuneration packages within the state-sector became more common. Some superannuation schemes do however continue to exist, for example the New Zealand Universities provide an employer subsidised scheme.

Governmental attitudes towards superannuation provision within the state-sector appears to be changing and a recently a working party has been set up to consider employer subsidised superannuation schemes for state employees.

Conclusion

While there now seems to be a political consensus that a universal superannuation benefit should continue to be paid into the future, and the necessary financial investment to fund this is in place, the government is also encouraging citizens to save for their retirement independently. The Government is emphasising the point that the universal superannuation benefit is a relatively small amount of money, and that many people will want to be able to “top-it-up” from their own savings if they plan to retire at a level of financial security comparative to their pre-retirement situation. The government has, for example, created a Retirement Commissioner charged with the responsibility of educating New Zealanders on the need for proper financial planning.
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