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Choosing theright option

The process

Itisjust over ayear since the Task Force was appointed to recommend how New Zedlanders could be
encouraged to save more towards retirement. In that time we have produced two reports, The Issues
(December 1991), and The Options (August 1992), which detailed three options for encouraging private
provison -improved voluntary provison, tax incentives, and a finded compulsory regime. Following
publication of each of these reports we held a series of meetings and seminars throughout the country to
seek peopl€e's views on the issues and options.

The preferred option - improved voluntary

Having evauated the three options againg the criteria of a good return on savings, financid security,
farness, flexibility and affordability, and having lisened to a very wide range of comment and criticism of
our 'modd' options, the Task Force came to a unanimous conclusion to recommend:

improved voluntary private provison, and

its integration with continuing public provison (National Superannuation) paid on an
income-tested basis, plus

agreed rulesfor reviewing the preferred regime every six years, reinforced by

public and poalitical consensus and a much improved public understanding of retirement
provision issues.

We have dso established that the mix of policies contained in this gpproach is mogt likely to achieve
public consensus and support, and is therefore mogt likely to achieve the god of encouraging New
Zedanders to save more for their retirement.

Not the status quo

We cannot stress too strongly that the approach we have chosen is not a 'do nothing' option. In fact, it
requires very significant changes in the area of disclosure of information about savings plans, education of
savers, and regulation and controls that improve the saving environment. Simply continuing with the status
quo would fail to address the problems we face today, and would totally fail to prepare New Zedland for
the chdlenges thet lie ahead.

Building political consensus

The Nationa Government and both the Labour and Alliance Opposition parties agree with improved
voluntary private provison. We have aso been greatly encouraged by the congtructive response of dl
three parties to the clear message expressed by many individuals and groups of New Zedanders who
want consensus and long-term stability for retirement income policies.

Thisis of particular importance because, of the three options, the improved voluntary regime will require
the greatest commitment from governments for it to be a success. In paticular it will require the
government to establish - and issue clear Sgnas on - acredible long-term gpproach to public provison.



I mproving public under standing

If the new voluntary regime is to work, it must include measures to address the problem of poor public
knowledge of the issues relating to retirement provison. Lack of knowledge, lack of trust in savings
schemes and advisers, lack of trust in the stability of the politica and economic environment, and an
inability to set redidtic persond saving targets emerged in our consultations as the mgor barriers to
increasing private saving. We recommend urgent action to address al these concerns.

The Way Forward

The recommendations which form the new retirement provision regime we are proposing, and information
about our selection and consultation processes, are outlined in this booklet, and detailed in our full report,
The Way Forward. Thisreport is available from Bennetts, GP and selected Whitcoulls bookshops.



The proposed regime

Public provision

A key feature of our proposed regime is how it links in with public provison (Nationa Superannuation).
For the private and public provison systems to work together effectively, the public system needs to be
stable - not subject to constant change. If people are to plan their retirement saving, they need to know
exactly what they can expect from the government in the long term and be confident that it will be there
when they retire. At present, the political parties individualy and collectively do not provide clear and
believable sgnds on the long-term shape of Nationa Superannuation.

We therefore propose a number of measures to sabilise public provison policies until the firdt review in
1997 (see page 10) can establish a consensus on the longer term.

We recommend that:

agreement be reached on the following key rules applying to Nationa Superannuation through to the
1997 review:

- indexation of Nationa Superannuation to the Consumer's Price Index;

- redricting the movement in the after-tax level of Nationa Superannuation for a couple to
between a"floor" of 65% and a“celing” of 72.5% of the after-tax average ordinary time weekly
eanings,

- thecurrent arrangements for phasing in 65 asthe age of digibility;
and

- an effective income test, based on the current surcharge.

areview of public and private retirement policies be carried out in 1997 and every Sx years after
that;

an independently managed work programme be established, to prepare information for the review;
ad

measures be introduced to promote policy certainty, especialy in areas where the public and private
sysemsinteract. These reguire the government to:

- extend the surcharge to include income from al savings products, eg. life bonds;

- provide transition measures for the 55+ Benefit. For the income test for the 55+ Benefit,
people who were in receipt of a private penson before 1 April 1992 should be allowed a 50%
exemption on that pension from the time they rum 60. This same principle gpplies to some other
benefits, and this should be taken into account in implementing this recommendetion;

- review the surcharge exemption level of pensions annually. We think the current exemption
level of 50% for the capita component isfair but should be reviewed each year; and



- exempt the capital component of overseas-sourced pensions from surcharge, to the extent
that this component can be identified. Condderation should adso be given to goplying the
surcharge to the after-tax amount of overseas-sourced pensions.

Other taxation policies

We have concluded that the current neutral taxation trestment of savings, where contributions and
earnings on them are taxed and find payments are tax free, should be retained. However, we identified a
number of problems with agpects of the current tax regime.

Werecommend that:

Superannuation schemes not automaticaly be subject to tax on capita gains on share or property
transactions. Instead, the tax trestment should reflect, as far as possible, the tax status of members.
In particular, ligbility for tax should depend upon the purpose for which the scheme purchased the
particular asset;

the current tax-exempt datus of al savings paid out be ‘entrenched' through legidation, to provide
savers with some protection againgt the possibility of future tax policy changes,

tax impediments to the use of reverse annuity mortgages (a type of home equity conversion loan) be
removed, if possble;

the Government issue inflation-indexed bonds if remaining tax and other issues can be resolved. The
avalability of inflation-indexed bonds would offer greater security to the red (after inflation) after-tax
vaue of people's savings and help promote the development of better retirement income products,
ad

possible tax impediments to the use of Maori authorities as vehides for long-term savings be
investigated and addressed if substantiated.

Better information about savings plans and products
When people look at a long-term saving plan, they need clear, accurate, comprehensive information to
help them make the right decisons. The information should be designed to help prudent but non-expert
savers make useful comparisons between smilar savings plans.
We recommend that:
providers be required by regulation to make certain information available about the savings plans and
products they offer. This requirement should gpply consstently to dl 'managed funds (i.e. products
that are commonly used by people for retirement savings e.g. superannuation schemes) and should
include informetion on:
- codsaf joining asavings plan;

- chargesfor adminigering and managing the investments;



- codsof leaving the plan - ether before or at the time the member's investment matures,

- an edimate of the money a saver could expect to get if he or she left the plan after the firg,
second or third year;

- how long it might take for the saver to receive a least their own contributions back on
withdrawd;

- information on the provider of the plan or product, the manager, and the type of fund in which
the money isinvested;

- what members or investors can do if they are dissatisfied with how their investment performs or
the conduct of the sdller;

- what assumptions have been made in projecting expected returns on their investment; and

- information on how various levels of inflation could affect the investment, especidly itsimpact on
risks and returns to the saver.

The complete list is set out on pages 71-72 of the full report.
While savings industry groups are generaly supportive of a move to improve the quality and suitability of
information available to savers, we do not think it sufficient to wait for the industry to improve standards
voluntarily. Minimum requirements covering these issues should apply to al relevant savings products and
plans.
Better information about advisersand sellers
Better information should also be available to savers about the people they turn to for financid advice.
We recommend that:

financid advisers be required by regulation to provide information abouit:

- ther qudifications and experience;

- any financid interest they might have in the outcome of the advice they give, and

- how money istransferred from the saver to the chosen investment.

these and other regulations be administered and reviewed by the Securities Commisson, which
should also encourage the development of specific codes of conduct.

Proposds for implementing the recommendations are outlined on page 11. This work should be
completed and the new system in place by the end of 1993 at the |atest.



A Savings Ombudsman

There needs to be an effective way of resolving disputes between savers and members of the savings
industry that is chesp, fast, and accessible.

We recommend that:
a Savings Ombudsman be gppointed to hear disputesinvolving 'managed fund' products or services.
Education

People need education and training to equip) them to look after thelr own interests in planning and
providing for retirement.

Werecommend that:

al New Zedanders have access to education programmes on budgeting and preparing for retirement,
induding:

- young people, through the standard schoal curriculum;

- employess, through programmes held in the workplace; and

- those outsde the workforce, through public information programmes;

the Retirement Commissioner (see page 11) coordinates the education programmes, including
designing resource materids in consultation with teachers, e Minisry of Consumer Affars, the
savings industry, and employer and employee groups.

I nformation

Educating people to cope better with retirement issues, and requiring better disclosure by providers,
advisers and sellers (see above), are only part of the solution.

Werecommend that:

the Retirement Commissioner (see page 11) ensures that people receive clear, accurate information
on current trends in retirement provision, and other areas of society or the economy that affect
savings and the ederly; induding:

- patterns of voluntary private savings - how much people are saving, and in what types of
products, rates of return on investments, and a comparison of al of these with the assumptions
used at the time of the previous review;

- peformance of ngor paticipants in the new retirement regime such as the financid sector,
employers, educators, regulators. Savings Ombudsman;



- evidence of peopl€e's ahility to afford to save for their retirement including statistics on how much
people earn, spend, and own,

- current and future effects of the age mix of the population;

- labour market gatigtics including size and compodtion of the workforce, earning levels, and
continuity of employment;

- datigics on people moving from full-time work to retirement, and on sdf-employment, part-time
employment, ages of retirement, age when pensions are drawn;

- gandards of living of people whally reliant on National Superannuation and whether their income
is adequate;

- economic performance;
- afordability of Nationd Superannuation;

- overdl government financid picture, including the share of the ederly in tota spending compared
with other groups;

- internationd trends and issuesin the provison of retirement income; and

- other economic and socid changes and policies which affect savings, and the dderly. These
could include hedth and education costs, and datistics on housing, marriage break-ups, life
expectancy, and the way we care for people in our community.

This information would improve peoples understanding of the context for their persond retirement
decisons.

Thereisdso aneed for aservice smilar to the Austrdian Financid Information Service which can provide
unbiased advice on the information savers need to make an investment decision, without recommending a
particular type of investmen.

We recommend that:

afree counsdling, information and referrd service be set up to provide information and factuad advice
on public and private provison for retirement.

This public information service should be coordinated by the Retirement Commissioner.

People aso need to be better informed about the implications of a marriage break-up for their retirement
provison.



Werecommend that:

information be made available on the options people have for splitting superannuation entitlementsin
the event of marriage bresk-ups.

We a0 bdlieve that the courts should rely more than at present on the ‘wait and see’ approach, because
thisismore likely to give each spouse an equa share of superannuation entittements. This would require a
change to Section 31 of the Matrimonia Property Act.



Maintaining the new regime

Thesix yearly review

The success of the new private and public retirement policy mix will need to be assessed & intervas to
ensure it remains sustainable through changing economic and socid circumstances.

Werecommend that:

retirement policy be reviewed every sx years, with the first review teking place in 1997. If the
electord cycle should change, a new formula should be used to avoid the review coinciding with an
election year.

the Review Group be an independent body comprising private sector members and public officids
under an independent chair. The precise terms of reference for each review should be drawn up at
the time, to ensure topical issues are covered.

We recognise the risk that the improved voluntary regime we propose may not achieve the required
changes in peopl€e's saving behaviour. If, a the time of the 1997 review, there has not been sufficient
improvement in long-term private saving, we think it inevitable that the review team would need to give
Serious cong deration to recommending a compulsory savings regime.

Theretirement policy ‘work programme

We recommend:
a ‘work programme’ for the periods between reviews to gather information on retirement provision,
and carry out research and andysis. The purpose would be to monitor the operation of retirement
policies in preparation for each review, and provide much of the materid for the public information
programme (see pages 89). Both the government and opposition parties could propose items for
research and andyss.

Retirement Commissioner

We recommend that:
the position of a Retirement Commissioner be set up to take over from the Implementation Group
(see bdow), and manage the various programmes we have proposed. The particular functions to be

carried out by the Commissioner would include:

- completing the introduction of the agreed changes to the improved regime, and monitoring
progress,

- providing the government with information on ways to srengthen and improve the regime;

- encouraging private retirement provison through the continuing programme of public education
and information to individuas, employers and others, and



- managing the work programme of information gathering, research
and andysis.
The public, the industry and the politica parties will need to be confident that the Commissioner has the
expertise, resources and independence to do a thorough job, and will reinforce policy gahility in the
period between reviews. Rather than the Commissioner being - or being seen to be - an insdrument of
continua change, the main focus would be the collection and publication of factud informetion.

The Commissioner should be a gtatutory officer attached to the Department of Socid Wefare, working
closaly and co-operatively with dl public and private agencies with an interest in retirement policy.

I mplementation
We recommend that:

an Implementation Group be established by the Prime Minigter early in 1993, charged with managing
the implementation of our recommendations as they are approved by the Government.

The Group should complete itswork by December 1993, or earlier if the Retirement Commissioner isina
position to take over.
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Consaultation and selection

The consultation process

The Task Force asked for and listened to the opinions of many New Zedanders on the issues and the
three options. Our seminars were attended by civic, Maori, and Pacific Idand community leaders, young
people, women's groups, those who provide financid services, employee and employer groups,
beneficiaries, those on low incomes, the unemployed and retired people. We aso received submissions
and letters from both groups and individuas.

A number of issues were raised frequently, and we took peopl€e's reservations and suggestions on these
into condgderation when making the recommendations outlined in this report. We were aso able to
correct some of the unnecessary worries people had about provison for retirement. For example, some
people thought that private provison was intended to replace public provison, i.e, Nationd
Superannuation. There was a great ded of support for political agreement which would make for a stable
retirement income regime, free from congtant change and from party politicking.

I ssues discussed included:

- the need for a strong commitment to change in order for the improved voluntary regime to work;

- whether the regime was affordable in the long-term;

- theneed for better education and information under any new regime; and

- whether things which currently discouraged people from saving would be removed under this option.

At different seminars, smilar views were expressed by smilar groups. Key concerns were that:

Maori the new regime should alow a collective as well as an individud-based approach to
retirement.
Women the new regime should not disadvantage the low paid or

people whose work a home and in the community is unpaid.

Pecific Idanders low income earners should not be disadvantaged, and
community-based schemes should be possible.

Retired people the new regime should improve policy stability.
Low-income earners low-income earners should not be forced to save what they could not afford.
Y ounger people aflexible regime should be chosen.

There was genera support for flexibility, and for a smooth and gradua change from the current system to
the new regime. Our improved voluntary schemeis the best way of meeting these concerns.
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The selection process

We fet that it was important that any new retirement income regime should have five key dtributes.
It should:

provide agood return on savings,

- provide people with financid security;
- befar;

- beflexible; and

- bedffordable.

When we measured each of the three options (improved voluntary, tax incentives, and compulsory
savings) againg these dtributes we found that the improved voluntary regime came closest to fulfilling
them dl.

The key wesknesses of the tax incentive option are that it would be unfair on low-income earners who
would pay more tax to pay for the scheme but would have less money to save to take advantage of tax
concessions, and it would cost the government more in tax incentives than it would save in Nationa
Superannuation payments.

The key weaknesses of the compulsory savings option are that it would be large, complex and expensive
to adminigter; low-income earners may be forced to give up other necessities in order to save; and its
likely immediate impact would be lower economic growth.

The strengths of the improved voluntary option are that it would provide a good return on savings because
it would promote more efficient, competitive markets; it would provide financid security through stable
policies built on paliticd and community consensus; it would be fair because it accommodates the
differences in the circumstances of individuas and groups; and it would be flexible and more affordable,
alowing people to choose how, when and how much they save.



