Friday, 10 June 2005

The Hon Bruce Baird MP

Chair - House of Representatives Standing Committee on Economics,

Finance and Public Administration
Parliament House
CANBERRA ACT 2600

Dear Mr Baird

Thank you for your letter of 6 June 2005 relating to the inquiry into improving the

superannuation savings of young people under age 40.

In response to your request for submissions could 1 suggest that your committee loo
seriously at this advertisement which I have given copies to many young people to

emphasise the value of saving.

[ believe it says it all, but more seriously we need to educate young people, probably at
secondary school level, on the importance of saving and the value of starting young.

I trust this information is of use.

Yours sincerely

THE HON. DAVID HAWKER, MP
Speaker of the House of Representatives
Federal Member for Wannon
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THIS IS PERHAPS THE MOST
INFURTATING AD YOU WILL EVER
READ. UNLESS YOU ARE 21.

A 7oL~ wHAT You aRe about to read

Y

will fascrate you, or infuriate

'

present you with a delicious paradox, by

you, ot both. Ir will also
proving that a pesson who decides to stop
saving can accumulate considerably more
than someone who decides ro save diligeatly
all the way to 65. Come again? Lets pur it
another way. This insight is about the saving

ethic and as with its cousin, the work ethic,

the und ing smarter
beats saving harder. Disciplined saving is the
ethic’s essence. Discipline is even more
amportant than dollars when it comes to
producing a resclt,

You will probably wish someone had
explained all this to you when you were
young enough to really learn and profit
from it. Sull — and this is your consolation
— you can be the someone who explains it to
someone else; to a young person who sull
has the time to profit from st Iy ‘It” is cthe
‘magic of compound interest’, and tr isn't

§
realty magic at all - it's simple mathematics.

But magic for most is more intr
, g

maths, so let’s think of it as magic.
Imagine you are 21 again. You decide,

because someone explamned this magic to

vou, to start with $5.000 and then add to 1t

at the rate of 31,900 a year — unul you tura

st 30, Thea you stop saving altogether

i
and leave your aest egg alone until you turn
65. Let's say, for the sake of this compara-
tive cxercise, that YOu €arn an average return

of 8% p.a. (after fees and raxes) which you

always reinvest. Let's say, again for the sake

of the comparison, that inflation s 0% (so

vour real revurn is a healthy 8%).

i\’lOV.’ IH‘.E’,};IH(‘ an éiufi,' atlve scenarie,

Again, you are 21 but decide to do nothing
about saving uotil you turn 31 Ar 37, you
put aside $5,000 — adding to 1t ar the rate
of 81,000 a year until you turn 65, agsin
reinvesting the 8% p.a. average return. You
figure you will more than make up for lost

time by saving harder - ie. for 35 years

racher than 10 yes

Which is the better strategy?

The 10-year saving plan, in which you
will have tovested $14,000 {a $5,000 mnital
contribution then $1.000 a year) will reap
$332,413. The 3S-year plan, in which
you wild have invested $32.000 — nearly

three times as much ~ will reap considerably
less: $227,077.

Here are the basic calculations for you to
check. The bold type represents those years

when you contribute $1,000. The return,

remember, is a constant 8% p.a...
2 yearsold .. 5,000
22 yearsold. ... L 6,400
23 years old . L. 7912
24 yearsold ... 9,545
25 years old. .. ... 11,309
26 yearsold oL 13,213
27 yearsold oL 15,270

28 years
29 years

30 years

31 yrars

32 years

33 yrarsald L. 28,322 ... 7912
34 years old oL 30587 ........ 9,545
33 yrars aold L 33034, ... .. 11,309
36 years old ..., 35677, ... .. 13,213
37 yearsold L 38,330, .. 15,276
38 yearsobd ... 41.614. ... L 17,492
35 years old . 44,943 19,8971
40 pearsold .. 48,5380 22,483
41 vears old .. S2.421. ... 25,281
42 yrars old ... L. 56,615, ... . 28,304
43 yeassold L 6i, 144, ... 31,568
44 voays old .. 66,038, ... 35,093
A4S yearsold oL FL319. ... .. . 38,901
46 years old .. L. 77024 43,013
47 wearsodd .00 831850 L. 47,454
48 years old ... 89841 .. . 52,250
49 years old ... 97028 57,430
50 years ofd ... 104,790 . 63,025
ST years dd. L 113174, .. . 69,067
S2 years old L. 122,227, .78 502
53 years old . ... 132,004, . . 82,639
54 years oid .. 142,566 . 90,251
55 yearsofd ... 1839710, .. 98,471
S6 yearsold ... 166,289, ... 107,348
yearsold L 179,592 .. ..., 116,936
S8 yearsold ... 193960, ... ... 127,291
59 yearsold L. 209476, ... .. 138,474
60 years 2 . 150,552
6L yearsold . ..., 244,333 163,590
2 yrarsold ..., 263,880 177,684
63 years old .00 284,990. ... .. 192,899
64 yrars ofd ... 307790 ... 209,331
65 years old .o 332413 ... 227,077

The cable shows che dramatic effect chat

compound interest can have on a disciplined
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saving plan, even when you decided]

saving, Imagine now a savi plan «

bCIVOHC‘ )’Cgill&[ 52 iﬂg mneo YCgUIA!’ mvestment

ds

' )
Dliff;ﬂ)‘n[ pays diud

A plan that tzaches the essence of sound,

balanced tnvestment. Tmagir ting that

kind of opportunicy, that kind of educarion,
that iniciation ta the when you
were just 21
BT offers P the Easy
Investment Pi g perso
Y mentd 2] 124 FL_/A

o start investing with $1,000 and §
month ~ via, say, the BT Future

(This fund does nat guarantee, nor promise,

the minmmum 8% essential to the example

carned 15.30% poa.

given carlier. Buc it ha

since inception in March 19917}

idparent who

If you are a parent o

wauld like to get a young investor started,

or if you are someonc who beliey s never
too late co start saving yours
k\‘i&[‘ j1e) 1:1\'651(gaﬁ,\’ th(‘ )'ﬂﬂgﬁ
shine to the

Eqﬂﬂll)“ you car this d

(nvestments ‘/JOL! m

BT wiltbe h

€T YOuy étlpxil‘.i]‘llllhiflﬂfi.

oy to send you full deajs.

contacy

ation,

financial adviser. or cail BT on

Oaline

ot

55, Alrernatively vou can visit BT

maau or

ar WWwo nd po
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