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This report presents a living standards perspective on the adequacy of private provision of retirement income. The adequacy thresholds used in this report are minimum adequate living standards and post-retirement living standards are maintained relative to pre-retirement living standards. The report focuses on overall asset accumulation rather than solely on retirement income. This is because retirement living standards are affected by private provision in the form of both assets that offset living expenses (and the requirement for private retirement income) and assets that generate income.

The current situation for older New Zealanders

Research on the living standards of older New Zealanders (Fergusson et al 2001; Krishnan et al 2002) has found that the majority of older New Zealanders are faring quite well, with a minority (around 5%) of older people having quite marked material hardship and a further 5–10% having some restrictions and hardship. The findings indicate that, given the private provision for retirement that the current cohort of older people had made, New Zealand Superannuation (NZS) and associated payments were sufficient to enable the majority of older people to avoid hardship. The living standards research does not specifically investigate whether older people had been able to maintain their previous working-age living standard in retirement. However, it is tentatively suggested that the majority of the current cohort of older people have probably maintained their pre-retirement living standards.

Factors contributing to living standards variation

The research by Fergusson et al (2001) on the living standards of older New Zealanders identified factors that may have led to variation in older people’s living standards. These factors were: net annual income; savings and investments; accommodation costs; economic life stresses; Māori ethnicity; Pacific ethnicity; educational achievement; and socio-economic status occupation when aged 50–59 years.

Of particular relevance to the cohort of New Zealanders aged 65 years and over in 2000 was the government housing policies of the 1930s to the 1970s. These policies gave access to home ownership through subsidised state loans to many people who might not otherwise have been able to achieve it (Ferguson 1994). These policies may therefore have significantly reduced the proportion of older people in hardship, as people were able to purchase homes during their working lives, which would lead to low accommodation costs in retirement.
Additional analysis of the living standards data for this report shows the importance of private provision for preventing hardship. Those who have no income additional to NZS and financial assets of $1000 or less in total value, and who live in private market rental accommodation, are four times more likely to be in hardship than older people generally and 13 times more likely than those with private provision of this nature.

The outlook for future cohorts of older New Zealanders

Emerging trends indicate that to maintain the distribution of living standards of older people in the future, current working-age people need to accumulate more assets than the previous cohort to potentially offset such factors as:
· an increased life expectancy and therefore a longer retirement period to resource

· delay and reduction in inheritances received due to increased life expectancies of older generations
· an increased likelihood of events such as separations and divorce
· an increased likelihood of needing to care for dependent elderly and dependent children during the same period. 

Rearing fewer children could potentially enhance the distribution of living standards for future cohorts of older people by making more income available for asset accumulation. However, this would only occur if the additional income available was not required to offset the factors listed above. A level of asset accumulation would also be required that mirrored income levels if pre-retirement living standards were to be maintained. In particular, an emerging trend of reduced home ownership means that for those who chose not to purchase their own home, alternative asset accumulation options would need to be adopted to offset increased accommodation costs in retirement.

A substantial change to the profile of the living standards distribution of older people will be the higher proportion of older Māori and Pacific peoples, the majority of whom will have low living standards should the current disparity evident for these groups continue. In addition, the assistance provided to older people with low working-life incomes and incentives to purchase their own homes through state loan subsidies in the 1930s to the 1970s may have provided a strong boost to the asset accumulation of older people. However, this opportunity is not generally available to current working-aged people.

These trends suggest that the pattern of asset accumulation that has been successful over the working lives of the current older population may not necessarily transfer successfully to future cohorts.

Asset accumulation and retirement outcome scenarios

Three asset accumulation and retirement outcome scenarios are explored. These are stylised scenarios based on a notional splitting of the overall working-life income of people into “low”, “middle” and “high” groupings.

One scenario (Scenario X) presents a situation where each working-life income group (low, middle and high) has an asset accumulation pattern that mirrors their income levels. The outcome is that living standards are generally maintained. However, a substantial proportion of the distribution is in hardship (ie minimum adequate living standards are not achieved). This outcome is a result of the low working-life income people in the future having no or negligible assets accumulated at retirement. 

A second scenario (Scenario Y) depicts a situation where the middle and high working-life income groups chose consumption patterns that result in accumulated assets in retirement that are less than commensurate with their working-life income levels. As shown in the grid, there is then a substantial increase in hardship compared with Scenario X, with both low and middle income working-life groups in hardship. For the middle income group, this would also represent a drop in their living standards, positioning them in the least desirable quadrant of neither avoiding hardship nor maintaining their pre-retirement living standards. Some of the cohort would maintain their living standards, but this group would be those who had been in hardship during their working life. This scenario outcome highlights the importance of ongoing promotion to working-age people of savings behaviour and asset accumulation.

A third scenario (Scenario Z) presents the most desirable outcome for future cohorts of older people, where both hardship is avoided and pre-retirement living standards are maintained. To achieve this outcome, a booster to the asset accumulation of the low working-life income group is needed to increase the proportion of low income people who enter retirement with sufficient private assets accumulated to avoid hardship.
An examination of these scenarios highlighted two key areas of focus for ensuring adequate private provision for retirement:

· the ongoing promotion of savings behaviour and asset accumulation
· the need to investigate ways of assisting low income people to accumulate assets for retirement (whether in the form of home ownership or otherwise). 

Future research that will aid understanding of the adequacy of private provision for retirement by future cohorts of older New Zealanders includes the longitudinal research currently underway (SoFIE) and modelling of the asset accumulation scenarios and potential retirement outcomes described in this report.
� For diagrams of these scenarios, please refer to Section 4.2.





