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Retirement Income 
Adequacy?

• Retirement: diversity
– Different for different people at different ages
– Not always straight from all work to all play 

• Income: all resources and costs matter 
– ‘Just in case’ assets
– Home ownership saves rent
– Poor health costs, so does health insurance

• Adequacy: Choice around more than the 
policy minimum supported by financial 
education

Presenter
Presentation Notes
Good morning everyone,
I’d like discuss this topic from a couple of different perspectives. This is primarily Diana Crossans’ presentation but I’ve added in some consumer perspectives on the issue. Let’s start by considering the three words in the phrase “Retirement Income Adequacy” 

“Retirement” itself is not a uniquely defined process that happens in the same way for everyone.  Some people do decide to  move from all work to all play at one point, but for many people it’s not that simple, with part-time work, paid or unpaid work, taking various amounts of time.  

Diversity between people increases as people get older, so retired people are definitely not all the same.  And what we might call “retirement” can last a very long time, with the person at age 85 occupied with very different activities and needs than the same person was at age 70.

Also, while having a regular income through retirement is critical, and it’s what we mostly talk about, that too is not exact.  All costs matter in retirement.  Money for a new washing machine or to replace the car may not be available from regular income but from an alternative fund set aside.  The way older people use their assets can make a difference to their income needs.  Home ownership is a real asset because it means you don’t need to pay rent or a mortgage, but it does come with maintenance costs.  Good health is also a major asset in later life.

Finally ‘adequacy’ is a judgement.  At the Retirement Commission, the Commissioner has a dual role (1) to advise on retirement income policy and (2) to promote financial literacy so that people can meet their own life and retirement goals.  So we think about adequacy in two ways: first that NZ Super sets a universal minimum income that everyone should receive, and second, that choice about making provision beyond that should be informed by good financial education.

So, rather then define “Retirement Income Adequacy” , I’d like to go on to talk about how we at the RC are thinking about retirement resources more broadly.



Policy sets a 
minimum income

“ The level of NZ Superannuation is not intended as a 
generous replacement for earnings, nor is it just to 
alleviate poverty; rather it is set at a level intended to 
allow older people to belong to and participate in 
their community”

Retirement Commissioner’s 2007 Review of Retirement Income 
Policy

• Poverty and hardship rates lowest for Kiwis 65 + years
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As you know, the Retirement Commissioner has to review retirement income policy in New Zealand every three years.  In the last review, the Retirement Commissioner said that the basic structure of New Zealand Superannuation should be maintained, and gave a long list of its merits.  So we think of NZS as the minimum income that every retiree should have to live on (We accept that there are some unresolved issues preventing universal access to NZS including overseas pensions).  Other countries tend to use a definition for their basic income about alleviating poverty.  But NZS has become to be accepted as more than that: it is set at a level to allow older people a better standard of living than poverty.  To keep this feature, it is critical that NZS remains within a band defined by a percentage of the average wage; so that broadly NZS rises in line with incomes in the rest of the country.

On several measures both poverty and hardship rates for older NZers are lower than for any other age group.

Other countries, most notably some in Europe, are in a fiscal crisis for several reasons, including because the state promises pensions higher than that set in NZ – the state pension in some countries is a generous replacement for earnings and it has proven to be too expensive. In New Zealand we haven’t gone down that route, so the extent of pension and assets that retirees have above NZS is a consequence of their own choices and actions around savings and consumption during working life, often helped by their employer of course, and by the government with tax credits.  But if it is a matter of choice of how much to save for an adequate retirement income, then people need information to help make the right choice for them.  So they need to be able to picture what adequacy might mean for them when they get to retirement….




What can we learn from 
current retirees?

Marguerite & 
Phil

Mid 70s

John & Jenny
72 and 68

Mary
89
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… To develop some pictures of adequacy of resources in retirement we commissioned Judith Davey, from the Institute of Policy Studies, to find out more about the budgets of today’s retirees.  

Judith carried out focus group research using data from the household expenditure survey, to find out what retirees spend their money on.   So it wasn’t about their income, more about what income they needed as a minimum to pay their costs. It illustrates what living standards are for real New Zealanders today.  The full report is published on retirement.org.nz.

While this exercise gave us more insight into how today’s retirees manage their money, it also gave us some case examples that we can use in our financial literacy work.  We believe that it should help people to work out how much they want to have in retirement if they can compare and contrast some real-life living standards.  The Retirement Commission approach is that people should choose their own adequacy level of retirement income, but they need information to make that choice.  The case examples are described to help them make that decision, and then they can explore strategies for saving to reach their retirement income goal with our calculators.  There are several case examples in Judith’s research, but we use three main ones as Kiwi stories, to illustrate the diversity of situations.  They are in our leaflet “Your money in retirement”.



Diversity of budgets in 
retirement

Based on NZ Super rates: M tax code, April 2010

Marguerite and Phil
Mid 70s

Living costs: $47,632
NZ Super: $25,450

John and Jenny
72 and 68

Living costs: $27,353
NZ Super: $25,450

Mary
89

Living costs: $16,536
NZ Super: $16,542
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Let’s look at these in a bit more detail….
Marguerite & Phil supplement their NZS with an occupational pension and some part-time income. John and Jenny meet nearly all their expenses through NZS and have a small amount of other assets. Mary manages on NZS alone.

These examples are typical of the income profile of older New Zealanders today.  In the future, if NZS is maintained and KiwiSaver and other savings increase, more people should be more like Marguerite and Phil.  Having said that 40% of those 65+ currently have no other income source beyond NZS – i.e. they live off an income the same as Mary. A further 20% of older Kiwis have on average 80% of their income from NZS and other government transfers.

Looking at how these Kiwis’ budget by category gives us some idea what having extra money in retirement gets spent on. The three main areas where Marguerite and Phil spend more than John and Jenny are housing, insurance and entertainment.  Their housing costs are higher because they chose to stay in the big family home.  They have a full range of insurances, including medical.  Included in entertainment is dining out once a fortnight, treats of occasional concerts and they have a dog who costs money to feed and licence.







Managing retirement 
resources

• Retirees make economies
• Spending priorities shaped by pre-retirement lifestyles 
• Just-in-case money is important: car, household 

appliances, repairs, unexpected bills, especially 
medical and vet

• Most highly content despite concern over rising costs
– Source: Judith Davey (2009) Expenditure in 

Retirement, www.retirement.org.nz
• Late October sorted.org.nz campaign
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Here are some other highlights of Judith’s findings. 

The first thing is that all retirees, even those fairly well off like Marguerite and Phil were looking for ways to economise.  However, their retirement lifestyles often allow economies to be made, by, for example, providing time to shop around and compare prices.  So adequacy in retirement is less than adequacy in working life.

Second, the priorities for spending tend to be shaped by lifestyles before retirement. For those on higher incomes this might include running two cars and spending on travel and leisure activities. For those on lower incomes it might be maintaining donations to charity or regular visits to the hairdresser. 
All placed priority on giving gifts for grandchildren and other relatives.  This means that it is worth people in working age thinking of how they might be spending their money in retirement, with some help to think whether their priorities might change as they age.

Third, the experiences of the focus group participants underlined the importance of having money put aside to draw on for one-off or irregular expenses. These might be replacing a car or household appliance, carrying out household repairs or unexpected bills. Medical and veterinary bills were a concern for many. Several people had stopped paying for medical insurance because of the cost and several mentioned dental treatment as a major expense.  So we can’t just think about income in retirement.  Even small pots of assets are important.

Finally, and this is echoed in some recent research by Charles Waldegrave, most retirees are content.  Money isn’t everything!  It is of course an interesting question about whether the baby boom generation will happily economise if it needs to, but the experience of today’s retirees tells us that it is possible.  Money worries for today’s retirees are where they face bills over which they felt they had no control and where
costs seemed to be rising, such as local authority rates, electricity and heating.

Perhaps the key point from these Kiwi stories for people trying to work out how much to save today for their retirement in future is that of diversity between people and change over the course of each life.  So adequacy has to be a personal choice, above a minimum.

We are planning to use the information I’ve noted in the last few slides in a campaign to 45-64 yr old NZers in late October this year. We will position the current Retirement Income Planning calculators on sorted.org.nz as one option – that is, place the long held belief that a retiree should have wealth in retirement that allows them to earn 70% of their pre-retirement income in context with actual incomes of current retired NZers – our aim of course is to highlight the fact that retirement income is a choice that individuals and families maybe able to influence.
Thank you for listening – I’ll pass over to the next panel member.

http://www.retirement.org.nz/

	‘Retirement Income Adequacy’�What is it?
	Retirement Income Adequacy?
	Policy sets a minimum income
	What can we learn from current retirees?
	Diversity of budgets in retirement
	Managing retirement resources

