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AMONG DEVELOPED COUNTRIES, New Zealand
has taken a unique approach to the provision of
retirement income. At its centre is universal New Zealand
Superannuation (NZS), supplemented by KiwiSaver and
other forms of voluntary private saving. Along with high
rates of home ownership, residency-based NZS has been
outstandingly successful in reducing poverty among those
over the age of 65. Indeed, this group has the best living
VWDQGDUGVSURˉOHRIDQ\DJHJURXSLQ1HZ=HDODQG
7KH ˉVFDO FRVW RI 1=6 LQ QHW WHUPV LV UHODWLYHO\ ORZ E\
international standards at around 4.1 per cent of GDP today,
rising to 6.1 per cent in 2050 and just 6.7 per cent by 2060.
:KLOHWKLVDSSHDUVWREHDPRGHVWLQFUHDVHDVVRFLDWHGˉVFDO
pressures from an ageing population, including healthcare
costs, make the picture less benign.
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Table 2: Structural Ageing in New Zealand 2006 to 2050
Projected ratios of different age groups
15-64 years

NZS DOES NOT discourage saving or working since it is
not income- or asset-tested, and there is no requirement to
actually retire from work. Wealthy recipients of NZS may still
EH LQ ZHOOSDLG ZRUN DQGRU KDYH RWKHU VLJQLˉFDQW SULYDWH
incomes and assets.
Some of this group may have accumulated their wealth with tax-free capital gains and may have
EHQHˉWHGVXEVWDQWLDOO\IURPWKHLQFRPHWD[FXWVDQGORZHU3RUWIROLR,QYHVWPHQW(QWLW\ 3,( UDWHV
of tax. The amount of NZS retained, after-tax, by individuals taxed at the top income tax rate of 33 per
FHQWȝSHUKDSVEHFDXVHWKH\VWLOOZRUNIXOOWLPHȝDFWXDOO\H[FHHGVWKHQHW-REVHHNHU6XSSRUWEHQHˉW
rate paid to an unemployed adult (see Table 1).

Table 1: New Zealand Superannuation (NZS) and Jobseeker Support rates at 1 April 2014
Category

% Net average
wage

Annual rate

Annual Net

Annual Net

NZ$ (gross)

Primary Tax

33% Tax

NZS Single, living alone

43%

$21,932

$19,080

$14,692

NZS Single, sharing

40%

$20,154

$17,612

$13,503

NZS Married person or partner
in civil union or de facto
relationship

33%

$16,600

$14,677

$11,121

Jobseeker Single, 25+ years

$12,147

$10,871

Jobseeker Married, civil union
or de facto couple (with or
without children) (each)

$10,122

$9,059

The argument for cost containment may become compelling over the next two decades as increasing
numbers of baby boomers reach retirement with ever larger, subsidised KiwiSaver lump sums and
qualify for NZS, which under the pay-as-you-go system must be funded by current taxpayers. NZS is
partially prefunded, but the New Zealand Superannuation Fund (NZSF) in itself does not reduce the
FRVWRI1=6DQGDFFXPXODWLRQLQWKHIXQGKDVRSSRUWXQLW\FRVWV$VLPSOLˉHGYLVXDOSLFWXUHRIWKHVFDOH
of demographic change is provided in Table 2.
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65+ years

2006

2020

2030

2050
Source: New Zealand Treasury

Future pension payments may be reduced through the use
of one or more of three main levers: the age of eligibility,
the level of payments, and means-testing. While raising
the eligibility age is often discussed as if it were the only
option, a carefully considered mix of the three levers
might most effectively maintain the best features of NZS.
7KHˉUVWWZROHYHUVDUHEULHˊ\GLVFXVVHGEHORZIROORZHG
by a more detailed proposal for use of the third lever:
income-testing. This third lever has been seldom discussed
seriously in New Zealand since the late 1990s when the
surcharge was abolished.

LEVER 1: INCREASE THE QUALIFYING AGE
The New Zealand Treasury has investigated the possibility
of raising the eligibility age for NZS. Though this may
appear inevitable in the face of an ageing population
and increasing longevity, caution is advised. An important
disadvantage of relying on this strategy to improve
NZS sustainability is that many people with physically
demanding jobs are disabled or sick by age 65 and
unable to work further. Others lack the required skills or
education to meet market requirements, or have full-time
unpaid caregiving duties, such as looking after parents
or grandchildren. The savings accrued from raising the
age of eligibility would need to take account of the costs

SUPERANNUATION

of supporting such people and would require another form of state
DVVLVWDQFH7KHXVHRIFRQYHQWLRQDOZHOIDUHEHQHˉWVZLWKVWULQJHQW
income tests may mean that those who cannot continue to work
exhaust their private retirement resources before reaching the new,
higher age of eligibility.

However, the baby boomers now aged 49-69 are very diverse in
both health status and resources. Many are not well-off, and some
KDYHORVWPRQH\LQ1HZ=HDODQGȠVˉQDQFHFRPSDQ\PHOWGRZQDQG
LQWKHOHDN\KRPHVˉDVFR2WKHUVKDYHVXIIHUHGWKURXJKGLYRUFHDQG
ill health.

The level of NZS needs to be high enough
to prevent hardship, and it does that for
most – particularly for those who are
home-owners – though some pensioners
clearly still struggle.

The level of NZS needs to be high enough to prevent hardship, and
it does that for most – particularly for those who are home-owners –
though some pensioners clearly still struggle. While the Retirement
Commissioner has suggested there is a case for a moderation of the
indexation formula, reducing either the level of NZS or the relativity
to wages over time may undermine the desirable achievement of low
hardship rates for the 65-plus group.

+RZHYHU1HZ=HDODQGUXQVVRPHˉVFDOULVNE\EHLQJRXWRIVWHS
internationally. In Australia, for example, the increase to age 67 for
the Age Pension will begin in 2017 and is to be achieved over only
six years, with talk of a further extension to age 70 by 2035. New
Zealand’s current reciprocity agreements with Australia and other
countries mean that individuals’ residency there can be used to
qualify for NZS if they emigrate to New Zealand. This potential for
people from other countries with higher qualifying ages and higher
residency and/or contribution requirements for the age pension
WREHQHˉWIURPRXUOHVVVWULQJHQWFRQGLWLRQVLVDQRWKHUULVNWRWKH
future affordability of NZS.

Another approach is to rationalise the three different rates for NZS.
As shown in Table 1, there is a married rate, a single sharing rate at
60 per cent of the married rate, and a single living alone rate at 65
per cent of the married rate. As previous Retirement Commission and
Periodic Report Groups Reviews have noted, these differences are
hard to justify. The rates are historical and are unsuited to a modern
ZRUOGRIˊH[LEOHOLYLQJDUUDQJHPHQWVDQGUHODWLRQVKLSV7KHUHLVD
FDVHWKHUHIRUHWRSD\WKHVDPHˊDWUDWHWRHYHU\RQHVHWVRPHZKHUH
between the married person and single sharing rate, with an
additional means-tested payment where housing costs are high.

:KLOHDQLQFUHDVHLQWKHTXDOLI\LQJDJHLVLQHYLWDEOHWRUHˊHFW
improved average longevity, greater participation in the workforce,
and to align with other countries such as Australia, if the only way
to do this politically is to give a long lead-in time, there will be little
or no potential for immediate savings from using this lever. To date,
both major parties have shown a lack of political will to signal a
timetable for any such rise.

LEVER 2: DECREASE THE PAYMENT
A second lever to reduce the cost of NZS is to reduce the payment
level. One approach is to change the indexation basis for NZS.
3URMHFWLRQVVKRZWKDWˉVFDOVDYLQJVIURPLQGH[LQJWKHDQQXDO
SD\PHQWRI1=6WRLQˊDWLRQUDWKHUWKDQZDJHVZRXOGOHDGWR
VLJQLˉFDQWORQJWHUPVDYLQJV7KHUHDOVSHQGLQJSRZHURI1=6
would be protected but the rate of NZS would fall relative to
average wages.
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About 27 per cent of superannuitants live alone and possibly the
majority would still need accommodation assistance. Nevertheless,
savings can be made here without affecting the living standards
of those dependent solely on the pension. Whether or not there is
a separate rate for living alone, the alignment of the married and
VLQJOHUDWHVDSSHDUVMXVWLˉHG7RVDYHFRVWVZLWKRXWGLUHFWFXWVWKH
single sharing rate could be frozen until the married rate catches up
through normal annual adjustments.
In summary, apart from modernising and improving simplicity
E\DOLJQLQJWKHUDWHVRI1=6WKHUHDSSHDUVOLWWOHMXVWLˉFDWLRQIRU
reducing NZS costs by lowering the level of NZS payments as this
approach risks increasing old-age hardship.

LEVER 3: A MEANS TEST
This leaves some form of means test – sometimes referred to as the
‘third rail’ of superannuation policy, by analogy with the potentially
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OHWKDOHOHFWULˉHGWKLUGUDLORIDUDLOZD\WUDFN7RXFKLWDQG\RX
GLH1HZ=HDODQGȠVLQFRPHWHVWKLVWRU\KDVPDGHLWDSROLWLFDOO\
unattractive option (see sidebar). Yet there is a way to apply
an income test fairly, and with enough useful savings to take
the pressure off sole reliance on raising the qualifying age or
reducing the rate of NZS.

In Australia the
means test on
the Age Pension
takes account
of both income
and assets. It is
likely that New
Zealanders would
ǌQGWKDWDVWHS
too far.

In Australia the means test on the Age Pension takes account of
both income and assets. It is likely that New Zealanders would
ˉQGWKDWDVWHSWRRIDU7KLVSDSHUWKHUHIRUHFRQFHQWUDWHVRQ
an income-based means test, but that does not preclude an
attempt to include as much imputed income from assets as
feasible over time.
8VLQJˉJXUHVLIWKHUHLVQRRWKHULQFRPHWKHJURVV
amount of NZS is taxed at the lowest tax rate and net
disposable income is $14,677 for a married person (see
intercept on vertical axis in Figure 1). For a superannuitant with
enough other income to be in the top tax bracket, the net NZS
payment after tax at 33 per cent increases his or her disposable
income by $11,121.
In the context of the overall population, the net $11,121 of
NZS paid to the wealthiest married superannuitant is more
than the net Jobseeker Support of $9,059 (annualised) paid to
an unemployed married adult. The current net gain to single
sharing and single living alone wealthy superannuitants is even
greater: $13,503 and $14,692 respectively, compared to $10,871
(as an annual rate) for a single person on Jobseeker Support.

USING THE TAX SYSTEM
Finding a way for the upper line to meet the lower line in Figure
1 by reducing the generosity of net NZS at the top end may
reduce the degree to which the other two main levers must be
employed. The intent is to save costs by affecting only those
ZLWKVLJQLˉFDQWȟRWKHUȠLQFRPHZKLOHOHDYLQJWKHGLVSRVDEOH
income of the vast majority of superannuitants virtually
unchanged.

A HISTORY OF INCOME TESTS
When the National government introduced ‘National Superannuation’ in 1977, it was
more generous than the previous age pension arrangements. Between 1977 and
1985, National Superannuation was fully universal, as now, and though relativity to
the average wage was reduced from its initial 80 per cent for a married couple, it was
DOZD\VKLJKHUWKDQWKHUDWHIRUȟZHOIDUHȠEHQHˉWV
While there was no income test for National
Superannuation, the top personal tax rate was 60
per cent, and then 66 per cent between 198286, when a 10 per cent surtax was imposed.
This meant that income retirees who were still
in well-paid jobs or receiving other substantial
income, could retain at most 34 per cent of
the gross pension. Universal pensions and
progressive taxation went hand in hand.
In 1985, the Labour government controversially
imposed a 25 per cent surcharge on all other
income over an exempt amount. This had the
effect of recovering the full amount of the state
pension from high earners. When the top tax rate
was later reduced, the surcharge effectively acted
as a substitute for more progressive taxation for
those receiving the universal pension.
nsio
on.
2QUHJDLQLQJRIˉFHLQDQGGHVSLWH
DQGGHVVSLWH
promising to repeal the surcharge,
rcharge, the
t National
JRYHUQPHQWLQVWHDGLQWHQVLˉHGPHDQVWHVWLQJ
VLˉHGP
PHDDQVWHVWLQJ
of the pension by recasting
g it as a welfare
w
EHQHˉW7KHGHHSO\XQSRSXODUSROLF\ZDV
XODUSR
ROLF\\ZDV
abandoned before being implemented
mplementted

and in a policy U-turn, the surcharge was
reinstated, but at a more stringent level. However,
by its last year, 1998, the threshold of exempt
income for the surcharge had become more
generous and the rate of clawback was only 20
per cent.
While the surcharge was complicated and
contentious, it performed a useful cost-saving
function without imposing hardship. The cost of
abolishing it was estimated to be $400 million,
or 10 per cent of the net cost of NZS. By the end
of the 1990s, the state pension was again fully
universal and for a brief time, the better-off
paid a maximum of 33 per cent tax on it. When
Labour was elected in 1999, the top tax rate was
raised to 39 per cent, and in 2010 the National
governmentt reduced
d
d it once again
i to
t 33 per cent.
t
Figure 1 shows the current disposable income of
a married superannuitant compared to
an ordinary taxpayer.

To make the lines meet, a ‘negative income-tax approach’ could be
used. In the past, when the surcharge operated, such an approach
was suggested as a sensible rationalisation. This reform option
PHDQVWKDWWKHˊRZRIWD[WRWKH,5'RQJURVV1=6DQGRWKHU
income, and the surcharge paid by a superannuitant, is offset
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Difference from $70,000
a constant $11,121

$20,000

$126,000

$114,000

$102,000

$90,000

$78,000

$66,000

$54,000

$42,000

$30,000

$0

Extra Gross Income Earned

)LJXUH7ZRWLHUHGUDWHRI IRUˉUVWHDUQHG 
DQGDERYH
$120,000

NZS Recipient

$100,000

Ordinary Tax Payer

$80,000

...a ‘basic income’
approach may
be simpler to
implement and
understand. A
Universal Basic
Income (UBI) is
already part of the
current discussion
in New Zealand
about the future
of work.

Income Cutout

$60,000

Point $147,000

$40,000
$20,000

$152,000

$136,000

$120,000

$104,000

$88,000

$0
$72,000

Another concern may be that the NZSG would need
to be carefully packaged so as not to adversely
LQˊXHQFHWKHGHFLVLRQWRVDYH7KLVRIFRXUVHZRXOG
be much more of a problem with a full means-test
that included assets than the proposed income-test
operated through the tax system.

$40,000

$56,000

The NZSG would be far less complicated than other
forms of clawback such as the surcharge, a welfaretype means-test directly on NZS, or even a negative
income-tax approach. As with any targeting regime, an
increase in the degree of targeting will result in some
avoidance activity. However, the NZSG proposal is not
nearly as harsh as the welfare means-test that applies
WRUHVWKRPHFDUHVXEVLGLHVRUZHOIDUHEHQHˉWV,W
provides a gentle clawback using the principle of
progressive taxation which, it can be argued, is the
natural counterpart of the universal provision of a
basic income.

}

$60,000

$40,000

Technically, this proposal differs from the surcharge
of 1985-1998 in that the NZSG payment is not part
of taxable income. The surcharge was exceedingly
complex, applying until the net advantage from NZS
was equal to the surcharge paid, and could mean
different end points (when NZS had been fully clawed
back) for different taxpayers. Few could follow the
calculations. The surcharge was also perceived as

FEATURES OF THE NEW ZEALAND
SUPERANNUATION GRANT

Ordinary Tax Payer

$80,000

$24,000

A break-even point exists where the NZSG, plus extra
income from work or investment, net of the new tax
rate, is equal to the disposable income of an ordinary
taxpayer paying the usual rates of income tax. This
point is effectively where the gain from the NZSG has
been offset by the new tax. Any over- payments of tax
by high-income earners could be claimed back at the
end of the income tax year.

Given that for 80 per cent of NZS recipients, NZS
provides at least 55 per cent of their income, a tiered
tax structure is needed to protect those with limited
extra income. Figure 2 illustrates a tiered scenario;
ZLWKUDWHVRISHUFHQWIRUWKHˉUVWRIRWKHU
income, and 39 per cent on each dollar above that.

NZS Recipient

$100,000

$6,000

To illustrate, the basic income, called here the ‘New
Zealand Superannuation Grant’ (NZSG), would be paid
to all superannuitants as an unconditional weekly
non-taxable basic income. Then, a separate tax
scale would apply to all of a superannuitant's gross
earnings, whether from wages, dividends, or interest.
In this example, it is proposed that the NZSG is the
same for everyone (married, single sharing, single
living alone) and that any extra supplement for high
housing costs would be part of the welfare system.
While the NZSG could be set at any level, Figure 1
shows it as equal to the current (after-primary tax)
rate of NZS: i.e. $14,677 for a married person.

$120,000

$18,000

Under the NZSG, an individual could either opt for the
NZSG and the new tax scale for all other income, or
wait until end of the tax year and take any NZSG due
as a rebate. For high-income earners, whether that
income is earned from paid work or from investments,
the new tax scale would not remove their right to
WKHEDVLFLQFRPHˊRRURIWKH1=6*LIRWKHULQFRPH
reduces or disappears. Thus the NZSG is the prototype
of a basic income that provides automatic income
security as of right.

$8,000

However, a ‘basic income’ approach may be simpler to
implement and understand. A Universal Basic Income
(UBI) is already part of the current discussion in New
Zealand about the future of work. The UBI is based
on principles of non-conditionality and individual
treatment, and changing NZS into a basic income
would demonstrate how such a policy would work for
the group aged over 65.

Figure 1: The current situation for a married superannuitant:
disposable income with NZS

0

an additional, discriminating tax that could result in
marginal rates of tax exceeding 50 per cent.

0

against the gross NZS payment from the IRD. Money
ZRXOGˊRZRQHZD\RQO\

Extra Gross Income Earned
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7KHLQWHJULW\RIWKH1=6*DSSURDFKZRXOGUHTXLUHWKDWWKHWRS3,(
UDWHEHDOLJQHGWRSHUFHQW$OWHUQDWLYHO\JURVV3,(LQFRPHFRXOGEH
included as ‘income’ to be taxed at 39 per cent, less the tax already paid
E\WKH3,(RQWKHPHPEHUȠVEHKDOI VLPLODUWRWKHLPSXWDWLRQUHJLPH 
The same argument applies to income earned through trusts, companies
DQGRYHUVHDVYHKLFOHV7UHDWPHQWRIFXUUHQWDQQXLWLHVDQGGHˉQHGEHQHˉW
pensions raise other complex but not insoluble problems.

CONCLUSION

These savings
are possible
without
imposing
hardship or
DǋHFWLQJWKRVH
with modest
additional
income and can
be achieved
relatively
quickly.

This preliminary analysis suggests that the combined approach of
adopting the two-tiered tax scenario, freezing the single-sharing rate
so that over time it aligns with the married rate, eliminating the livingalone rate, and increasing supplementary assistance for accommodation
costs, will result in immediate savings of more than 10 per cent of net
NZS, and that this should increase gradually over time.
These savings are possible without imposing hardship or affecting those
with modest additional income and can be achieved relatively quickly.
7KHLQHYLWDEOHLQFUHDVHLQWKHHOLJLELOLW\DJHWRUHˊHFWLPSURYHGORQJHYLW\
could be more gradual, reducing the disadvantages for individuals who,
given the arduous nature of their employment, may expect to retire
earlier than others. It would also continue to recognise that many older
people contribute valuable unpaid caregiving and other voluntary work
and should be supported by a basic income.

more spending or lower taxes for
younger New Zealand taxpayers. It may
therefore lead to improved perceptions
of inter-and intra-generational equity.

...the proposed NZSG
RǋHUVVHYHUDOSRWHQWLDO
advantages compared
with other targeting
regimes. It is relatively
simple to administer, and
LWLVǍH[LEOH
If it is agreed that the cost of NZS
should be reduced by increasing the
degree of targeting, using the tax system

and the proposed NZSG offers several
potential advantages compared with
other targeting regimes. It is relatively
VLPSOHWRDGPLQLVWHUDQGLWLVˊH[LEOH
The choice of tax rates for other
LQFRPHDOORZVˊH[LELOLW\DQGFODULW\LQ
reaching a desired breakeven point and
UHTXLUHGˉVFDOVDYLQJV,WDOVRSURYLGHV
choice and clarity for high-income
superannuitants who are not denied
DFFHVVWRWKHEDVLFLQFRPHˊRRURI1=6*
if their situation changes.
NZSG illustrates a possible reform
to NZS as a means of enhancing the
sustainability of an already world-class
retirement system.

s.stjohn@auckland.ac.nz

Acknowledgements
The assistance of Dr Claire Dale,
Michael Littlewood and Siu Yuat
Wong, of the Retirement Policy and
Research Centre, with this article
is acknowledged. Thanks also to
Matthew Bell, Senior Analyst at the
New Zealand Treasury, for costing the
options.

After a phase-in period, the proposed NZSG would aim to pay a single
rate to all, independent of relationship status or living arrangements. This
ZRXOGUHPRYHXQIDLUFODVVLˉFDWLRQVWKDWDUHGLIˉFXOWWRSROLFH,WZRXOG
also reduce the cost of NZS, although additional payments for those with
high accommodation costs, whether living alone or not, would be required.
As with any targeting regime, efforts to maximise returns will lead to
some tax planning activity. However, those who should be paying the
top rate of tax of 33 per cent already have an incentive to reduce their
taxable income and some already pay little or no tax. It is debatable
whether a marginal 39 per cent tax rate would substantially change
behaviour but there is the possibility that it could provide the impetus
for a full investigation into, and exposure of, current and potential tax
avoidance activities by wealthy individuals. Under the proposed NZSG, a
wealthy person would need to reduce taxable income to under $15,000
to avoid the 39 per cent rate completely.
7KHSURSRVHGFKDQJHZRXOGGHFUHDVHWKHˉVFDOFRVWRI1=6WKURXJK
reductions in payments to high-income superannuitants and thus allow
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KEY TAKE-OUTS
• Fiscal pressures out to mid-century suggest that changes to New Zealand
Superannuation (NZS) are needed.
• These changes must retain the valuable aspects of NZS.
• Altering NZS to a basic income could save 10 per cent of the net cost from the upper end
of the distribution while leaving the majority of superannuitants little affected.
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