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The Secretary

Senate Select Committee on Superannuation
Parliament House

Canberra ACT 2600

Dear Ms Morton

Re. Inquiry into Planning for Retirement

Thank you for your letter of 21 February inviting me to lodge a submission in response to

this inquiry.

I will restrict my comments to the 'financial’ aspects of pianning for retirement. Such

planning can be divided into two parts:

1) the part which determines the guantum of retirement savings available to the individual
at the "time’ of retirement (this 'time' being defined as the point at which the individual's
income from personat exertion shifts to a tevel significantly below their normat current
expenditures on living expenses as a result of a reduced amount of remunerated 'personal

exertion’ performed, and with no expectation of that situation being reversed).

2) the part which determines the way in which the individual's retirement savings are
deployed at the time of retirement, and the way(s) in which the individual expects/plans

to access those monies during their vears in retirement.

Of these two parts, it is 1) which has received the greatest attention in Australia in recent
decades. For workers who are not within 'striking distance’ of their retirement ages, it is
quite logical to focus heavily on ). For workers who are close to their retirement ages,

except where their retirement savings are so inadequate that a major last-minute surge of

saving-effort is warranted, it is part 2) which deserves more attention. The focus of your
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inquiry therefore suggests that this submission should be mainly concerned with part 2)

issues. But let me first make a few brief points re. part 1):

The number of workers who find themselves getting close to retirement age without

adequate retirement savings would be reduced:
(a) if the SGC minimum were increased to a rate above € per cent;

{b) if the mandatory saving requirements of the SGC were to be extended to cover workers

in self-employment status, on an appropriate basis (see attachment for elaboration);

(c) if persons in receipt of government income-support payments during periods of
involuntary unemployment were to have government payments of superannuation

contributions credited to their preserved superannuation savings at the same time.

Where workers do find themselves getting close to retirement age with demonstrably
inadequate retirement savings, it would seem reasonable that a major last-minute surge of
saving effort by them into appropriate retirement savings vehicles not be penalized by the

operation of the superannuation surcharge in the way it is at the moment.

Turning now to the deployment of retirement savings from the time of retirement onwards, it
is clear that there 1s a major deficiency in Australia's current superannuation policy
framework in terms of the requirements it imposes for adequacy of insurance cover against
longevity that is greater than the individual anticipates, and for the prudent deployment of

the funds.

Up to the point of retirement, our current framework of superannuation law arrangements
places a major barrier against the individual accessing any of their tax-advantaged retirement
savings for current period living expenses. Once the clock ticks past the 'point’ of

retirement’ for the Individual, severe restriction gives way to total individual discretion.

Also, up to the point of retirement, our current framework of superannuation law
arrangements places major constraints on how much risk is taken with the deptoyment of an
individual's tax-advantaged retirement savings (whether deliberate or unwittingly). Once the
clock ticks past the 'point’ of 'retirement’ for the individual, there is no constraint on the
funds being shifted into high-risk forms (whether deliberately or because the individual has

fallen prey to misinformed or self-serving ‘financial advice").




The only tangible 'encouragement' our current framework provides for an individual to put
retirement savings money into a vehicle that provides prudent deployment of funds and
longevity insurance (i.e. a prudently managed life annuity) is via the two-tier RBLs. And
this policy 1s itself sadly deficient in that those who are most at risk of running out of their
retirement savings before they die are almost certainly over-represented among those who
fall betow the lower RBL, and therefore receive no 'encouragement' from the current policy.
The people our policy's 'encouragement’ actually applies to (those above the lower RBL) are

unlikely to be in greater need of such ‘encouragement’ than those below it.

The taxation (and social security means-testing) advantages currently provided to so-called
'allocated pensions’ may be perceived by less-well-informed retirees (and workers
approaching retirement) as providing these products with some sort of stamp of government
approval as prudent means of deploying one's retirement savings. These products typically
provide zero longevity insurance. These products are available across a broad spectrum of
capital-risk. It is madness for public policy to provide no significant ‘encouragement’ for
‘below lump-sum RBL' retirees to deploy their monies into true prudently managed life
annuitics as compared with putting the same monies into so-called allocated pensions with

significant capital-risk properties.

[ attach some pages from my recent book Policies to Boost Australian Saving: How? and
Why?, which amplify some of the points I have tried to set out succinctly above. I further

explanation re any of those peints is desired, please do not hesitate to get in touch with me.

Yours faithfully,

Quae_ L (L

Owen E. Covick
Associate Professor in Business Economics
(and Deputy Head, Faculty of Social Sciences)

Att: copy pp. 168-173 of book and title page
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