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The Australian and New Zealand retirement systems both feature public pensions and private
superannuation. But there are things to learn from the differences between the two systems.
While Australians may end up with more savings in retirement, New Zealand’s system is simpler
and offers more freedom.

In Australia, contributions to the superannuation system are both compulsory and higher, and
you cannot make withdrawals or stop contributing except in exceptional circumstances. The
Australian pension is also better targeted at those with greater need.

In New Zealand, saving for retirement is not compulsory, so those on low incomes are not
forced to make contributions. The aged pension is available to all New Zealanders, so people
don’t need to game the system to maximise their pension and the government has lower
administration costs. The New Zealand superannuation system is also more straightforward
when it comes to taxation and administration.

Finally, the New Zealand retirement system offers more freedom. Its super system allows
people to opt out, to stop making contributions for a certain time, and to withdraw funds for
housing. 

Incentives to work and save

While New Zealand’s pension, New Zealand Super , is less equitable than the Australian age
pension, it probably provides more incentives to work and save throughout a working life.

This is in large part because, unlike in Australia , New Zealand Super is not means-tested. It
does not take into account a pensioner’s income and assets when deciding whether and how
much they are entitled to.
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https://www.workandincome.govt.nz/eligibility/seniors/superannuation/payment-rates.html
https://www.humanservices.gov.au/customer/enablers/income-test-pensions
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The absence of means testing in the pension system provides more incentive  for New
Zealanders to save and work. This is because means testing acts in a similar fashion to a tax –
once your income or wealth rises above a threshold level, your pension is gradually reduced.

The lack of means testing means New Zealand Super is available to all New Zealanders over
65, subject to residency requirements. Hence even rich New Zealanders are entitled to the
pension, which is arguably less fair than the Australian system. 

More choice in superannuation

The New Zealand superannuation system, KiwiSaver, puts more control over retirement saving
in the hands of the investor than the Australian system. This allows New Zealanders to vary the
amount they save over their lifetime as their needs change.

KiwiSaver is an opt-out model . This means employees are automatically enrolled when they
are first employed, but they can choose to opt out. If you do not opt out, you and your employer
each contribute 3% of your income to KiwiSaver. But individuals can choose to contribute at
higher rates of 4% or 8% and make voluntary lump-sum contributions.

KiwiSaver also allows members to suspend their contributions for between three months and
five years after one year of membership. Funds can also be withdrawn to buy an
owner-occupied house, provided certain requirements are met.

The need to opt out and default contributions tend to nudge employees towards saving for
retirement, thereby providing a balance between unfettered choice and the more rigid Australia
n system
of compulsory 9% super contribution.

No ‘lost super’ and better taxation

KiwiSaver funds are linked to individual tax numbers and employer contributions are made
through the pay-as-you-earn tax platform. Switching between schemes or providers doesn’t
bear the same risk of “ lost super ” as found in Australia, as members can only invest in a single
KiwiSaver scheme. 
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http://www.cepar.edu.au/media/48739/Trade-Offs%20in%20Pension%20Design.pdf
http://www.kiwisaver.govt.nz/new/opt-out/
http://workplaceinfo.com.au/payroll/superannuation/superannuation-guarantee
http://workplaceinfo.com.au/payroll/superannuation/superannuation-guarantee
https://www.ato.gov.au/forms/searching-for-lost-super/
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Also unlike in Australia, KiwiSaver contributions and returns are taxed the same as other
savings. This means there is no reason to limit tax-paid contributions, to claw back taxes after
an investor dies, or to prescribe a minimum contribution . This is arguably a more
straightforward and fair system.        

Simplicity and flexibility

There is no simple answer to which system is better. Even though the Australian system may
lead to more in retirement, and is better targeted to those in need, there is a lot to learn from the
design of the New Zealand retirement system.

The New Zealand system is a lot simpler than Australia’s. Because of the way superannuation
is taxed and the lack of means testing for pensions, New Zealanders have less reason than
Australians to try to game the retirement system. 

The lack of means testing also means New Zealanders have more incentive to work and save
throughout their working lives. And the freedom to vary their superannuation contributions, and
even suspend or withdraw their contributions to pay for a house, gives New Zealanders more
flexibility to react to financial events throughout their lives.

The authors do not work for, consult, own shares in or receive funding from any company or
organisation that would benefit from this article, and have disclosed no relevant affiliations
beyond the academic appointment above.

Read more http://theconversation.com/what-australia-can-learn-from-the-new-zealand-retirem
ent-system-77719
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https://www.ato.gov.au/Super/Self-managed-super-funds/In-detail/SMSF-resources/SMSF-technical/SMSFs--Minimum-pension-payment-requirements---frequently-asked-questions/
http://theconversation.com/what-australia-can-learn-from-the-new-zealand-retirement-system-77719
http://theconversation.com/what-australia-can-learn-from-the-new-zealand-retirement-system-77719

