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Themostimportantdeterminantofthesuperannuationsavingsofpeopleunderage40
iswhetherornotAustraliamakesthechangesthatareneededto theexisting
RetirementIncomeSystemfor thebenefit ofall Australians.

While thereiswide-spreadagreementabouttheneedto increasetheamountof
superannuationsaving,thereis no consensusabouthowthisshouldbe achieved.

In previousinquiriestheACTU hasconsideredtheissuein relationto both increasing
thefundsgoingto superannuationandreducingtheerosionofsuperannuationsavings
throughtaxationandfees.

This ACTU submissionsetsoutACTU policy andthenaddresses:

a) Thebestoptionsfor improving incomeadequacyso thattheretirement
incomessystemdeliversworkersaretirementincomeequatingto at leasttwo
thirdsof theirgrosspre-retirementincome. This is theexistingcommunity
consensuslevel ofadequacythatemergedduringthe SenateInquiry into super
in 2002.

b) Theneedfor both sidesofpoliticsto developmoreappropriatelong term
policies for healthcareincludingprescriptionmedicines.This issuelooms
largewith theageingofthepopulationasthemajorthreatto retirement
incomeadequacy.It canonly bemanagedthroughlong-termplanningandco-
operativefederalism.

c) The specificproblemsconfrontingthoseunder40, andtheirability to savefor
retirement;andhowthis canpartly be addressedthroughtheexistingco-
contributionscheme.

d) ConclusionsandRecommendations

ACTU Policy

At its 2003congress,theACTU adoptedthefollowing policy on superannuation.

Date Received: 9.L/5.LQS

SIJF~RIALNNUATION./~

Introduction
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Superannuation and RetirementIncomes

Principles

Congressis committedto a retirementincomesystembasedon:

a) theretentionofthecurrentagepension,includingits levelandeligibility; and

b) the developmentofsuperannuationto thepoint where, togetherwith the age
pension,it deliversworkersa retirementincomeequatingto at leasttwothirds
oftheir grosspre-retirementincome.

Adequacy

2. Congressis concernedat clear evidencethat the 9%SGis insufficienttofund
anadequateretirementincomefor averageworkers.

3. Congressalso notes the particularly poor retirement incomeprospectsof
workerswho have not had accessto superannuationfor the whole of their
workinglives, togetherwith women,casualsandpart-timeworkers.

4. The issue ofproviding adequateretirementincomescan be addressedin a
numberofways.Congressadvocatesthefollowing asa minimum:

a) increasingminimumcontributionsto a goal of15%, whichcouldbe achieved
throughone or moreofbargaining, legislationor changesto the taxation of
superannuation;

b) reducingthecontributiontax;

c) restructuringsuperannuationtaxesto providegreaterequity;

d) extendingtheentitlementofSGto all workers,irrespectiveofageor minimum
earnings,possiblythroughchangesto awardprovisions;

e) fully disclosingallfeesandcharges,togetherwitha ban onentryandexitfees
andcommissionschargedonSGcontributions;and

J) equal treatmentof samesex couples in the allocation of superannuation
benefits.

5. Congressadopts, as an objective, the achievementof a minimum of 10%
contributionsoverthenextthreeyears,achievedthroughbargaining

6. CongresscompletelyrejectsthoseFederalGovernmentproposalswhich it is
claimedwill assist in achievingadequacy,but which are aimedat assisting
thoseon the highestincomesandtransformingsuperannuationinto a meretax
shelter,suchasreducingthesurchargeandestablishingchildren‘s accounts.
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7. Congressis opposedto anyattemptto increasethepreservationage to claim
superannuationbenefits, and pledgesto initiate a vigorous campaign of
workersandthecommunityWtheFederalGovernmentdecidesto do so.

a. Improving Adequacy

Followingthe2002SenateCommitteeReporton “SuperannuationandtheStandards
ofLiving in Retirement”therewasa broadconsensusonwhatconstitutedan adequate
retirementincomefor Australians. As thatSenateCommitteestated:

“...the committeenotesthehighdegreeofconsensusexpressedbywitnessesat the
roundtablethat thedesirabletargetfor apersonon averageearningsis a
replacementrate of70-80percentofpre-retirementexpenditure(whichequatesto
approximately60-65percentofgrosspre-retirementincome),a targetwhichwould
needto be higherfor thoseon lessthanaverageweeklyearnings,andlowerfor those F

on highincomes.”’

The Committeealsofoundthat:

“There is a shortfall in theabilityoftheninepercentsuperannuationguarantee(SG)
contribution, togetherwith theagepensionto deliverappropriateretirementincomes
for manyrepresentativegroupsofAustralians.... TheCommitteenotesthatthe
currentavailableevidencedemonstratesthatSGandagepensionalonewill not
provideanadequateincomein retirementfor mostpeople.,~2

ClearlyastheTreasurysubmissionpointedoutto the2002Senateinquiry, therearea
wide rangeoffactorsthatwill influenceretirementincomesincluding:

• “superannuation;which is influencedbysalarylevelandlengthoftimein the
workforce, interestrates,andfeesandcharges;

• otherprivatesavings;

• theeffectoftaxation, including theSeniorAustraliansTaxOffset;

• homeownership;

• accessto Governmentbenefits;

and

• family relationshipsandsocialcontact.

‘The Senate: SelectCommitteeon Superannuation: Superannuation andStandards ofLiving in
Retirement.Dec 2002 pg xv.
2lbid, pg 31 andpg 40.
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In viewofall thesefactorsTreasuryindicatedthatdiferentreplacementrateswill be
optimalfor diferentindividuals. A numberofothersubmissionsfrom industrypeak
bodiessupportedthis approach.~

However, the bottom line is that 9% SGplus the pensionis not enough. The
essentialquestiontherefore is how to improve incomeadequacy.

L
Whenconsideringthisissuein 2002theSenateCommitteenoted:

“The Committeenotesthatthereis no consensusamongthemajorgroupsaboutthe
levelto whichthesecompulsorySGcontributionsshouldgo, nor thesourceofthe
additionalcompulsorycontributionstofill theidentifiedshor~’fall.

TheCommitteeconsidersthatthecurrenteconomicandemploymentclimatesare
dificult onesin whichto contemplateadditionalcompulsoryemployercontributions.
TheCommitteeis alsoreluctanttoproposecompulsorymembercontributions
becauseofthe immediatereductionin living standardsthatwouldresult. Against
thatbackground,theCommitteeis notsatisfiedthatemployersor individualscould
affordor supportadditionalcompulsorycontributionsin thecurrenteconomic
circumstances.AccordinglytheCommitteesupportsincentivestosavein
superannuationthroughvoluntarytaxeffectivecontributionsasthemeanstofill the
adequacygap.”4

From thevantagepoint ofthesecondhalfof2002 it is perhapsunderstandableto
somewhy theSenateCommitteearrivedat thisconclusion.

• 2002markedthefinal SGincreasefrom 8% to 9% andsomewouldarguethata
pausein anyfurther contributionsby employerswaswarranted.

• Economicgrowthin 2000-2001wasonly 2.1%andin 2001-2002unemployment
hadincreasedto

• After 4 consecutivebudgetsurpluses,theunderlyingcashbalancewentinto
deficit by nearlyabillion dollarsin 200l~2002.6

However,with thebenefitofhindsightwe nowknowthattheeconomicenvironment
wasfar strongerandmorecapableofabsorbingchangethentheSenateCommitteeor
manyoftheinquiryparticipantsimagined.

• Australianeconomicgrowthsurgedfrom late2001 andunemploymentfell to
nearly5%

• Employer’scapacityto payhighercontributionshadrarely beenbetter. As the
ABS pointedout:

3lbid,pg11.
ibid pg 41.

5ABS:Australian Economic Indicators, June2005 ABS 1350pg 8 & pg 68.6BudgetPaperNo. 1: Budget Strategy and outlook2005-2006 pg 13-4.
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“Theprofits shareoftotalfactor incomeof26.7%in 2003-2004is the highestshare
recordedsince1959-60. Theprofit sharesrecordedsincetheearly1990’sareat a
distinctlyhigherlevel thanthoseat anytimesince1959-60.“~

In facttheprofit sharein thepast2 financial yearswashigherthanwhenthefirst 3%
superwaswon in themid 1980’s,andhigherthanwhencompulsorySGcontributions
beganin theearly1990’sandconcludedin 2002. Simplyput the entire 9% super
waspaid for out ofnational productivity with low inflation and an increasing
profit share.

• Theactualandprojectedbudgetsurplusesbeginningin 2002-2003throughto
2008-2009totallednearly$60 billion (almost$8.5billion ayear);andthis was
after2 roundsoftax cutstotalling$35billion (eachroundcostedover4 years)
goingmainly to high incomeearnersand$2.5billion to high incomeearnerswith
theabolitionofthesupersurchargetax .AsANZ’s economistSaulEslakehas
pointedouttheincreasein additionalGovernmentspendingoverthisperiodwill
total $104billion andstill leavethelargesurplusesalreadymentioned.8

Recordtermsoftrade(highlightedin thegraphbelow)amongstotherfactorsprovided
thefiscalcircumstancesfor aoncein agenerationopportunityto:

• IncreasetheSGcontributionpaidby employersfrom 9% to 12%over3 to 5
years;

• Phaseoutthe15%taxon supercontributions.

Hadthis beendonetheretirementincomesystemwouldhavebeenverycloseto
providingthecommunityconsensusgoalofareplacementrateofnearlytwo thirdsof
workerspre-retirementincome.
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Source: RBA data
7ABS: AnnualNationalAccount 2003-04, ABS 5204 pg 5.

‘Sourced from: 2005-2006Budget Paper Number One .and Saul Eslake: Reform remains crucial task

AFR May 122005.
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The mostimmediatebeneficiariesofthis wouldbe thoseunderage 40 whowould
reapthefull benefitsofthenewsystem.

We will returnto the adequacyissuewhenoursubmissionconcludeswith specific
recommendations.First, however,it is necessaryto considertheissuemostlikely to
reducethefuturepurchasingpowerofthepension— namelytherising costofhealth
servicesandtheinterfacebetweenthehealthandretirementincomessystem.

b. Retirement Income Adequacyand the Long Term Costsof Health
Services

ManyAustraliansareconcernedthat theirretirementincomewill notbeadequateand
thatthepurchasingpoweroftheirpensionwill beerodedbyunforeseenadditional
costs. This is particularlythecasewith healthservicesandprescriptionmedicines.
Thisproblemis mostpressingtodayfor nearlytwo million Australianswhoare
alreadyin receiptoftheageorservicepension. It is alsoofconcernfor thoseover40
andunder65 who havenothadthebenefitofaccumulatingthe9%SGcontributions
for a sufficientperiodoftime.

It is alsoasignificantissueforthoseunder40 in two importantrespects.First, many
oftheunder40’s arestartinga family, trying to find waysto saveto purchaseahome
whileat thesametime savingandmeetingtheadditionalcostsofhealthservices.
And secondly,theunder40’s arefacedwith theuncertaintyofwho will paythe
rapidlyescalatingnationalhealthcarebill with theagingpopulationandretirementof
thebabyboomers.

As suggestedin thegraphbelowrisinghealthcosts(up112.9%sinceSeptember
1989)havefar outstrippedtheoverall increasein costofliving asmeasuredby theall
groupsconsumerpriceindex(up51.4%sinceSeptember1989)overthepastdecade
andahalf.
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But theageingofthepopulationholdsevenmorechallengingproblemsforhowthe
nationpaysfor healthservices.As anumberofofficial reportshavedemonstrated:

• Overthenext40 yearstheproportionof theAustralianpopulationovertheageof
65 will doubleto around25%;

• Overthesameperiodtheageingofthepopulationwill (onunchangedpolicies)be
associatedwith areductionin theproportionoftheworkforcethathasajobor is
looking for onefrom closeto 64%todayto around56%;

• Theaverageexpenditureperyearon healthandagecareservicesfor peopleover
65 is almostfourtimesmorethanfor thoseunder65 andsix to ninetimeshigher
for oldergroups;

• As aresulthealthcarespendingby Governmentcouldrise from 5.7% of GDPin
2003—2004to 10.3%in 2044-45.

Not surprisinglymanyAustraliansarewonderinghowthis will bepaidfor
particularlysincethecostto Governmentoftheagepensionwill risefrom 2.9%of
GDP to 4.6%ofGDPin thefourdecadesto 2044-45.~

Ofcoursepoliciesto increaseworkforceparticipation,strongerproductivitygrowth
andotherfactorscanhelpto cushiontheimpactoftheageingpopulation.
Neverthelessasubstantialchallengeremains.

This scenariohassignificantconsequencesfor all Australiansin termsofthefuture
purchasingpoweroftheirpension. It alsoraisesprofoundeconomic,socialandmoral
issues,notjustaboutpayingfor healthservicesbut for accessto suchservices.In the
futurenewtechnologies,drugs,andmedicalprocedureswill offer thehopefor
treatmentsandcuresunimaginedbypreviousgenerations.But whowill payfor them
andhowwill accessberationed?WhatcanGovernmentpromiseto its citizensand
how canit deliveron thatpromise?Whatwill peoplebeexpectedto payoutoftheir
pensionin retirement,orwill payingmoretoday,if thatis required,ensureandprotect
thefuturepurchasingpowerofthepension?

It’s not justaboutincomeadequacy,importantasthat is. It is also about nation’s
citizenshaving a sufficient degreeofcertainty to plan and makeprovision for the
future.

TodayAustraliansareexperiencingunacceptablylongwaitsfor electivesurgery,and
theconsequencesoftheguttingofthe Government’s“iron clad,rock solid” guarantee
to protecttheMedicareSafetyNet thresholds.

In additiontheyfaceincreasedcostsofprescriptiondrugs,uncertaintyaboutaccessto
suchdrugsthroughPBSandtherearelengthyqueuesfacedbytheelderly andthe
disadvantagedfor dentalcaresincetheabolition oftheCommonwealthDental
Programin 1997.

9Thesefacts/ projectionsaretakenfrom: Productivity Commission Research Report: Economic
Implications ofan Ageing Australia, March2005.
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Thechallengesfor bothsidesofpolitics at theStateandFederallevel aswell asthe
broadercommunitywill intensify in thedecadesahead.Alreadywe areseeing
worrying trendssuchastherise in theout ofpocketexpenditureby individualson
healthcare,which increasedby 8.3%perannumoverthe 1997-98to 2002-2003
period.’0

In addition,ashighlightedin thetablebelowmorethan 150,000peopleaged20-40
droppedoutofprivatehealthinsuranceduringtheSeptember2000to March2005
period. Again thisindicatesthevolatile generationalpressuresthatexistin the
system.Thesepressuresandthosediscussedearliercall into questionthesystems
capacityto caterfor therequirementsofan agingpopulation.

Private Health Insurance Coverage by Age Group
Age Cohort Sept 2000 March 2005

20-24 349,718 426,700
25-29 390,575 355,101
30-34 659,864 578,033
35-39 753,604 643,522

Total 20-40 2,153,761 2,003,356
Total All Age
Groups
(Excluding 2040) 6,637,512 6,703,011
Source: PHIAC Web site for March 2005 and Brian Hanning: “Some Demographic issues
affecting Private Health lnsurance’~ Australian Health Review, Vol 27 No.1 2004. Similar
findings on the high drop out rate from PHI by the 20-40age group over the December 2001-
December2004 period is found in R Deniss: Demographic Trends in Private Health Insurance
Australian Institute February 2005

That iswhy the interface betweenthe nation’s retirement incomesystemand its
health caresystemis oneofthe mostimportant issuesfor public policy.

And that iswhy the ACTU is concernedabout current notions ofincome

adequacyand the future purchasing powerofthe pension.

c. Specific problems confronting thoseunder 40

It is sometimessuggestedthat thoseunder40 will havetheadvantageoffully
accessingthe9 percentSGCthroughouttheirworking life. Accordingly,asa group,
theunder40’s aresufficientlyprovidedfor andpolicy shouldfocusonthoseover40.

In ourview this assessmentis not anappropriateresponseto thesystemwide
inadequaciesthatexist. Therearethreemajor reasonswhy theACTU believesthisto
bethecase.

‘0AIHW: Health ExpenditureAustralia 2002-2003
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Firstandforemost,amongsttheunder40’s areavery substantialgroupofemployees
who arepart-time,casualandlow paid. This is particularlythecaseamongstwomen,
migrantworkers,thosewholeft schoolearlybeforecompletingtheirHSC,the
unemployed,aswell asthosewho moveoff othersocialsecuritybenefitsand
participatein the lowpaidendofthelabourmarket.Asignificantproportionofthis
groupis likely to havelabourmarketexperiencesover theirworking life thatwill
preventthemaccumulatingenoughsupersavingsto meetthetargetoftwo thirdsof
pre-retirementincomeat age65, evenwith thepension.

A majorfactorexplainingthis situationis thenatureof employmentcreationin
Australia. As Borland,SheehanandGregorydemonstratedin theirstudy“Work
Rich,Work Poor’ andashighlightedin thetablebelow:

• Ofthe 1.13million jobscreatedin the 1990’s,87 percenthadaverageearningsof

lessthan$26,000ayearandnearlyhalfhadan incomeof lessthan$15,000ayear.

Table 1: Australian total increase in employment by salary range 1990-2000 (thousands)

Annual earnings (year 2000 prices)
More than $72,800 130
$52,000-$72,800 -51
$36,400 - $52,000 -162
$26,000- $36,400 230
$15,600 - $26,000 438
Less than $15,600 543
Total 1130

Soume: Derived fmm J. Borland, R. Gregory and P. Sheehan, Work Rich, Work Poor: Inequalityand Economic
change inAustralia”: centre for Strategic Economic Studies, Universityof Victoria, Melboume,3001

Despitemoreencouragingtrendsin thelast severalyears,theengineofjob creation
has,overthelongerterm,tendedto generateadisproportionateshareoflow paid,part
time and/orcasualjobs. Evenamongstthoseunder40 who arefull time in theirmain
job,thereisa significantnumber(asshownin thefollowing table)who earnlessthan
$600aweek. Formanyoftheseworkersthis situationisunlikely to change.
Table 2:Weekly Earnings of Employees Who Were Full Time in their Main Job: August
2004

% of this Age Group Median Earnings of this
that eamed less than Age Group

$600 per week
Males
15-19 81% $399
20-24 42% $615
25-34 15% $850
35-44 12% $961

Females
15-19 88% $400
20-24 43% $600
25-34 21% $767
35-44 23% $785

Source: calculated ftvm ABS 6310.0 August2004.
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Fromapolicy perspective,thelargenumberofemployeeswith severalparttime
and/orcasualjobscallsinto questionthe$450amonthearningsthresholdfor SG
contributions.This mayhavemadesensewhenSGwas3%. Howeverin achoice
environmentwith 9%5G. employeesarein abetterpositionto nominateanaccount
for small payments.A numberofACTU affiliatescoveringa diverserangeof
occupationsfrom nursesto cleanershaveemphasisedthispoint.Thetimehascometo
removethethresholdofearningsof$450amonthfor SGcontributions.

Thesecondreasonwhy manyoftheunder40’sareunlikelyto meettheconsensus
retirementsavingstargetis relatedto thefirst reason.Namely,the labourmarket
experienceofmanyworkers,particularlyin their 30’s andearly40’s is suchthatthey
haveverylow superaccountbalancesto beginwith. And thisis thegroupthathashad
greateraccessto SGcontribution. As shownin Table3:

55 percentofwomen(whohadsuper)aged25-34hada superaccountbalanceof
lessthan$10,000in 2002;for thoseaged35-44,almost40 percenthadan account
balanceoflessthan$10,000.

• Amongstmales,34 percentof the25-34agecohort(who hadsuper)hadan
accountbalanceof lessthan$10,000andalmost20 percentofthe35-44age
groupwasin thesamesituation.

Table 3: Superannuation Savings of the Under 40’s in 2002

Average Account % of those with Super
Balance for those in each Age Group with

with Super Account Balances
below $10,000

Males
15-24 $6,800 88%
25-34 $27,200 34%
35-44 $65,000 19%

All Ages $78,700 30%

Females
15-24 $4,300 88%
25-34 $20,800 55%
35-44 $37,600 39%

All Ages $61,800 44%
Source: calculations derived by ACTU ft!m the unit record file data in the 2002 HILDA Survey reported in the
paper: Ross Clara. Vvliy can’t a Woman Be More Uke a Man — Gender Differencesin Retirement Income. Paper
delivered to the 2004 ASFA Conference.

Fromapolicy perspective,thelow superbalances,particularlyfor thosein the35-44
agegroupraisestheissueofthefeesandcommissionschargedby superannuation
fundsandfinancialplanners.TheACTU maintainsits positionthatthechargingof
entryandprohibitiveexit fees(for examplewheretheexit feeis designedto preventa
memberfrom leavingthefund ratherthenbeingdesignedto meettheadministrative
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costto therolloverto anotherfund)by superannuationfundsshouldbe banned.The
paymentby superannuationfundsto financialplannersandaccountantsofup front or
trail commissionsshouldalsobeprohibited.Researchby SuperRatingsdemonstrates
thatsuchfeesandcommissionshavesubstantialconsequencesfor retirementincome
adequacywhichwould beevenmorethecasefor thoseunder40 giventhelonger
periodtheywill havein theworkforce.

Thethird reasonthatmanyoftheunder40’sareunlikely to achievetheretirement
goaloftwo thirdsofpre-retirementincomerelatesto theparticularlife cycleneedsof
thisagegroup.In particular:

• As pointedoutby theProductivityCommission,themajority offirst homebuyers
arein theirtwentiesandthirties. Savingfor ahomeis amajorchallengeat the
bestoftimesandevenmoresotodaygivenassetpriceinflation in theproperty
marketin thelast5 years.’11tis evenmorechallengingfor thosewho arealso
budgetingfor therepaymentoftheirHECSdebt.

• Womenhavehigherratesofpart timeandcasualwork andalongwith theprimary
child rearingrolewill remaindisadvantagedin termsofaccumulatinganadequate
superaccountbalance.

• As mentionedearlier,theunder40’s facethechallengeofpayingfor rising health
costsandgettingtimely accessandqualitycaretoday,aswell astheuncertaintyof
whowill paythenationsrising healthbill asthebabyboomersretire.

Forall ofthereasonsmentioned,asignificantproportionofthoseunder40 todaywill
struggleto achieveamodestlycomfortableretirementincomewithout significant
changesto the system.

Giventhesituationdescribedin thissubmission,theACTU supportstheconceptofa
superannuationco-contributionschemefor all agegroups.We supporttheexisting
schemehighlightedin Table4.

Table 4: Current parameters of the superannuation co-contribution

Income level (assessable Maximum co-contribution Amount of personal
income plus reportable fringe currently applying to contribution needed to

benefits) per annum contributions in 2004-05 and achieve maximum co
later years contribution

$28,000 $1,500 $1,000
$30,000 $1,400 $934

$40,000 $900 $600
$45,000 $650 $434

$50,000 $400 $267
$55,000 $150 $100

$58,000 0

~ProductivityCommissionDraft Report: First HomeOwnershipDecember2003
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We also supportedthe improvementsin theschemerecommendedby ASFA in its
2005-2006budgetsubmissionandshownin table5.Asdataprovidedin thepress
releaseofFebruary2005from theMinister for RevenueandtheAssistantTreasurer
Mal Broughindicatesthe co-contributionschemehasbeenofassistanceto low and
middleincomeearnersacrossall agegroupssinceits inception.Approximately40%
of co-contributionpaymentshavegoneto thoseunder40.However,thetakeup rateof
theschemeis still low relativeto theeligiblepopulation.While anincidenceanalysis
oftheco-contributionschemehasnotbeenundertaken,it mostcertainlyis accessed
by lessthen10%of thoseeligible. By contrastwell over90%ofthoseeligible receive
thecompulsorySGcontributions.

It is theassessmentoftheACTU thata major barrier toa higher
uptakeis theproblemlow andmiddleincomeearnershavein coming
up with a thousanddollarsofposttaxincometoparticipate.Wewould
suggestthat theschemebereconfiguredto allow it to betaken through
$20perweekdeductionsfrom an employeespayfor 50 weeksassalary
sacr~fic& That waythecumbersomepaperworkto applyfor theco-
contribution by theemployeewouldbeavoided,theweeklypaymentsof
$20wouldbemoremanageable,andassalarysacr~flcethepayments
wouldbemoretaxeffective.In addition the Governmentis likely tofind
a willingnessofemployerassociations,unions andsuperfundsto
providea high levelofworkplacecommunicationto adviseemployees
andemployersoftheopportunitiesandbenefitsfor thosewho are
eligibletoparticipate.

Wehaveaskeda leadingsuperannuationadministrator,
SuperPartners,togiveconsiderationto thelogisticsofsucha system
andtheadministrativeimplicationsfor government,employersand
employees.Wewill requestthattheinformation availableon this issue
is broughtbeforetheCommitteeduring itspublichearing sessions.

Table 5: ASFA proposed parameters for the superannuation co-contribution’2

Income level (assessable

income plus reportable fringe
benefits) per annum

Proposed maximum co-

contribution currently
applying to contributions in
2005-06 and later years

Amount of personal

contribution needed to
achieve maximum co
contribution

$40,000 $1,500 $1,000

$45,000 $1,125 $750

$50,000 $750 $500

$55,000 $375 $250

$60,000 0

‘2The Associationof SuperannuationFundsof Australia(ASFA) ProBudgetSubmission2005-2006

p. 5
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Conclusionsand Recommendations

This submissionhasaguedthat improvementin superannuationsavingsforthose
under40 isbestachievedthroughimprovementsin thesystemofretirementincomes
for all Australians.

Thereisbroadbasedsupportandwell establishedprecedencefor consideringthe
circumstancesofdifferentgroups(age,genderetc) in thecontextof improvementsto
theretirementincomesystemasawhole. As the2002SenateCommitteeReporton
“SuperannuationandStandardsofliving in retirement”put it:

“The Committeeconsidersthata numberofits recommendationsfor changewhich
applyto thewider communitywill alsoassistbabyboomersto achievean adequate
incomein retirement...

TheCommitteeconsidersthatbyimplementingthe[systemwide] measuresoutlined
in this report, thereis scopeto improvetheability ofindividuals, suchaswomenand p
otherswith brokenworkingpatternsandbabyboomers,to increasetheir retirement
incomes.~

In additiontheACTU agreeswith the2002submissionofASFA, whichrejected
changesto thesystembasedon age. As ASFA putit in relationto aquestionfromthe
SenateCommitteeaboutintroducingspecialarrangementsto helpboostthesavingsof
thoseover45.

“This wouldintroducea wholenewlayerofcomplexityto recordkeepingand
accounting It also needsto bekeptin mindthatfundsdo nothaverecordsoftheage
ofsomefundmembers,andthereis no independentvalidationofthebirthdatesthat
arerecorded In additionnotallpersonsagedover45arerelyingoncompulsory
superannuationalone. Around40%ofthepopulationhadsuperannuationprior to
theSG,with afair proportionofthesein relativelygenerousdefinedbenefitschemes
and/orhavea substantialproportionoftheir superannuationbenefitspayableasa

ismpsum0/whichonly5%formspart oftheir taxableincomein theyear thebenefit

As this submissionhasarguedthemostimportantchangesrequiredto theretirement
incomesystemfor all Australiansinvolves:

• Increasingsupersavingssothatworkerscanexpectaretirementincomeofat least
twothirdsoftheirgrosspre-retirementincome;

• Focusingpublic policy on theinterfacebetweentheretirementincomessystem
andthehealthcaresystemsorising costsofhealthservicesincludingprescription
medicinesdo notseriouslyerodethefuturepurchasingpowerofthepension,or

~ TheSenate:SelectCommitteeonSuperannuation:SuperannuationandStandardsofLiving in
Retirement:December2002pg xvi — xvii

‘~ IFSA Submissionto the2002SenateCommitteepg 18.
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causeunnecessaryuncertaintyfor citizensto planfor theirfutureretirement
provision.

Clearlythe desiredoutcomesneedto takeinto accounttheeconomicconsequencesof
theageingpopulation. It isalsoclearthat:

• Employers,Governmentsandemployeeswill eachbe required to make a
contribution if a sustainableand affordable outcomeis to be achieved.The
real debateshould focuson the bestdivision of labour in terms ofwhat each
group can and should contribute.

To explainthispropositionweprovidethe following example.TheACTU neither
supportsnor opposesthedivisionoflabourhighlightedin theexample.Ratherit
highlightswhatwe meanby eachofthethreegroups(government,employersand
employees)makingacontribution.In thisexampleweassumeit wasimplementedin
2002-2003whichwasthebestcircumstancesin agenerationfor amajorreform
initiative givenemployerprofitability andafavourablegovernmentfiscal position.

• Theemployerscontributioncouldhavebeenthroughfurtherincreasesin the
compulsorySGcontributionssuchthat 12%contributionswasmandatorybefore
2010andthefirst stepto 10%achievedin 2004. Employer’scapacityto payhas
rarelybeenbetterandit hadbeenmorethan2 yearssincethelastSGincrease. In
addition,previousNATSEM modellingshowedlong termsavingsto Government
on theagepensionfrom 2030onwardsfor additionalcontributionsbefore
2010.Withtheageingofthepopulationandstrongbudgetsurplusestodaythe
savingswould accruein severaldecadestimewhentheyareneededmost.

• TheGovernmentscontributioncouldhavebeento phaseout the 15% front end
taxationofsupercontributions.As theInvestmentandFinancialServices
Association(ISFA)arguedin its 2002submissionto theSenateCommittee:

“We alsonotethatthe1988changesto thetaxationofsuperannuationrepresenteda
bring-forwardoffuture taxationrevenuesfromretirementsavings. AstheIGR
shows,thereis agreaterneedfor taxationrevenuesout into2030andbeyondthan
thereis in 2002andthecurrentforwardestimatesperiod Unwindingsomeofthetax
bring-forwardachievedby thecurrentrules, andreturningthatrevenuetofuture
yearswouldamelioratesomeofthefuturefiscal drain outlinedin the
intergenerationalreport.

Gradualremovaloffront—endtaxescouldincreaseadequacyforfuturegenerations
ofretireeswithoutsuddenandsign~/icantfiscal impacton Commonwealth
revenue.

An alternativeto thisat roughlyhalfthecostwouldbe to havegraduallyphasedout
thecontributionstaxon low andmiddleincomeearnersasafirst step.In eitheroption
the Governmentrecoupssomeoftherevenueforegonethroughgreaterreceiptsfrom
thetax onsuperfundearnings,andbenefitsfrom thecompoundinginteresteffectin

‘5ASFA Submissionto the2002 SenateCommitteepg 80-81.
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thelong termwith a largertaxtakefrom endbenefittaxation.Againthis accruesin
severaldecadestime whenit is neededmostin thecontextoftheageingpopulation.

• The contributionof employeescouldhavebeenbasedon an agreedplanbetween
theStatesandCommonwealthon theadditionalinvestmentrequiredin the
MedicareSystemoverrolling 5 yearperiods. If anincreasein theMedicarelevy
wasrequiredthenanMOU betweentheStatesandtheCommonwealthwould
havespelledouthow,underco-operativefederalism,substantialsavingswerein
theprocessof beingrealisedby gettingthedivisionoflabourright betweenthe
statesandthecommonwealth;andhow anumberof agreedmeasuressuchasan
increasein thesupplyofdoctors,nursesandotherhealthserviceindustryworkers,
cuttingthequeuesfor electivesurgeryetc wouldbenefitall Australians.This is
important. It is unlikely that community support for changecan be achieved
until the savingsfrom the current systemare realised through co-operative
rather then confrontational federalism and an agendain placeto achieveon
goingproductivity gains.That way citizens canhave confidencethat
additional investmentsin the systemwon’t disappeardown a black holeor be
frittered away from entrenchedinefficiencies.

• In explaininghowincreasesorcutsto theMedicarelevy for different income
groupswouldbemadeonceeveryfive years,thegovernmentwouldhave
explained:

- whatadditionalinvestmentis required,howit is to bepaidfor, the
promiseofbettermoreaffordableandaccessiblehealthservicesthat
all Australianscouldexpectandits impactin preservingthepurchasing
powerofthepension.

- everyfive yearsthisMOU shouldbe renewedsothatall Australians
hadconfidencein whattheywerepayingfor. Overtime aculture
would developamongstcitizensbasedon therealisationthatpaying
todayfor Medicare would,amongstotherthings,greatlyassistin
preventingtheerosionofthepurchasingpowerofthepensionin
retirementandprovideaccessto manynewtreatmentsfor all
Australians.An understandingwoulddevelopabout12%SG
contributionsfrom employers,thephaseout offront endcontributions
taxby Governmentandemployeesresponsibilityto maketheir
contributionthroughtheMedicarelevy. Goodpublicpolicy is greatly
assistedby thisunderstandingamongstcitizens.It alsohelpsto
ensurebipartisan support andcontinuity with changesin
governmentovertime.

Hadsuchadivisionof labourbeenarticulatedin 2002andimplementedit wouldalso
havebenefitedfiscalpolicy giventheenvironmentofexcessdomesticdemandas
noneofthesemeasureswould increasecurrentdisposableincome.Hadtheagreed
MOU betweentheStatesandtheCommonwealtharticulatedahigherstandardof
healthservicesrequiringincreasesin theMedicarelevy suchincreasescouldhave
beenbalancedby restructuringthetax cutsto offsetthehighercontributionsfrom low
andmiddleincomeearners.As shownin thetwo tablesbelowtherewasconsiderable
scopeto maketheMay 2004and2005 taxcutsmoreequitable.
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Table 6: Income Tax Cut From 30 June 04 to 1 July 06 -

Single no dependents
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Table 7: Budget 2004 and 2005 Tax Cuts as % Post-Tax Earnings
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As emphasisedpreviously,theexampleaboveof “what mighthavebeen”isneither
supportedor opposedby theACTU. It is thereto highlightwhat wemeanby a
divisionof labourbetweenGovernment,employersandemployeesin gettingbetter
outcomesfor boththeretirementincomesystemandthehealthsystem.It is alsothe
casethatanysuchproposedschemewouldneedto becostedonaforward estimates
basisaswell asbeingsubjectto adistributionalanalysisincluding through
generationalaccountingto gettheright balancebetweenefficiencyandfairnessover
time. Any suchschemecanbefine tunedat themarginto getabetterdistributional
outcomeor to adjustthetiming ofthecostsandbenefitsto thebudgetbottomline in
the shortandlongerterm.
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Theexampleabovealsoprovidesthe contextfor theconclusionofthisACTU
submission.
Werecommendthe following six principles be usedas the basisfor a
fundamental reform ofthe health andretirement incomesystem.

Core Principles

a) The under40’sandall Australianswill benefitmostfrom apublic policy
focusthatbeginswith theinterfacebetweentheretirementincomesystemand
thehealthcaresystem.

b) The economicandsocialconsequencesofan ageingpopulationrequirealong-
termpolicy focusthatextendswell beyondthetraditional4 yearforward
estimatesperiodprovidedin thebudget. To gettheoutcomesthenationneeds
from healthservicesandtheretirementincomesystemweneedto planfor the
next3 to 4 decades.

c) Employers,Governmentsandemployeeswill eachberequiredto makea
contributionif a sustainableandaffordableoutcomeis to be achieved.The
realdebateshouldfocusontheoptimaldivisionoflabourin termsofwhat
eachgroupcanbestcontribute.

d) Publicpolicy shouldensurethatcitizensunderstandthegoalof achieving
superannuationsavingsofat leasttwo thirdsofpre-retirementincome. This
equatesto supercontributionsovermostpeople’sworking life ofat least15
percent.

e) Low andmiddle-incomeearnershaveandwill continueto struggleto achieve
an adequatelevelof superannuationsavings. Duringtheperiodin whicha
moveto highercontributionsis beingphasedin thereis animportantrole to be
playedby theco-contributionscheme.It shouldbereconfiguredsothatlow
andmiddle-incomeearnerscan,if theychoose,accesstheschemethrough
modestweeklysalarysacrificecontributionsto earntheGovernment’sco-
contribution. This shouldcontinueto theendofthedecadebeforebeing
reviewed.In addition,the$450amonthearningsthresholdfor SGpayments
shouldbe abolishedandthegovernmentshouldprohibitexcessivefeesandthe
paymentofup front ortrail commissionsthroughnewformsofregulation.

t) The currentco-operativeapproachto improvinghealthservicesby theStates
andtheCommonwealththroughCOAG shouldcontinue. At theappropnate
time anMOU bythepartiesshouldbe issuedspecifyingthesavingsthatwill
beachievedandhow/when. This MOU shouldalsolay outa long termplan
for achievinga higherstandardofquality,affordableandmoretimely and
accessiblehealthservices(includingprescriptionmedicines)andwhatthe
additionalcostswill involve. Everyfive yearsthis processshouldbe repeated.

An Agendato give effect to the Principles
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What is requirednowis anagendaandatransparentconsultationprocessto give
effect to theseprinciples. This shouldincludeamongstotherthings:

1. After thecompletionofthisCommittee’sInquiry, theCommonwealthshould
implementthechangesproposedby theACTU to maketheco-contribution
schememoreattractiveto low andmiddle incomeearnersacrossall agegroups.

2. UndertheguidanceoftheProductivityCommissionandwith theinvolvementof
FederalTreasuryandtheInstituteofActuariesof Australiaamongstothers,a
workingpartyshouldbeestablishedto modelthecostandbenefitsofdifferent
scenario’sfor Australiansto increasecontributionsto retirementsavingsandthe
long-termgenerationalconsequences(particularlyfor Governmenttaxation
revenue).

3. ThecurrentCOAGworkingpartyonhealthservicesshouldcompleteits work
program. Overtimeits workprogramshouldbe linkedto theoutcomesfrom the
workingpartyon retirementincomes.

4. By early2006thematerialgeneratedfrom thisprocessoutlinedaboveshouldbe
forwardedto theProductivityCommission.ThatCommissionshouldconductan
inquirybasedon thetraditionalsubmissions/publichearingprocessto ascertain:

• The bestlong-termoptionsfor improvingtheinterfaceandoutcomesfrom
Australia’shealthservicesandretirementincomesystemandthebest
divisionoflabourbetweenGovernment,employersandemployeesin paying
for it.

5. Therecommendationsfrom theCommission’sFinalReportshouldbefed into
COAGandtheconsultationprocessesinvolving Governmentsandthe
community. A newsetofpolicies,goalsandfundingarrangementsfor
Australia’shealthandretirementincomessystemshouldbeputin placein 2007.

TheACTU believestheaboveprocesswouldbe stronglyendorsedby theAustralian
community.Howeverif partisanpolitics interferesthenarrangementsshouldbe
madefor theprivatesectorto takeovertheprocessandundertakeall thework
required.Privatesectorparticipantswould thenin anon-politicalbipartisanwayput
theoptionsandoutcomesinto thepublic arenain 2007.

Oneway oranotherthis work shouldbe done. It shouldbe donethroughco-
operativefederalismandbipartisansupport. If thiscannotbe achievedthenit will
mostcertainlybe oneofthetwo orthreeissuesthatwill determinetheoutcomesin
thenext setofAustralianelections.
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