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Inquiry into ImprovingtheSuperannuationSavingsofPeopleUnder40

DearCommitteeSecretary,

I amwriting to expresstheviewsoftheAustralianIndustryGroupon improving the
superannuationsavingsofpeopleunder40.This is an areaweregardashighly
importantbothfor thewell beingof individualsandfor thehealthandvibrancyofthe
broadereconomyandsociety.

TheAustralianIndustryGroupis aleadingrepresentativebusinessorganisationwith
over 10,000memberswith concentrationsin themanufacturing,construction,ICT
andrelatedserviceindustries.Wehaveafirm traditionof supportfor superannuation
andwe arecloselyinvolvedin theleadingindustryfundstheSuperannuationTrustof
Australia(STA) andtheAustralianRetirementFund(ARF).

General

Ai GroupapplaudsthefocusoftheCommitteeonimprovingthesuperannuation
savingsofpeopleunderforty. This is afarsightedreviewandoneofgreatimportance
in thecontextoffundamentaldemographictrends;theassociatedbudgetarypressures
andthechallengesthesepresentto future economicperformance.

Barriers and/or disincentivesto contribute to superannuation

The capacityof individualsto contributeto superannuationdepends,firstly andmost
fundamentallyon theirincomes.In this regardthehealthofthegeneraleconomyand

Submission No:

(~v~



its capacityto createjobsandto generatehighratesofproductivitygrowth - and
thereforepayhighwages,is ofprimarysignificance.

While thisisnot theplaceto elaborateon theingredientsofa healthyeconomy,we
urgethat,in formulatingits recommendations,theCommitteepaycloseattentionto
theimportanceofaddingto, ratherthandetractingfromthehealthoftheAustralian
economywith particularregardto its job-generatingpotential.

TheSuperannuationGuaranteeCharge

An areaofparticularrelevancein relationto thejobcreatingability oftheeconomyis
thequestionoffurtherincreasesin compulsoryemployercontributionsby raisingthe
rateoftheSuperannuationGuaranteeCharge(SGC).

K Groupsubmitsthatanysuchcalls shouldbe stronglyresistedby theCommittee.
An increasein theSGCwouldhavethesameimpactasarisein therateofpayroll
tax. It wouldraisethecostsofemploymentanddetractfrom theability ofemployers
to createjobsandpayhigherwages.

If theCommitteeassessesthattherearestrongargumentsin favourofincreasing
compulsorycontributionsfurther,K Groupsubmitsthat theseshouldbemadefrom
employeeremuneration.

This would addressthecallsfor highercompulsorycontributionswithout addingto
employers’costs.It wouldalsoperformtheimportantrole ofgiving employeesmore
“ownership”oftheircompulsorysuperannuationcontributions.This latterissueis
discussedfurtherbelowin relationto improvedawareness.

Taxationon contributions

Taxationis aleadingareawithin thereachofpolicymakers.The longstandingtrendof
asteadyrisein theproportionoftaxationto GDP is adirectchallengeto increased
privatesaving.While compulsionoffsetsthisto someextentin relationto
superannuation,taxeson thecompulsorycontributionsmadeby employersdetract
directly from netsavingandthereforealsofrom netbenefitsreceived.

In alonger-termsense,taxingsuperannuation“on thewayin” subtractsfrom future
taxrevenue(onhigherincomestreams)andaddsto thefuture agepensionbill.
Neitheroftheseoutcomesisdesirablein view oftheemergingintergenerational
pressureson Australianbudgets.

K GroupurgestheCommitteeto recommendareductionin, andeventualelimination
oftaxationon contributionsto superannuation.

Inrelationto theargumentthatis oftenadvancedthatsuperannuationalreadyreceives
thebenefitofgeneroustax expenditures,wenotethefollowing.

• Taxexpendituresaredefinedasdeparturesfrom abenchmarktaxsystem.The
benchmarkusedin assessingthetax expendituresapplyingto superannuation
is acomprehensiveincometax.
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• This isan arbitraryselectionofbenchmarkin thesensethatthereisno
inherentvirtueattachedto thisparticularbenchmark.

• It is, however,abenchmarkthatitselfdistortsdecision-makingin favourof
consumptionandagainstsaving.

• If thecurrenttax treatmentofsuperannuationwereassessedagainsta
benchmarkthatwasneutralin relation,its taxtreatmentwouldbefoundto be
punitiveratherthanconcessionary.

Ai Groupsubmitsthattheargumentbasedon thegenerosityofthecurrenttax
expendituresis ill foundedandthat thecomprehensiveincometaxbenchmarkis an
inappropriatebenchmarkagainstwhichto assessthetax treatmentofsuperannuation.

Currentincentivesto encouragevoluntarysuperannuationcontributions

K Group isakeensupporteroftheSuperannuationCo-contributionScheme.In the
2004-05BudgettheGovernmentsignificantlyexpandedthis scheme.This schemeis a
verygenerousandwell-targetedform ofencouragementto saving.

K Groupdoesnotseeaneedto furtheraddto thegenerosityofthis schemealthough
its appealcouldbebroadenedthoughgreaterawarenessofits benefits.Particular
attentionto theunder-fortymarketwouldbeparticularlyvaluable.

K GroupsubmitsthattheCommitteeshouldrecommendthattheGovernment
developandexecutestrategiesaimedat improving theawarenessandtake-upofthe
SuperannuationCo-contributionSchemeamongpeopleunderforty.

Improvingtheir awarenessoftheimportanceof savingearlyfor theirretirement

A leadingissuewhenlookingat improvingtheawarenessofsavingfor retirementis
theintensecompetitionsuperannuationfacesfrom thewide arrayofincreasingly
attractiveandwell-marketedalternativesto saving.Particularlyfor thoseunderforty,
consumptionhasasignificantattractionrelativeto thecomparativelyremotequestion
ofsavingfor retirement.

While theindustryitself clearlyhasarole to play in generatinggreaterinvolvementin
superannuation,thereisalsoa casefor publicsectormarketingof superannuationin a
genericsense.

Suchinvolvementis desirablepartly asacorrectionto theintensemarketingefforts
devotedto enticethediscretionarydollartowardsconsumptionandpartly in orderto
addressthetendencyofyoungerpeopleto discounttheimportanceoftheir apparently
remotefutures.

Informingofadvantagesandresponsibilitiesfor self-provisionofretirementincome

An importantpartof generatingsuchgreaterawarenessis in providingpeople—

particularlyfor thoseunderforty — with basicinformationabouttheadvantages,
responsibilitiesandcostsofself-provisionofretirementincome.Forpeopleunder
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forty, theclearadvantagesofmakingcontributionsearlierin life couldfigure
prominently.

AlthoughAustralia’sagepensionsystemis generous,thereisa strongcasefor giving
greaterattentionto therelativeadvantagesoftheself-provisionofahigherlevelof
retirementincome.

An elementofthisis to addresstheattitudethattheagepensionis in somesensean
entitlementearnedover alifetime ofpayingtaxes.If this attitudewaslessprevalent,
taxescouldbelower.

As indicatedabove,K Grouprecommendsthatanyfurtherincreasesin compulsory
superannuationcontributionsbemadefrom employees’remunerationratherthanby
raisingemployercontributions.

This recommendationstemspartlyfrom theview thatthepresentarrangements,
whichK Groupsupports,neverthelesshaveaflavour ofpaternalismratherthanone
ofencouragingresponsibilityfor theself-provisionofretirementincome.A greater
directcontributionfrom employeesto theirsuperannuationaccountswouldalign with
thecreationofagreatersenseof self-responsibilityfor theself-provisionofretirement
income.

Informationandfinancialadvice

In thefaceofregulatorychangesin relationto theprovisionoffinancial advice,a
degreeofhesitationmaynowinhibit theprovisionby theprivatesectorof
informationabouttheadvantagesofsavingthoughtsuperannuation.

K GroupsubmitsthattheCommitteeshouldinvestigatewhethercurrentregulations
do inhibit theprovisionofinformationabouttheadvantagesofsavingfor retirement
andwhetherthereis acaseeitherto relaxtheextentofregulationor, alternatively,for
clarificationofwhatinformationmaybeprovidedwithoutit beingregardedas
financial advice.

Thankyoufor theopportunityto provideourcommentsto theInquiry. Shouldyou
requirefurtherinformationpleasedo nothesitateto contactmy office orPeterBurn
on 02 94665566.

Yourssincerely

Jo Th~&22~

HEATHERRIDOUT
ChiefExecutive
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