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1. aged and health care needs of australians
Given that Australians are living longer and that the population is aging (with the age \ dependency ratio forecast to alter from approximately four taxpayers for every aged person to, at the peak of ‘baby-boomer” retirements anticipated in the middle of the next decade, approximately two taxpayers for every aged person), consideration of aged and health care needs is timely.
As the population ages, increasingly lives longer, and medical science and technology improves, the demand for medical and nursing care will increase significantly.  Analogously to superannuation, thought needs to be given now as to how provision is to be made to meet this demand in the future.

Planning for the provision of health care for the aged necessitates consideration of both how it is to be financed and ensuring that appropriate infrastructure and resources, including suitably qualified staff, are available when and where required.

It could be argued that ensuring adequacy of superannuation and retirement incomes will of itself ensure that there are sufficient funds to facilitate the financing of health care expenditure.  This position, however, is predicated upon an assumption that the social security system and Medicare will be available as a “safety net” for those with insufficient financial resources.

As we have seen in recent years there is already a considerable strain upon the health care system which has necessitated reforms to private health insurance.  The inordinate strain which has been placed upon the health care system, including Medicare and medical indemnity insurance, has raised issues as to the need for reform in this area.

It appears self-evident that, as the number of taxpayers relative to the number of aged persons declines, the ability for the Government\consolidated revenue\the Medicare levy to finance heath care expenditure in the future will similarly decline.

Accordingly, it may appear attractive to design a “make provision as you go” system to finance future health care needs, analogous to superannuation.  Such a system could be constructed as either a freestanding system or, conversely, it could run in conjunction with superannuation.

There would be considerable advantage to the funds being invested in the private sector as this would serve to maximise returns.  Consideration would need to be given to the source of the funds for such a scheme and the ultimate destination of the benefit payments.

Funding

Funding could be by such means as: -

· an increase in the Superannuation Guarantee levy; or

· mandating a level of contribution by employees.

Payment

The issue would then arise as to whom the resulting benefit would be payable upon the aged person reaching the specified age (say 65).  If the funding is to be specifically targeted at the provision of health care services then rather than pay the resulting benefit to the person it should be paid to the health care system.

If this were to be done on the basis where the payment were attributed to the person this would be manifestly inequitable.  An aged person’s access to health care should never be a function of the quantum of their “benefit” - it should be determined by their medical requirements.

Accordingly, the only equitable mechanism would be to allocate the amount of the “health care benefit” to the health system generally.  This would have the consequence, however, that there would be no “ownership” or interest taken in the accrual of the benefit by the person concerned if the resulting benefit were to be paid to the health care system on an “non-allocated” basis.

Alternative

It would appear that an alternate effective and equitable means of financing aged health care would be to fund an investment in the private sector, thereby maximising returns, which would be paid directly to the health care system contemporaneously with person’s retirement from the workforce.

Superannuation is designed to achieve a similar objective\outcome (the provision of retirement income) through similar means (investment in the private sector until payment upon retirement).

Given this, it would appear that an equitable and efficient solution might be to: -

· abolish the contributions and surcharge taxes (which would serve to maximise the end benefit); and

· marginally increase the tax paid on Eligible Termination Payments, with the differential being paid to the health care system.

This would have the advantages that: -

· the amount of superannuation benefits and “health care contributions” would be maximised through the compounding effect;

· money would be invested in the private sector until such time as the person retires; and

· the amount contributed in tax would be a function of the final benefit which is the most equitable time to determine the value of a person’s benefit and the value they have received from concessional tax treatment while in superannuation.

Health Care Recommendation  AUTONUM  That consideration be given to a scheme whereby: -

· the contributions and surcharge taxes are abolished; and

· the tax paid on Eligible Termination Payments is increased marginally with the differential being paid to the health care system.

In addition, there appears to be a phenomenon at work whereby person of aged pension age structure their financial affairs such that their assets and income enable them to receive a part pension, however small, in order for them to obtain the perceived benefits of a pension discount card.  In some circumstances the amount of income, or even capital, sacrificed may outweigh any financial benefits realised through possession of the card.

There appears to be a psychological factor at work where the persons feel that they have an entitlement to such concessions and that if they were to be a fully self-funded retiree they are somehow “losing out” relative to the aged person on at least a part pension.  In particular, the comfort derived from being able to access subsidised pharmaceuticals would appear to be a major driver of this type of behaviour.

In addition, the loss of a concession card represents a more “discrete” loss than that of the pension payments which are scaled down as income\assets increase.  As a concession card is an “all or nothing” proposition a part pensioner on a small pension would feel its loss significantly more than the loss of the few dollars of pension which will generally have been replaced by increased non-pension income anyway.

An additional cost, apart from sacrificed capital and income, is that emanating from the complexity of the social security assets and income tests and the necessity for constant monitoring, reviewing and adjustment of pension entitlements.

Health Care Recommendation  AUTONUM  In recognition of a person’s age and their contribution to society, (through payment of tax or otherwise), consideration is given to the introduction of a universal, non means-tested “Aged Concession Card” akin to the current “Senior’s Card”.
This should reduce one of the key drivers of the behaviour whereby aged persons sacrifice income or assets to retain a part pension and thereby the Pension Concession Card.
2. viability of A concessionally taxed savings product
Australians are notoriously poor savers, and have relatively high levels of personal debt.  Accordingly, Australia is amongst the lowest of the OECD countries in terms of national savings.

While the levels of superannuation investments are steadily increasing, the level of household debt, and the levels of consumer spending\consumption, is also increasing.  There is a strong argument to encourage savings to produce a pool of funds from which government and business can borrow to further investment in infrastructure and to minimise the level of overseas borrowings.  Encouraging savings may also decrease the need for reliance on social security, thereby ensuring that the amount of resources available as a community – wide “safety net” remain at a viable and sustainable level.

As such, consideration should be given to developing a concessionally taxed product to encourage savings.

Obviously one of the major disincentives to contribute to superannuation is that, given retirement income policy, all contributions since 1st July 1999, and generally the majority of benefits accrued prior to that date, must be preserved in the fund until retirement on or after preservation age.

Accordingly, a product needs to be developed which offers concessional tax treatment to act as an incentive but does not preclude people from accessing their money in the event that their circumstances alter and they need or desire access their finances.  One of the motivators for saving is having access to funds for a “rainy day” – people do not like to feel that their money is “locked away”.

One possibility which may be considered is that of developing a product whereby the money invested in the product receives concessional tax treatment. No tax would be payable provided: -

· the account is retained for a specified minimum period of time; and

· no withdrawals are made during this period.

Funds would be able to be accessed at any time (consideration could be given to a specifying a notice period) but the benefit of the concessional tax treatment would be lost.  If a withdrawal were made, either in part or full, then the product provider would withhold PAYG tax at a specified rate and an adjustments would be made in the individuals’ income tax assessment process.

The loss of concessional tax treatment could be determined in accordance with a sliding scale whereby the amount of concessional tax treatment “foregone” by “early” withdrawal is a function of the length of time the investment has been held.  A simple example would be where: -

· if an amount is withdrawn in the first half of the period the benefit of the concession is lost;

· if an amount is withdrawn in the second half of the period only half of the benefit is lost.

The reduction in the concession could be applied either to: -

· that part of the benefit withdrawn; or

· the entire benefit (simpler but more punitive).

The benefit of this kind of product is that retention of access to the funds may encourages initial deposits while it can be hoped that the loss of concessional tax treatment, and the accumulation of the benefit over time (with the compounding effect), could act as a disincentive to withdraw the money.

There should be no need to prescribe the rate of contributions to the product.  If a person were to contribute a significant amount relatively late in the period of investment the amount of concessional tax treatment afforded those contributions would be reduced by the fact that they were spending less time in the fund.

Savings Recommendation:- Consideration should be given, in conjunction with the actuarial and other professions, to developing a concessionally taxed product to encourage savings.
Should you have any queries with respect to this submission, please do not hesitate to contact the writer.
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