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SUPER SLIDE IS POOR POLICY FOR TF

Greens’ and Grattan Institute’s ‘solutions’
would leave us with more age pensioners
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ANDREW BRAGG

Superannuation is our only truly
intergenerational policy. It is
designed to cushion Australia
against the cost of an ageing
population. It is not there to fill a
short-term budget problem ora
taxreformfiddle.

‘As it is an intergenerational
policy, there are three questions
that should be front of mind when
considering changes. These are:
What is the problem we are trying
tosolve? How dowemeasure suc-
cess? And on whom should we
focus taxpayerresources?

The problem we are trying to
solve is managing adverse demo-
graphic change. We have a
rapidly ageing community.

According to last year’s Inter-
generational Report,” the pro-
portion of working-age people to
retirees will have fallen substan-
tially — from 7.3 working Austra-
lians per retiree in 1974-75 to an
estimated. 2.7 per retiree — by
2050.

The shrinking of the tax base

will be exacerbated by our over-
reliance on personal and ‘com-
pany ‘taxation. Income and
corporate taxes in Australia make
up about 60 per cent of revenue
compared with an. average of
34 per centacrossthe OECD. . -

Former federal treasurer Peter
Costello often spoke of Austra-
lians fast approaching “our date
with demographicdestiny”.

If the reform malaise contin-
ues, we willneed more retirement
savings, not less. Across time, the
government will have a smaller
resource base. Future govern-
ments will do less and less as a
greater share of revenue is direct-
ed towards supporting the aged.

This means we need more self-
provision, more private savings.
This is why we have super. Weare
only part of the way on the super
journey.

To be self-sufficient in retire-
ment, modelling from . Rice
Warner. Actuaries shows most
people need to save close to 15 per

cent across a. lifetime of work.
Typically this is 40 years. For
many Australians this will entail a
12 per. cent compulsory contri-
bution and another 3 per cent in
voluntary savings. :

‘We have had super for 25
years. It has been at 9 per cent of
salaries since2002. Onceit reach-
es 12 per cent in 2025, the first
Australians who will have had
12 per cent super for their working
lives will be retiring in 2065.

. This takes us to the second
point; how to measure success.
<. Across the longer term, the
marker of superannuation work-
ing is whether we have-a lower.
overall reliance on the age pen-
sion. Last year’s Intergeneration-
al Report shows ‘that by 2050,
80 per cent of us will be taking a
pension. It is true that during the
next 35 years fewer Australians
will take a full pension, but 80 per
cent still will take some form- of
pension.

Eighty per cent of people tak—
ing a pension after 70 years of
compulsory super does not pass
the pub test. For this reason we
need to increase our savings rates
with a view to getting pension reli-
ancedown.

Third, the targeting of tax-
payer support for super must be

consistent with the objective of
more self-sufficient Australians.
Unfortunately, proposals put for-
ward by the Grattan Institute and
the Greens do nothing for middle
Australia — those with the great-
est capacity to reduce their reli-
anceontheagepension.

These proposals to raid super

instead see private retirement:

savings as a source of revenue to
fund pet projects and policies that
would increase pension reliance,

Policies that raise revenue by

taxing retirement savings will
havethebiggestimpacton middle
Australia, undermining the nest

eggs of average Australians and-

the objective of superannuation.
Australians earning: between
$37,000 and $180,000 pay 15 per
cent tax on their super contribu--
tions. Underthe Greens’ supertax
policy everyone earning more
than $100 000 would end up pay-
ing 22 per cent or 30 per cent on
mandatory contributions — atax
increase of 50 per cent to 100 per
cent formuch of middle Australia.
The Greens’ policy does noth-
ing for people who could actually
become self-sufficient in retire-
ment. Infact,itwould send middle
Australiabackwards. .
The Grattan Institute, on the-
other hand, proposes penalising

any Ausfralian who hopes to
catch up on a shortfall in savings
by dramatically:-lowering the cap
on contributions:

-.Grattan’s proposal is patently
unfair to women and carers who
need higher caps to make larger
contributions laterin life.

The fact remains that-lower
superannuation - savings .- would:
force more Australians on to the
age pension, pushing the cost of
an ageing population on to future
generations..

The age pensionis coshng tax-
payers $44.7 billion each year —
farmore than the superannuatlon
system — and is growmg at 7 per
centayear. . :

Lower superannuation savmgs
would increase the cost of the age
pension and have minimal impact
onplugging thebudget hole::

The aim of tax reform cannot
be to increase the size of the wel-
fare state, but this is exactly what:
the proposals from Grattan and
the Greenswould deliver.

An intergenerational perspec-
tive shows Australia cannot sus-
tain a multi-billion-dollar pension .
bill with a diminishing number of
taxpayers.

Andrew Bragg s director of policy
atthe Financial Services Council.
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