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time, defined benefit schemes had over twice the assets of defined contribution 
schemes but half as many members. While membership of lump-sum defined 
contribution schemes has remained constant, and their assets have increased 
40% in real terms, the pension-providing defined benefit schemes have lost 
nearly a third of their membership and their assets have fallen by a half in real 
terms. This reinforces the conclusion that retirement income provision by way 
of pension income may become increasingly rare in the future. To encourage 
greater voluntary provision, the government is introducing the defined 
contribution workplace-based KiwiSaver scheme. This is expected to boost the 
coverage of workplace superannuation as it provides a financial incentive for 
membership, and automatically enrols all new employees (who may then opt 
out). 

Given the importance of wealth accumulation for retirement income support 
in New Zealand, results from the Survey of Family Income and Employment 
(second wave)9 are of direct interest (Statistics New Zealand, 2005b). The 
survey suggests that both the ‘pre-retirement’ 45–64 and the 65 and over age 
groups have relatively modest overall levels of financial wealth, with only 17% 
of the pre-retirement group having superannuation savings, and only around a 
third in each case having other financial assets. However, it is understood 
superannuation holdings have been under-reported, so the figures understate the 
actual position to some extent. (See Table 5.3.) 

According to the Survey of Family Income and Employment, although the 
average net worth of the 65 and over group was $227,000, the median net worth 
was $151,000 (that is, half of the 65 and over population had a net worth less 
than this), further indicating the skewed nature of the distribution of wealth 
holdings. 

Table 5.4 indicates how asset accumulation translates into relatively modest 
private incomes, as measured by the 2004 Household Economic Survey 
(Statistics New Zealand, 2004). As can be seen, half of all people aged 65 and 
over have private incomes less than $781 per year. 

Table 5.5 provides another way of looking at this, showing the proportion of 
income from different sources for the population aged 65 and over. The data, 
taken from the 2004 Household Economic Survey (Statistics New Zealand, 
2004), shows that nearly 9% of income, on average, is derived from investment 
income with another 5% from private pensions and trusts. Almost 8% of income 
derives from wage, salaries or self employment, while 75% of income is derived 
from NZS. 

There is some debate about whether future generations of older people will 
have made adequate voluntary provision for their retirement. In a Treasury 
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working paper, Saving for Retirement: new evidence for New Zealand, the 
authors concluded that “The evidence we present, tentative though it is, does 
suggest there may not be widespread undersaving for retirement” (Scobie et al., 
2004, p. i). On the other hand, Skilling and Waldegrave (2004) in the discussion 
paper The Wealth of a Nation: the level & distribution of wealth in New Zealand 
stated that, in aggregate, New Zealanders held little financial (non-housing) 
wealth compared to people from other countries, and asserted that the prospects 
for wealth accumulation were likely to worsen over the coming decades. 

Table 5.3: Individual wealth holdings by selected age groups 

Mean amount held for 

whole of age group ($) 

Percentage holding 

assets in this form 

(%) 

 

45–64  

age group 

65+  

age group 

45–64  

age group 

65+  

age group 

Assets     

Residential property 132,000 115,000 74 74 

Superannuation 9,000 <500
*

 17 1 

Bank accounts 15,000 23,000 76 82 

Life insurance 8,000 1,000 23 7 

Financial assets 15,000 24,000 34 36 

Business 60,000 20,000 24 8 

Trusts 13,000 3,000 4 2 

Vehicles, leisure 

equipment 13,000 7,000 89 79 

Other assets 38,000 35,000 100 100 

Liabilities     

Mortgages 32,000 2,000 43 6 

Bank overdraft 5,000 <500 16 3 

Credit card debts 1,000 <500 48 28 

Other liabilities 1,000 <500 16 3 

Net worth 264,000 227,000 – – 

Note 

* Although the overall average is less than $500, the median value for the 

1% who do hold superannuation assets is $70,000. 

Source: Statistics New Zealand, 2005b. 



Retirement Incomes 

 133 

Table 5.4: Median annual incomes for the 65 and over population 

Age 

Median private 

income ($) 

Median public 

income ($) 

Median total  

income ($) 

65–69 1,500 11,539 15,217 

70–74 905 11,539 15,199 

75+ 420 13,991 15,417 

65+ 781 11,539 15,232 

Note: Statistics New Zealand provided access to Household Economic Survey 

data under conditions designed to give effect to the confidentiality provisions 

of the Statistics Act 1975. The results presented in this analysis are the work 

of the Ministry of Social Development except where otherwise stated. 

Source: Ministry of Social Development analysis of Household Economic 

Survey, 2004. 

Table 5.5: Sources of income for the population aged 65 and over 

Age 

Wages and 

salaries 

(%) 

Self-

employ-

ment  

(%) 

Regular 

income 

(pensions, 

trusts etc) 

(%) 

Invest-

ment 

income 

(%) 

Social 

welfare 

benefits 

(%) 

New 

Zealand 

Super-

annuation 

(%) 

65–69 12.1 6.5 5.4 10.2 3.0 62.8 

70–74 3.7 3.5 6.1 6.9 1.9 78.0 

75+ 0.3 0.5 4.9 8.4 3.8 82.1 

65+ 4.8 3.1 5.4 8.5 3.1 75.2 

Source: Ministry of Social Development analysis of Household Economic 

Survey, 2004. 

Retirement Commissioner 

The role of the Retirement Commissioner, established in 1993, is set out on the 
commissioner’s website (http://www.retirement.org.nz/). Her responsibilities 
include: 
• raising awareness of the need to plan for retirement; 
• providing education on financial management and planning tools; 
• collecting research on retirement planning behaviour and attitudes; and 
• providing information that aids the development of policies impacting on 

retirement. 
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Key outcome measures 

The effectiveness of retirement income policies can be assessed in several ways. 
The four measures discussed here are those with which international 
comparisons can be made, namely the fiscal costs of providing a state-supported 
old-age pension (NZS), poverty, replacement rates (that is, the ratio of income 
after retirement to income before retirement), and older people’s labour force 
participation. 

Fiscal costs 

The fiscal cost of NZS has two parts. One is the cost of payments to individual 
recipients. The second part is the contribution to the NZSF. The government 
spends 5.6% of GDP on the public provision of retirement income. This 
includes both direct spending on NZS, before tax recoveries, as well as 
contributions to the NZSF. The level of New Zealand expenditure is about 
average by international standards. The cost of the New Zealand system is 
included in Figure 5.1. 

Figure 5.1 shows the amount spent on pensions as a percentage of GDP in 
different OECD countries, based on 2000 data.10 

It can be seen that New Zealand spends a relatively low proportion of GDP 
on retirement income provision compared to most OECD countries. If, however, 
spending is related to the proportion of the population aged 65 and over, then 
our spending is only slightly below the average trend line shown in Figure 5.1. 
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for the 65 and over group. New Zealand has relatively good rates of older age 
employment compared to other OECD countries (Figure 5.5). Also, over the last 
decade, the proportion of older people in employment has steadily increased. 

Modelling the impact of population ageing on key 

retirement income measures 

The extent to which the population is ageing is discussed in Chapter 2. Our 
interest is in testing the sensitivity of retirement income outcomes to 
demographic and macroeconomic variables, and exploring the implications of 
varying retirement income policies. 

Models to address some aspects of these questions have been developed by 
the Ministry of Social Development and Treasury. The Ministry of Social 
Development uses benefit payment data to provide 5-year NZS expenditure 
forecasts for economic and fiscal updates. These in turn are used as input tracks 
in the Treasury’s Long-Term Fiscal Model (LTFM) (Treasury, 2006b). The 
LTFM is a spreadsheet-based projection model of government spending and 
revenue (see Chapter 4). It projects the cost of NZS for 50 years by using an 
aggregate projection method based on population and average wage growth. 
Treasury also uses a simulation model called TAXMOD to explore the effects 
of changes in tax and benefit levels over a 5-year horizon. Income data for this 
model comes from the 2001 Household Economic Survey (Statistics New 
Zealand, 2001). 

Current models, with the exception of TAXMOD, focus almost exclusively 
on projecting the fiscal costs of NZS. No models are available that allow an 
assessment of a wider set of retirement income outcomes over the long term. To 
this end, the Ministry of Social Development has begun building a SuperModel 
to project the impact of changes in demographic, economic or policy parameters 
on fiscal costs, poverty, replacement rates and employment over the 45 years to 
2051. 

The essence of the SuperModel is to create a synthetic population of people 
aged 65 and over for every year until 2051. These individuals are given 
characteristics such as age and income, which are then used to assess the overall 
level of spending on NZS, poverty rates, replacement ratios and other measures. 

The model is being built in three phases. 
• Phase 1, which has been completed, has allowed the modelling of the long-

term fiscal costs of NZS.13 The phase 1 model has synthetic populations 
where each individual aged 65 and over is assigned an age, a gender, 
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residency, a living arrangement, an income and an overseas public pension 
history. 

• Phase 2 will concentrate on projecting poverty rates and replacement ratios. 
• Phase 3 will model employment and wealth. 

Our approach to phase 1 of the SuperModel is described in the next section. 

Ministry of Social Development SuperModel 

Method 

The aim of the SuperModel is to model retirement income outcomes at the 
individual level by creating synthetic populations. If we knew the cost of 
providing NZS to each eligible individual in the population, we could simply 
sum over all recipients to obtain an aggregate cost estimate in fiscal terms. 
Synthetic populations are created by taking a synthetic base population forward 
in time using a series of annual transitions (namely, death, immigration and 
emigration) and ageing each individual at the end of the year. The base synthetic 
population file is created using age, sex and country of birth cross-tabulations 
from the 2001 census (restricted to the population aged 15 and over). 

NZS eligibility depends on a person’s residency. Percentiles of years of 
residence by age, sex and country of birth are used to impute the number of 
years lived in New Zealand by overseas-born residents. This history is important 
when testing the fiscal impact of changing the residency rules that determine 
eligibility for NZS. No other models can model the effects of residency changes. 

Statistics New Zealand already produces population projections under 
varying mortality, fertility and migration assumptions (see Chapter 2). It is not 
our intention to produce a different set of projections. The purpose of simulating 
the population is to provide projections at the unit record level, thus enabling us 
to model retirement income outcomes at the individual level. With this in mind, 
the SuperModel’s projected synthetic populations are based on Statistics New 
Zealand’s assumptions for mortality and migration. This ensures the simulated 
populations align with official population projections. Figures 5.6 and 5.7 
compare the 65 and over population projections under varying mortality and 
migration scenarios to the equivalent Statistics New Zealand series. The 
Statistics New Zealand and SuperModel projections are virtually identical, with 
small differences attributable to the random demographic transitions made by 
the SuperModel. 
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Figure 5.6: Projections for the 65 and over population under varying 

mortality assumptions, 2004–49 
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Figure 5.7: Projections for 65 and over population under varying migration 

assumptions, 2004–49 
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Living arrangements are a determinant of the rate at which NZS is paid.14 
Living arrangements are imputed annually using Statistics New Zealand 
Household Projections (2001–21). Since living arrangements are modelled 
explicitly, the impact of changes in living arrangements can be modelled with 
great ease in the SuperModel. 

Rates of NZS are calculated based on parameters specified by the user. 
Simulated individuals are tested for eligibility (age and residency), then 
assigned an NZS amount depending on their living arrangements. Individuals 
are also assigned overseas pensions (which are modelled as a function of their 
country of birth using data from the Ministry of Social Development’s 
administrative database). NZS is reduced by the amount of the overseas pension 
in accordance with section 70 of the Social Security Act 1964.  

To calculate the net amount payable to an individual, we need to know if 
they have any private income, as this will affect the marginal rate of tax they 
pay on NZS. Assuming all recipients are taxed at the primary rate (15% up to 
$9,500 and 21% from $9,500 to $38,000) would lead to the net NZS cost being 
overestimated. 

For this purpose, we have adopted a simple approach to simulate private 
incomes. Empirical private income distributions (by broad age groups (65–69, 
70–74 and 75+) and marital status (single and married, including de facto 
couples)) were derived from the 2004 Household Economic Survey. These 
distributions are used to randomly assign private incomes to simulated 
individuals. A diagrammatic overview of the Ministry of Social Development 
SuperModel (phase 1) is provided in Figure 5.8. 

Forecasting New Zealand Superannuation Fund contributions 

NZSF contributions have been modelled using the Treasury NZSF model.15 
GDP tracks and net NZS expenditure under the modelled scenarios are used as 
input tracks into the Treasury model. The Treasury model requires net NZS cost 
forecasts over 100 years, but the SuperModel simulates the older population up 
to 2051. Net NZS expenditure was extrapolated out a further 50 years by 
indexing the cost from the previous year by the percentage increase in the net 
married rate and the percentage increase in the 65 and over population 
according to Statistics New Zealand projections. 
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Figure 5.8: Overview of Ministry of Social Development SuperModel 

(phase 1) 
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Results from phase 1 

We have set out below the results from phase 1 of the SuperModel, which focus 
on the long-term fiscal costs of NZS. We have three aims in presenting these 
results. 
• To answer the question about the long-term fiscal costs of NZS given 

current policy settings. 
• To demonstrate that the Ministry of Social Development SuperModel results 

are consistent with other model projections. 
• To illustrate how these costs vary with different assumptions. Projecting 

50 years into the future involves dealing with an ‘expanding funnel of 
doubt’, and one view of this uncertainty can be obtained by showing how 
sensitive the results are to assumptions. 
The principal long-term assumptions used, together with the underlying 

demographic assumptions, are set out in Table 5.6. The economic parameters in 
Table 5.6 apply from 2010 onwards. Short-term economic assumptions are 
summarised in Table 5.7. All economic parameters (short and long term) are 
aligned with Treasury’s Budget Economic and Fiscal Update 2006 (BEFU06) 
assumptions (Treasury, 2006a). 

The increase in net average wage each year, and hence the increase in the 
net cost of NZS payments, is the result of the interaction between the increase in 
the gross average wage each year, held constant from 2011, and applicable 
income tax. With tax brackets adjusted every 3 years, there will be a 3-year 
cycle plus some progressivity effects, and hence the increase in net average 
wage will vary in every projection year. In terms of the way in which NZS rates 
are indexed this is a key difference between the Ministry of Social Development 
and Treasury projection methods. 
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Table 5.6: Long-term economic and demographic parameters and policy 

settings 

Parameter Standard scenario 

Price inflation (CPI)  2.0% per year
*

 

Productivity growth 1.5% per year 

Implied growth in gross average 

ordinary time weekly earnings 3.53% per year 

Tax threshold adjustments Adjustments 3 yearly, starting from 

2008/09 in line with CPI growth
†

 

Migration Medium (net migration gain of 10,000 

per year) 

Mortality Medium 

New Zealand Superannuation age of 

eligibility 65 

New Zealand Superannuation 

residency requirement 

10 years, of which 5 after age 50; this 

gives full entitlement 

New Zealand Superannuation 

indexing 

CPI, but subject to requirement that 

the net married couple rate be not 

less than 65%
‡

 nor more than 72.5% 

of the net average wage 

New Zealand Superannuation living 

arrangements 

A single person living alone is entitled 

to 65% of the net married couple rate 

and a single person sharing 

accommodation 60% 

Notes 

* Consumer Price Index (CPI) growth is held constant at 2.0% per year, in 

accordance with the existing Reserve Bank target central value. 

† The tax bracket change assumptions are desirable to ensure fiscal drag 

does not distort the results, given that the model calculates benefits 

according to the actual rules set out in legislation, which incorporate net 

of tax calculations. This assumption follows the policy direction outlined 

in Budget 2005. 

‡ Under the government’s confidence and supply agreement with New 

Zealand First this has been increased to 66% during the term of this 

parliament. 
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Table 5.7: Short-term macroeconomic assumptions, 2006–11 

Year 
Consumer Price 

Index inflation (%) Productivity (%) 

Gross average wage 

growth (%) 

2006 3.16 0.27 3.44 

2007 3.24 0.58 3.84 

2008* 2.68 0.77 3.47 

2009 2.07 1.58 3.69 

2010 2.02 1.62 3.67 

2011* 2.00 1.50 3.53 

Note 

* Tax thresholds adjusted. 

As mentioned previously, central to the development of this model was 
acknowledging the uncertainty around long-term projections of fiscal cost, and 
our interest in examining the various demographic and economic parameters 
that drive this uncertainty. With this in mind, we have investigated four other 
scenarios. 
• A higher rate of productivity growth of 2% (rather than the standard 

assumption of 1.5%) from 2011 onwards. 
• Low mortality. Statistics New Zealand’s low mortality assumption (rather 

than the medium) is used to simulate the synthetic populations. 
• An NZS take up of 100%. About 93% of the 65 and over population 

receives NZS. The remaining 7% comprises recipients of the Veteran’s 
Pension and means-tested benefits (such as the Emergency Benefit), eligible 
individuals who voluntarily forgo NZS, and those ineligible for any pension 
or benefit. We estimate that about 4% of the eligible population does not 
take up NZS. For this scenario, we model the impact on fiscal cost if all 
eligible individuals received NZS (that is, including the 4% that currently 
does not take up NZS). 

• Declining marriage rates. Under the standard scenario the proportion of the 
65 and over group living as a married couple declines gradually from 58% 
to 54% over 50 years, while the proportion of singles rises from 42% to 
46%. For this scenario, we assume a slightly steeper decline in the marriage 
rate, whereby it declines from 58% in 2006 to 49% in 2051, while the 
proportion of singles rises from 42% to 51% over the same period 
(Figure 5.9). 
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Figure 5.9: Proportion married and single under varying assumptions, 
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The results from the standard scenario are presented first, before exploring 

variations in fiscal cost under the different scenarios. 
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Standard scenario 

Net NZS expenditure (including NZSF contributions) as a percentage of GDP 
over the next 50 years is summarised in Figure 5.10. As a percentage of GDP, 
net NZS (plus NZSF contributions) is projected to rise from 4.8% to almost 6% 
in 2050. 

This is a well-established scenario and reflects the increase in the number of 
older people from around half a million in 2006 to over 1.3 million in 2050 
(Figure 5.10). 

Figure 5.10: Net New Zealand Superannuation (NZS) cost (including New 

Zealand Superannuation Fund contributions) as a percentage of gross 

domestic product (GDP), 2006–50 

0

1

2

3

4

5

6

7

8

20
06

20
08

20
10

20
12

20
14

20
16

20
18

20
20

20
22

20
24

20
26

20
28

20
30

20
32

20
34

20
36

20
38

20
40

20
42

20
44

20
46

20
48

20
50

Year

Net NZS as % of GDP Net NZS plus capital contributions as % of GDP

Percentage of GDP (%)

 

Consistency with Treasury projections 

Figure 5.11 compares the SuperModel projections to the Treasury’s LTFM 
(BEFU06) projections. 

Although the SuperModel and Treasury LTFM use different approaches, the 
projections are similar, with some differences emerging towards the end of the 
projection period. For example, the SuperModel projects net NZS (plus NZSF) 
expenditure to reach 5.9% of GDP by 2050, whereas Treasury projects it to 
reach 6.1%. 
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Figure 5.11: Comparison of net New Zealand Superannuation expenditure 

and New Zealand Superannuation Fund contributions as a percentage of 

gross domestic product (GDP) under Ministry of Social Development (MSD) 

SuperModel and Treasury Long-Term Fiscal Model (Budget Economic and 

Fiscal Update 2006), 2006–50 
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Scenario analysis 

Figure 5.12 summarises net NZS cost as a percentage of GDP under the various 
scenarios. For this figure, NZSF contributions are not included. Compared to the 
standard assumptions, assuming higher productivity growth will increase net 
NZS expenditure (as the result of higher increase in the net average wage) but 
will also increase GDP. The increase in GDP under the increased productivity 
assumption has more effect than the increase in NZS expenditure,16 so that the 
cost as a percentage of GDP is slightly less. By 2050, the net NZS cost 
decreases by 0.2% of GDP compared to the standard scenario. 

The lower mortality scenario affects levels of NZS through increased 
numbers reaching age 65, plus payments continuing longer. In fact, the lower 
mortality assumption has the most significant impact on net NZS cost, with an 
increase of 0.5% of GDP by 2050. The 100% NZS take-up scenario increases 
net cost (as a percentage of GDP) by 0.1% of GDP at the beginning of the 
projection period, rising to 0.2% by 2050. 

The impact of declining marriage rates is less significant, with the GDP 
differential increasing from around 0% to just under 0.1% in 2050. 
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Table 5.13 summarises net NZS cost including NZSF contributions under 
the modelled scenarios. In terms of the cost as a percentage of GDP, including 
contributions to (and withdrawals from) the NZSF, the high productivity and 
declining marriage scenarios make negligible difference. The mortality 
assumption gives rise to an increase of over 0.15% of GDP immediately, rising 
gradually to 0.35% by 2050. The 100% take-up scenario gives rise to an 
increase of 0.20% of GDP immediately, increasing to 0.25% by 2050. 

Options to meet the rising cost of New Zealand 

Superannuation 

Phase 1 of the Ministry of Social Development’s SuperModel has lent itself 
most directly to projecting the fiscal cost of NZS over the next 50 years, given 
current policy parameters. NZS as a proportion of GDP is projected to increase 
from 4.8% in 2006 to almost 6% in 2050 in our central forecast (including 
capital contributions from the NZSF). There is a considerable degree of 
uncertainty in these very long-term forecasts, and we have tried to show how 
projections vary with different assumptions about demographic and economic 
changes. 

Putting this uncertainty aside, our central forecast points to a modest 
revenue shortfall as the population ages. In the long term there will be some 
policy options about how to meet this shortfall. Generating revenue by 
encouraging increased labour force participation is one possible option. 

In this section, we have applied the model to investigate the extent to which 
increased labour force participation rates could offset the revenue shortfall 
generated by increasing NZS costs. Assume we want to ‘flatten’ the fiscal 
profile of NZS (including NZSF contributions) as a percentage of GDP from 
2011 onwards; in other words, assume we keep NZS costs as a percentage of 
GDP constant at 4.9% from 2011 onward (as opposed to it gradually increasing 
to 6%). The extra amount of revenue we would need to fund the remainder of 
the nominal cost would rise from $66 million in 2012 to $8.8 billion in 2051. In 
real (2006 dollar) terms this denotes a rise from $57 million in 2012 to 
$3.4 billion in 2051 (Figure 5.14). 

One important caveat: increasing labour force participation in practice 
would flow on to GDP, thereby changing the NZS (plus NZSF contributions) 
track, which would change the size of the revenue shortfall illustrated in 
Figure 5.14. For the purposes of this exercise, we have ignored the feedback 
between labour force participation and the revenue shortfall. The assumptions 
underpinning this model are outlined below. 



Opportunities and Risks: Implication of Population Ageing 

 154 

Figure 5.14: Real revenue shortfall generated by increasing New Zealand 

Superannuation costs 
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Labour force participation assumptions 

The labour force participation rate for the 55 and over group is 40% (from the 
Household Labour Force Survey (Statistics New Zealand, 2006a)). Since 2002, 
this rate has increased by around 4.8% per year. 

In Table 5.8 we present the age-specific participation assumptions. We have 
assumed participation rates continue to grow, but at a much slower rate than 
observed historically. We have assumed the actual hours worked are 
commensurate with current patterns. 

Table 5.8: Labour force participation rate assumptions, 2006–26 and 

onward 

 Labour force participation rate by age group (%) 

Year 55–59 60–64 65–69 70–74 75–79 

2006 78 60 27 11 5 

2011 85 70 30 15 10 

2016 85 73 35 20 10 

2021 85 75 40 20 10 

2026 onward 85 75 45 20 10 
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Figure 5.15 compares our increased 55 and over labour force with 
Treasury’s standard forecasts. The extra workers generated by increased 
participation rates are represented by the gap between the two lines in the figure. 

Figure 5.15: Fifty-five and over labour force under Treasury (Budget 

Economic and Fiscal Update 2006) forecasts and increased participation 

assumptions, 2006–50 
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Average wage earned and tax paid 

Data on average wages earned by the 55 and over working population, and the 
proportion working part time (which will affect the total tax take), were taken 
from the June 2005 release of New Zealand Income Survey (Statistics New 
Zealand, 2005a). The future average wage is projected by indexing it to 
Treasury’s gross wage growth assumptions (Table 5.6). Tax on the average 
wage is calculated based on the tax rules for any given year. For the 65 and over 
population we have assumed they will draw NZS when eligible and hence the 
additional tax generated by employment will be higher than would be the case 
were they not drawing NZS, to the extent that a higher effective tax rate will 
apply. We have not allowed for the possibility that some people who continue in 
work may elect not to receive NZS, which would produce a reduction in cost. In 
addition to income tax, we further assume that the disposable (net of tax) 
income of the extra workers will be completely consumed, to generate goods 
and services tax (at 12.5%). This may be a slight overestimate, as some people 
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may elect to save part of their earnings for subsequent retirement; on the other 
hand, they may consider existing savings adequate. 

Results 

Figure 5.16 illustrates the hypothetical revenue shortfall (in real terms) and the 
revenue stream generated through income tax and goods and services tax from 
the extra 55 and over workers. Up to 2032, the amount of tax generated exceeds 
the revenue shortfall. That is, there is more than enough revenue required to 
fund the shortfall. After 2032, however, the shortfall exceeds the tax revenue 
stream. Despite that, the extra tax is still projected to fund a substantial portion 
of the shortfall – 95% in 2033, gradually declining to 47% in 2050. 

Figure 5.16: Hypothetical revenue shortfall and extra revenue generated 

through income tax (PAYE) and goods and services tax (GST) (from extra 

55 and over workers) 
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Further development 

Any discussion of future superannuation policy requires consideration, not only 
of the long-term fiscal costs of public provision, but of levels of poverty and 
replacement rates of the older population. The second phase of development of 
the Ministry of Social Development SuperModel will incorporate such 
projections, based on more detailed income information. The third phase will 

Employment rates of 

older workers assumed to 

stop increasing in 2026 
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bring in information on assets, beginning with housing, to enable the model to 
produce a fuller picture of economic living standards under plausible economic 
and demographic assumptions. 
 

Notes 

1 The authors work for the Ministry of Social Development. The views expressed in this 
chapter are those of the authors and do not necessarily represent those of the New 
Zealand government or the Ministry of Social Development. 

2 For a full description of the historical background, see Preston (2005). 

3 There can, however, be deductions if the recipient receives an overseas public pension.  

4 Net (of tax) rates are first increased by the annual increase in the Consumer Price Index. 
If needed, the rates are subsequently adjusted, so NZS is not less than 65% or higher 
than 72.5% of the net average wage. As part of the government’s confidence and supply 
agreement with New Zealand First in 2005, the wage floor has been set at 66% (rather 
than 65%) for the term of this parliament. 

5 For more information, see Treasury (2006c). 

6 Some people did not respond to the census home ownership question. If they are 
excluded, the census data for the 65 and over population shows higher levels of home 
ownership, with 82% owning their own home in 2001 in contrast to levels around 85%–
86% in the 1991 and 1996 censuses. 

7 Defined contribution schemes are those to which employees contribute a specified 
percentage of their salary. The employer may also contribute some percentage of the 
employee’s salary. At retirement a lump sum equal to the accumulated contributions 
and earnings, less expenses of investment and administration, is payable. In some 
jurisdictions, but not New Zealand, there is a requirement that an annuity be purchased, 
generally as a quid pro quo for tax concessions. 

8 Defined benefit schemes provide a pension based on length of service and salary at or 
near retirement (or sometimes on revalued lifetime earnings).  

9  The survey is a longitudinal or panel survey, re-interviewing the same participants 
annually. Eight years or waves are planned, with questions on assets asked in waves 2, 
4, 6 and 8. 

10 The government began contributions to the NZSF in 2001. Consequently, fund 
contributions are not included in this data.  

11 The Social Report 2005 reports 7.6% of NZS recipients as being below the poverty line 
(Ministry of Social Development, 2005). The small difference from the rate (6.4%) for 
the 65 and over population occurs because the populations in receipt of NZS and aged 
65 and over are not identical. 

12 See, for example, the discussion in Munnell and Soto (2005). 

13 The Ministry of Social Development SuperModel is also able to project Veteran’s 
Pension costs. In this paper, however, we concentrate on NZS. 
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14 Varying payment based on living arrangement is based on the concept that a married 
couple has lower per capita costs through joint assets and economies of scale. NZS rates 
are paid at three main rates (married couple, single-sharing and single living alone), 
reflecting the variation in costs by living arrangement. 

15 For more information, see Treasury (2006c).  

16 On average, gross wage growth is slightly higher than net wage growth (except in years 
when there is a threshold adjustment). Consequently, the growth in NZS cost is slightly 
lower than GDP growth. 
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