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SAVING AND RETIREMENT SYMPOSIUM

Some givens

•
Superannuation policy still unsatisfactory, despite progress

•
Pre-funding scheme no solution – only partially smoothes costs, does nothing  to reduce them

•
Core issue is New Zealand Superannuation

· too generous: OECD

· favours superannuitants over less well-off people

· discourages private saving

· high deadweight costs harm economic growth: supply of real goods and services is key issue for living standards of retired people

Are tax concessions a way around the problem?

•
Consistent findings of New Zealand inquiries:

· don't increase total saving; merely change form

· distort financial markets

· high fiscal costs

· mostly benefit people on higher incomes

•
These conclusions reached by Todd Task Force, Periodic Report Group, paper commissioned by Super 2000 Taskforce, current Tax Review and savings industry.  It said in 1999: "The ISI is not looking for favoured tax treatment for the products its member companies sell.  New Zealand does not need more inequities in its tax system."


These issues well rehearsed

Specific comments on David Knox's paper

•
High fiscal costs

· consider average taxpayer ($26,000), contribution rate of 10% and rebate of 14%.  Average rebate would be $363 a year and fiscal cost $1 billion

· if total amount were recovered by increasing the top tax rate, it would rise to 51%

· with revenue forgone, average tax rate could be cut from 22.7% to 16.9% or top tax rate from 39% to 27%

•
Savings distortions

· encourages 'retirement' savings by younger age groups, distorting life-cycle saving patterns and hence reducing welfare

•
Consistent with Human Rights Act?

–
discriminates on the basis of age.  At the very least would be controversial on these grounds.  Nevertheless Human Rights Act is misguided

•
Very complex

· 47 pages of legislation just to increase top tax rate and limit avoidance

•
Faulty analysis of tax deferral

· argues that present value of tax take would increase by 28% with ETT

· both TTE and ETT are income tax regimes.  Expected PV of tax take will be the same provided the discount rate and the return earned on tax deferred are the same and the tax rate is held constant

· entire gain arises from the assumption that deferred tax is invested at 9% a year whereas the government's discount rate (risk free) is 6%.  But the higher investment return is only due to higher risk.  Adjusting for risk, expected revenue under the TTE and ETT regimes is the same

· easy to see intuitively: we would all like to defer tax, and governments go to great lengths to stop us

· putting it another way, no government in its right mind would borrow to invest in a superannuation fund or any other risky assets as suggested in the paper.  If it made sense to do that why raise any tax at all – why not fund all government spending through borrowing and investment?

· Tax Review noted that an ETT regime "would involve a large upfront revenue cost for uncertain gain".

Conclusion

•
Income tax is an issue for saving – not of course the GST.  If all spending were financed from GST we wouldn't be having this discussion.  Tax concessions not a good solution – should concentrate on getting government spending and income tax rates down.

•
Cost of New Zealand Superannuation relevant to government spending.  Shouldn't be adjusted for people in or near retirement but for next generation:

· benefit level should be aligned with invalids benefit (RCSP)

· income and assets tested

· higher eligibility age in future

•
In respect of benefit levels and income and assets tests, Australian safety net is a model.  Should adopt that feature of Australian policy, not its compulsory regime or tax concessions (or David Knox's variant).

