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Introduction

The Association of Superannuation Funds of Australia (ASFA) is pleased to provide a submission to the Committee concerning planning for retirement.  ASFA is the peak industry body for superannuation.  ASFA’s 600 or so constituent members are estimated to be responsible for around $400 billion of assets, or about 80% of total superannuation funds under management.  ASFA’s coverage by percentage of assets and members varies between categories, ranging from around 70% for corporate funds to around 90% for industry, public sector and retail funds.  

Given this wide coverage of both funds and fund members ASFA is uniquely placed to present both industry and community views on the issue of planning for retirement.  Part of the core business of superannuation funds is helping individuals accumulate the resources and/or retirement income necessary to support the transition from work to retirement.  Another part of the core business of many funds is to provide members with retirement income streams.  Many funds also provide educational material and/or support the provision of general or personal advice to fund members about the transition from work to retirement.  ASFA itself provides a range of general educational material on the ASFA website and tools such as retirement income projection calculator and a fees calculator which can assist individuals in planning for retirement.

In preparing this submission ASFA was able to draw on the experience of member funds, and a substantial body of published research.  Most ASFA member funds have considerable experience in the design of retirement benefit arrangements and/or have had extensive exposure to fund member expectations in regard to retirement living standards.  The research undertaken by ASFA includes both modelling of projected retirement incomes and needs in retirement, and public opinion polling in regard to community perceptions of adequacy.

The submission will address in turn each of the specific areas raised in the terms of reference for this inquiry by the Committee.

Recommendations

Recommendation 1:  ASFA recommends that the government give attention to the labour market and other factors leading to the higher takeup of disability support payments and compensation payments of various sorts, rather than focussing on limiting access to the Disability Support Pension.

Recommendation 2:  ASFA recommends that governments give further attention to supporting the training and retraining of older workers, and to helping break down any negative attitudes of employers to employing older workers.

Recommendation 3:  ASFA recommends that while keeping the eligibility age for the Age Pension at 65, policy attention be given to helping people stay in the labour force through flexibility of retirement age and practices, rather than focussing on any supposed problems relating to a fixed retirement age.

Recommendation 4:  ASFA recommends that the contributions and cashing rules for those over their preservation age be modified so that individuals can change labour force status (full time employment to part time employment to withdrawal from the paid workforce, or a reversal or any mix of this pattern) without seriously compromising their superannuation options or outcomes.  

Recommendation 5:  ASFA recommends that there be better integration of work and retirement by introducing an income bank for Age Pensioners for income derived from employment.

Recommendation 6:  ASFA recommends that the amount and conditions for the Pension Bonus Scheme be reviewed so as to make it more attractive to potential users, particularly those contemplating part-time or flexible work in the early years of their retirement, and more actuarially fair.

Recommendation 7:  ASFA recommends that expenditure on training or retraining by an individual not be a new condition of release for superannuation.

Recommendation 8:  ASFA recommends that $52.8 million be allocated to a comprehensive public education campaign over three years to be conducted by the Australian Taxation Office or by ASIC.

1.  The effects of ageing on workers’ productivity

There are a number of measures of the productivity of workers which are available by age of workers.  However, it can be difficult to isolate the effects of ageing of individuals on their individual productivity from the impact on statistical measures of productivity of different generations having different skills and opportunities, and from individuals making career choices for personal and family reasons.  Layered on top of this is also the attitudes and practices of employers.

Differences in average earnings by age

One simple, but perhaps misleading, measure of productivity is differences in average earnings by age.  Earnings are generally related to skills obtained through education and direct work experience.  Work experience is related to age, and for at least some age bands average hourly earnings for both men and women increase with age.

However, the relationship between age and earnings is not a simple one.  As shown by Table 1, in 1999 for men average hourly earnings increased to a peak among those aged in their 40s, while the peak for women was for those in their 30s.  Associated with this pattern, the difference between female and male earnings was relatively small for younger workers, but increased with age.

Table 1: Average hourly earnings in main job of employees August 1999(a)

	Age group (years)
	Women

$
	Men

$

	15-19
	9.09
	9.35

	20-24
	14.11
	14.00

	25-29
	17.55
	18.32

	30-39
	19.30
	20.90

	40-49
	18.77
	22.21

	50-59
	17.76
	21.54

	60 and over
	18.70
	18.27

	Total
	17.08
	19.13


(a) Comprises people in full time and part-time jobs.

Source: ABS Australian Social Trends 2000, Cat. 4102.0
For young men and women there is not a marked difference in average earnings.  This may have something to do with characteristics of the current generation of young men and women, but it most likely is more strongly influenced by the employment patterns of young men and women who are not in secondary schooling or tertiary education, and by the nature of the part-time work of those who are.  The jobs are relatively low paid (perhaps because of low productivity), with similar rates of pay for men and women on average.

The gap between the average hourly earnings of men and women grows with age, but there is a sudden reversal over age 60.  However, the labour force participation of men and particularly women is very low over age 60.  It also flows more from a drop in the average earnings of men and not just from an increase in the average earnings of women.  What type of workers are left in the workforce, and what type of jobs they are in are important factors influencing both earnings and productivity.

One of the surprising features of the data is that the average earnings of women (at least as a group) do not change very much between ages 25 and 60.  The peak in average earnings for women is at ages 30 to 39, while for men it is at 40 to 49.  The gap in average earnings is greatest at ages 50 to 59, when men typically are at the peak of their lifetime employment earnings and many women are in casual or part-time jobs which do not necessarily pay well.

The data also indicate the danger of assuming that the earnings of individuals will gradually increase with age.  While this is a reasonable assumption for certain individuals, there are apparently sufficient exceptions to the rule to result in real earnings growth of only 0.1% or less per year on average in terms of earnings growth associated with career progression of the population as a whole.  While younger cohorts may have a different pattern of earnings, the historical figures are not very encouraging.  Of course there will be general increases in wages on top of this, normally linked to growth in general in labour productivity and prices.

Objective measures of individual productivity

At the individual level there is no real objective evidence of productivity decreasing with age in most occupations.  A number of submissions received by the Committee, such as that by Professor Lowther, provide a review of the available literature, and ASFA does not wish to add to that material.

However, there are some exceptions to the general evidence that productivity does not decrease with age.  There are very few examples of brickies’ labourers and the like in their late 50s, and no recorded cases of professional footballers.  Physical capabilities limit productivity in a few occupations, but most jobs rely on a mix of skills, and only a few out of hundreds of occupations rely predominantly on being able to demonstrate physical strength and flexibility at levels only capable of being delivered by younger workers.

On the other hand, there are some jobs where age and experience is a prerequisite for employment.  There are no teenage senators or federal court judges.

However, the absence of objective evidence in regard to any general decline in productivity or indeed the existence of evidence of increasing productivity with age in many instances, does not necessarily enhance the employability of all older workers.  Perceptions of employers are important, as can be the increased cost of employing higher productivity workers.

In some ways the employment of older workers has been compromised by their greater productivity in an objective sense.  Some of the largest past and prospective growth sectors in terms of employment are:

· accommodation, cafes and restaurants;

· retail trade;

· property and business services;

· health and community services;

· cultural and recreational services; and

· personal and other services.

Mmany of these sectors have been dominated by younger workers.  While in some cases this might be due to possible employer prejudices concerning the productivity or suitability of older workers, in many cases the preference for younger workers is because they are cheap to employ and/or they are willing to be employed on a casual or part-time basis.  

In regard to the latter point, in June 2000 around 65% of those aged 15 to 19 were in casual employment, while only around 12% of those aged 55 to 69 were.  Women have a much higher representation in casual employment at all ages.  This has implications for both average earnings and availability of employment for older workers.  Older men in particular may find it difficult to find well paying full-time employment (or any employment at all) if they become unemployed.

Even in government dominated sectors such as education and health and community services there can be moves by employers towards cost-cutting which have implications for the employment of older workers.  There is some evidence of redundancy packages being offered to older workers in order to reduce ongoing costs.  Agencies may find such offers particularly attractive if a large part of the cost of the redundancy package is met out of a centralised State or Commonwealth government superannuation fund.  Concessional tax treatment of redundancy payments also can make redundancy packages more financially attractive to older workers relative to receiving ongoing wage income.

In some cases employee numbers will be reduced in total.  In other cases older workers will in effect be replaced by younger workers on lower salaries.  Whether such younger workers are as productive is a matter that may not necessarily be considered.

The design of a few (but not many) superannuation schemes can also encourage individuals to take voluntary retirement or redundancy just prior to age 55.  There is evidence that this has been the case with some Commonwealth Government schemes where the conjunction of high investment returns (at least in the past) and scheme design made it financially attractive to “retire” just prior to age 55 and preserve the superannuation benefit.  Whether this will continue to be a factor in the face of lower investment returns bringing back investment outcomes more in line with what was envisaged by the designers of such schemes, is not entirely clear.  If any scheme redesign is required to remove any undue incentive to retire prior to age 55, this is essentially a matter for the employer sponsor of such schemes rather than the trustees.  There also is a limit to how the rights and expectations of existing members can be altered.

However, the problem for most people with superannuation is that they will have insufficient assets at age 54 (or 55 or later) to be able to resign from a job, rather than being given an incentive to retire that is too good to refuse.  The circumstances of a relatively limited number of public sector employees cannot be generalised to the population as a whole.

Increased incidence of disability related withdrawal from the labour force

While there is little evidence of productivity declining with age, how do we account for the fact that one in nine Australians between 50 and 64 is on a disability support pension (DSP)?  

Some simplistic explanations are given a run from time to time.  Some analysts, usually those who are wary of government intervention in the economy and who have hankerings for the untrammelled operation of the free market, point to older workers being enticed away from the workforce by lavish government pensions.  However, this is a rather unconvincing explanation, as at $11,480 a year the Disability Support Pension is at or just over the poverty line.  As well, while the DSP is adjusted (along with other allowances and pensions) to reflect increases in general living standards in the community, it has not increased in the last decade or so relative to what individuals could earn in the paid labour force.  Growth in the percentage of the population on DSP must be due to some other factors.

There certainly is a core group of individuals who are unable to work because of disability and never would regardless of the level of public income assistance.  However, surveys of the retirement intentions and practices of individuals indicate that in some instances loss of job is followed by loss of face and confidence.  It is better from the viewpoint of activity testing and means testing to be disabled rather than unemployed.  Socially, it is better to be unable to work rather than being unwanted as an employee.  This means that some older persons with potential attachment to the paid labour force can spiral downward into a DSP application.  Helping create more jobs suitable for and/or available to older workers is likely to be far more successful in reducing the number of DSP recipients than any campaign aimed at assessing the underlying capabilities of DSP recipients and hassling any supposed undeserving recipients.

There is some evidence that the government intends that tighter eligibility criteria should apply to receipt of the DSP.  For instance, after 1 July 2003 new claimants for the DSP will be assessed under new eligibility criteria.  As well as these legislative changes being introduced, from 20 September 2002 there are new programs in place aimed at improving Centrelink assessments of work capacity with re-training, and at improving the quality of medical assessments for conditions likely to change.  However, even on the government’s own figures, success for these changes will be indicated in 2003-04 by 1,000 people who access new disability support services achieving full-time or part-time employment.  This compares to 633,000 recipients of the DSP as at June 2002.

A more powerful mechanism for reducing the number of DSP recipients might be the creation of more jobs, particularly for older workers.  In the absence of such labour market developments it might be both compassionate and practical to allow official exit from the labour force for those in long-term unemployment with low prospects of securing a job.  

More job opportunities for older workers would also reduce pressures on superannuation funds in the form of claims for benefits based on total and permanent disability.  Generally funds have definitions for payment of insured disability benefits which are stricter than those applying to the payment of social security, veterans affairs, and workers’ compensation payments.  In many cases it is clear that an individual may have some residual capacity to work in the right job, but such jobs are not available or are relatively few in number.  Improved job opportunities for older workers would help reduce claims on social security and the making of claims against superannuation funds which are not strictly justified on the basis of the disability present.

As well, in the absence of improved job opportunities for older workers, any crackdown on recipients of or applicants for the disability support pension is likely to result in a corresponding increase in applicants for and recipients of the Newstart Allowance and Mature Age Allowance.  Net Commonwealth expenditure would be likely to remain largely unchanged, although some minor savings would come from a move from the slightly more generous Disability Support Pension.

Recommendation 1:  ASFA recommends that the government give attention to the labour market and other factors leading to the higher takeup of disability support payments and compensation payments of various sorts, rather than focussing on limiting access to the Disability Support Pension.

Employer attitudes to older workers

Although there are always a range of reasons for discouragement and early retirement, it is not difficult to find an association with what might be lawful or even in some cases unlawful age discrimination.  For example, Charts 1 and 2 present the findings of a 1999 survey of 500 Australian employers by personnel agency Drake International.  The first chart shows the preferred age groups when recruiting and selecting employees (61.7% aged between 31 and 40).  The second shows the preferred age groups when retrenching employees (64.5% aged 50 and over).

Chart 1:  Preferred age groups when recruiting and selecting employees
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Source: Drake Personnel Limited, 1999.

A “last in, first out’ employment (or retrenchment policy) is not without its disadvantages from an equity or efficiency point of view, but equally a “first in, first out” policy of retrenching older workers first equally does not have much regard for fundamental equity and efficiency considerations.

Consumer and labour force pressures for older employees to deliver services

As the structure of the Australian population gradually ages, there will be both more older consumers and more older workers or potential workers.  This has implications for both the demand for services, and potential options for their supply.  

A significant proportion of older consumers may well prefer being dealt with by an older employee.  Reasons are likely to include the greater experience of such employees, and the greater likelihood that such employees will understand both the needs and capabilities of older people.  

Some of these markets might yet be completely or largely undeveloped.  For instance, with an ageing population interested in keeping fit and active there might be a growing demand for fitness instructors who have achieved a level of personal and physical maturity that equips them for dealing with older customers.  Not every older person wants to encounter a fitness instructor in their early 20s who might have a poor understanding of the needs and capabilities of older people.  Similar considerations might apply across a range of personal services provided to older people.

In fact a handful of companies are already preparing for change in how they deliver services to an ageing population.  Australia Post, Westpac and Hertz Car Rentals for instance are pioneering recruitment and training programs for older workers.  While some employer prejudices exist on the part of some firms, others have recognised that mature workers tend to be more loyal and have a strong work ethic and more experience, while providing positive role models for younger staff.

Changes to occupational training arrangements also are assisting older works to obtain and retain employment.  While in previous decades apprenticeships and traineeships were largely the preserve of school-leavers, nearly a quarter of new apprentices and trainees are now aged over 40.  

A wider range of traineeships are available, and some can be completed in just six months.  This compares to some traditional apprenticeship arrangements where a number of years of study and work were required.

At the end of last year, about 60% of older trainees were existing workers seeking to improve their skills.  About a third were training in clerical, sales and service worker occupations and further 30% were in employed in production and transport.

Recommendation 2:  ASFA recommends that governments give further attention to supporting the training and retraining of older workers, and to helping break down any negative attitudes of employers to employing older workers.

2.  The continuing relevance of the concept of a fixed retirement age

A fixed retirement age is often illegal in Australia under provisions of Commonwealth and State laws.  However, there are some circumstances under the Workplace Relations Act 1996 and other Commonwealth legislation where compulsory retirement may be lawful, and in Tasmania and the Northern Territory compulsory retirement is lawful under State laws.  

In practice, there remain relatively few instances in which a fixed retirement age is enforced.  However, the community does not appear to be pressing for airline pilots to retire later than is specified in international treaties, or for judges to retire later than ages specified in State or Commonwealth legislation.  While it could be argued that enforced retirement should be on the basis of an assessment of skills and competencies, the public policy considerations relating to compulsory retirement of specific occupational groups such as pilots and defence force personnel generally are not unreasonable.

In the vast majority of cases there is no fixed retirement age.  It is in fact difficult to determine what are typical retirement ages in Australia, and whether they are increasing or decreasing over time.  Retirement is more a state of mind than necessarily a behaviour that can be objectively measured.

Determining the age at which retirement occurs

Most international studies, such as those undertaken by the OECD, have used movement out of the labour force, as measured by labour force survey data, as a proxy for “retirement”.  Those above a specified age (usually 45) are regarded as “retired” if they are not in the labour force at the time of the survey.  However, this approach is not without its ambiguities.  A person can cease to actively look for work not because he or she has retired but because no opportunities for work are either available or thought to be available.  Retirement also can be ambiguous in the case of people who have been intermittently in the labour force, and so feel they never had a “job” they retired from.  

Conversely, people who have retired from their main job may start new employment, often on a part-time basis and/or in a less demanding job, in order to supplement their retirement income.

Putting these caveats to one side, OECD estimates for Australia based on labour force data indicate that in the second half of the 1990s the average retirement age for men was 62.6 years, with the average for the first quartile (earliest) of retirees 57.6 years and the average for the third quartile 66.9 years
.  The average for women was lower at 59.8 years, and the spread was also narrower at 56.2 years for the first quartile and 64.6 years for the top quartile.

Clearly, while retirement age for both men and women is influenced by the preservation age for superannuation and the age of eligibility for the Age Pension, the average age of retirement and range of ages at which retirement is common have only a limited link to these ages.

The OECD figures also do not provide much evidence of a trend to earlier retirement, or substantial number of individuals retiring at age 55.  While the averages are down a little on those recorded for the late 1960s, they have not changed much since the 1970s.  As well, the estimated average ages of retirement actually show a slight increase for men in the second half of the 1990s.  The rise of compulsory superannuation does not appear to have led to any significant decrease in average retirement age.

Impact of statutory provisions permitting or requiring benefits to be paid

There are certain (fixed) ages which are of importance to retirement.  For instance, superannuation benefits are generally preserved to age 55 (gradually increasing to age 60 over time), the Age Pension is not payable for men until they are aged 65 and for women currently age 62 increasing over time to age 65, and defined benefit schemes rarely allow for benefits to increase after age 65.  There also are restrictions on contributing to superannuation after age 65, and requirements to take superannuation benefits after age 65 unless certain requirements are met.

These preservation and payment requirements have an influence on when retirement benefits are taken, with some clustering of eligible termination payments at ages 55 and 65.  However, such payments are taken over a spread of time, and in any event receipt of an ETP does not necessarily equate with retirement.  Trigger events for taking a superannuation benefit do not necessarily rule out future involvement in the paid labour force on either a full-time or part-time basis.  That said, receipt of a full Age Pension generally rules out all but minor attachment to the paid labour force given the means test that is applied, with no real evidence of any significant numbers of individuals returning to full-time work subsequent to taking the Age Pension.

Taken together, these factors and statistics suggest that a concept of a fixed retirement age does not have much continuing relevance because in practice a fixed retirement age is neither enforced or pursued in most instances.

ASFA is aware that suggestions have been floated from time to time, sometimes even within official circles, to the effect that the eligibility age for the Age Pension should be increased.

Such proposals are not without precedent, in that the eligibility age for women is currently being progressively increased to age 65.  Presumably any proposal to further increase the eligibility age for women would need to wait for that transition process to be complete.

It also needs to be acknowledged that the current eligibility ages are remarkably unsuccessful at keeping individuals in the labour force until they qualify for the Age Pension.  As indicated earlier in this section, only a small minority of men and women are still in the labour force just prior to eligibility for the Age Pension.  Statistics published by the Department of Family and Community Services also show that for the 60 to 64 age group there were some 370,000 recipients of Commonwealth income support in June 2002, some 45% of the age group in total.  Only 4% of these recipients were on activity tested (required to look for work or undertake study) allowances.  

Increasing the eligibility age for the Age Pension above age 65 is only likely to change the type of social security payments claimants receive, with little or no impact on the total number of recipients.  Increasing the eligibility age is a very poor tool for increasing the supply of jobs for older workers and/or the demand by older individuals for jobs.

Recommendation 3:  ASFA recommends that while keeping the eligibility age for the Age Pension at 65, policy attention be given to helping people stay in the labour force through flexibility of retirement age and practices, rather than focussing on any supposed problems relating to a fixed retirement age.

3.  The potential to encourage progressive transitions from work to retirement, including through possible new benefit access and contribution arrangements, and part-time work

Current benefit access and contribution rules are not well designed to encourage progressive transitions from work to retirement, or flexible (or in some cases any) paid work in retirement.

Contribution and cashing rules are complex, with seemingly arbitrary distinctions made at various ages.  

The need for greater flexibility and opportunities has been recognised to some extent by the Government and in reports of parliamentary inquiries.  For instance, the Government, with effect from 1 July 2002 increased the age up to which working members of superannuation funds can make personal superannuation contributions from 70 to 75.  

The issue of greater flexibility in superannuation arrangements for older workers was also canvassed in the report of the Standing Committee on Employment, Education and Workplace Relations which was tabled on 14 August 2000.

ASFA has also canvassed a number of these issues in its 2003 Pre-Budget submission, and in its submission to the Senate Select Committee on Superannuation in the context of its recent inquiry into superannuation and standards of living in retirement.

Rules relating to the taking of superannuation benefits

The availability of superannuation benefits related to “retirement” of a person varies according to their age.  While the diminishing stock of unrestricted, non-preserved benefits in the community can be accessed at any time, a variety of rules apply to preserved benefits.

Currently preserved benefits are generally unavailable in lump sum form prior to age 55 except in limited cases such as a release on hardship or compassionate grounds, or in the case of permanent incapacity.  Between 2015 and 2024 the preservation age will gradually increase from 55 to 60.  Until the end of that period, trustees are required to be satisfied that a person aged under 60 who has reached their preservation age is retired.  More specifically, they have to be satisfied that an arrangement under which the member was gainfully employed has come to an end, and to be reasonably satisfied that the person intends never to again become gainfully employed, either on a full-time or part-time basis.

The test for retirement when the member is age 60 or more is less demanding, but it still requires that an arrangement under which the member was gainfully employed has come to an end on or after the member attained that age.

At age 65 the test turns more to whether a member can avoid taking their benefit.  However, there are again different tests according to age.  Where a member is between 65 and 70 and is gainfully employed on either a full-time or part-time basis, the “pre-age 65” benefits can only be cashed if the fund’s governing rules allow it, while the “post-age 65” benefits are retained only if the work test is satisfied.  The same restrictions apply where the member is at least 70 and is still employed on a full-time basis.

Where a member between 65 and 75 ceases to be gainfully employed on either a full-time or part-time basis, the member’s benefits must be paid.  After age 75 the member must be gainfully employed on a full-time basis for the benefit not to be paid.  Full-time means gainfully employed for at least 30 hours a week, while part-time means gainfully employed for at least 10 hours a week.

Currently the participation rate in the paid labour force of people aged 65-plus is not high, and the rate for those aged over 70 is even lower.  The need for quite restrictive provisions relating to continuing within the accumulation phase of superannuation is not clear, and the complex provisions are not supportive of a flexible approach to work and retirement income after normal retirement age.

APRA has indicated to super funds that where a member is aged over 65 the trustee must have monthly monitoring arrangements to determine whether a member satisfies the gainful employment test in respect of each week.  Individuals with intermittent work patterns face the risk of having contributions returned, unaccepted by a fund.  Even worse, they may face having their entire balance paid out without it being requested.

The work test has a rationale, being designed to prevent individuals using the concessional environment of superannuation to undertake estate planning.  However, as it stands the work test also has a detrimental impact on those far removed from estate planning.  For instance, a semi-retired minister of religion who undertakes locum assignments from time to time faces a work test for superannuation purposes that is both inappropriate to their circumstances and not supportive of any real policy goal.  The same dilemmas are faced by others who may be able to achieve intermittent work or consultancies. 

In the interests of finding a better way of dealing with such individuals, ASFA has suggested that the work test be simplified by using a “look back” test for the employment status for those aged over 65.  Rather than applying a “sudden death” test to whether a member can continue in a superannuation fund, it would be much better to apply a test which acknowledged both the reality and desirability of many of those aged over 65 who are still in paid work having patterns of employment which vary week to week and month to month.

A simple method which funds could use to determine whether an individual is still in the labour force would be to require members aged over 65 to provide to their fund within a specified period after the start of the financial year evidence that they were in the paid work force in the preceding year together with a statement of intention that they will work during the forthcoming year.  For employees the “look back” evidence could be a copy of a group certificate or certificates indicating receipt of income from employment of, say, more than $5,000 in the year.  For the self employed, it could be a letter from an accountant indicating the employment arrangements and/or income from personal exertion of the member.  Together with statement of intent, this evidence could then be relied on for the remainder of the financial year.

Any cost to tax revenue would be minor given that the rate of labour force participation of the age groups in question is low.   The number of contributions that would be made under the ASFA proposed test where the member was not in continuing employment would be very low.  As well, the extent of the concessional tax treatment of the earnings on such members’ balances within the superannuation system is very modest given the typical income of such members, and the rebates that apply to individuals of Age Pension age.

Rules relating to contributions

The rules relating to what type of contributions can be made also have their bizarre elements, with distinctions related to both age and source of contributions.  

Prior to age 65, there are no real limits other than the reasonably generous, at least for those aged over 50, limits on deductible contributions per employee.  This changes after age 65.  

A regulated superannuation fund may accept contributions by or in respect of a member who has reached age 65 but not age 70 provided that the member is gainfully employed or the contributions are mandated employer contributions relating to pre age 65 employment.  Where the member has reached 70 years of age, the fund may continue to accept employer contributions if they are mandated under an award (the Superannuation Guarantee does not apply to persons 70 or over) or the contributions are personal contributions.   However, as noted earlier, if the member ceases to be employed then the member’s benefits must be paid.

Navigating this maze of tests about payment of benefits and contributions is not something that those of advancing years (or any age for that matter) should be required to do.  ASFA considers the rules relating to both contributions and the cashing of benefits for people who have reached preservation age are complex, inequitable, difficult to apply and not suitable for the modern workforce.  ASFA advocates the adoption of a policy that would permit a gradual or phased retirement for people after age 60.

Recommendation 4:  ASFA recommends that the contributions and cashing rules for those over their preservation age be modified so that individuals can change labour force status (full time employment to part time employment to withdrawal from the paid workforce, or a reversal or any mix of this pattern) without seriously compromising their superannuation options or outcomes.  

For instance, individuals who have achieved their preservation age should be allowed to move from full-time to part-time employment with the same employer, and be able to access their superannuation benefits to supplement their income.  As well, drawing down on a superannuation benefit should not prevent an individual contributing to the fund they are receiving the benefit from, or another fund.

Increasingly, retirement is becoming a transition phase, or a series of phases.  Rules relating to superannuation should not be based on the assumption of either being in employment or not with only one transition allowed.  This is too limiting for what should be the options available to an individual once they exceed the preservation age for accessing their superannuation (which may or may not relate to their actual or preferred retirement age).

Better integrating private income from employment and the Age Pension

Currently in determining Age Pension entitlements different types of income are treated differently even though in essence they are similar or identical.  This relates both to the quantum and timing for inclusion in the income test.

Personal earnings (earnings for work performed, including salaries and wages) is included in the income test on the basis of income received in the applicable two weeks.  In contrast, most other forms of income are in effect averaged over the entire year even though such earnings are attributed to specific fortnights.

The current arrangements discourage intermittent and casual work because the combined effect of withdrawal of the Age Pension with any income tax liability leads to very high effective marginal tax rates (EMTRs) for employment by persons primarily reliant on the Age Pension.  This is inconsistent with the thrust of government policies which aim to increase labour force participation by older individuals and to support flexibility of arrangements past Age Pension age.  For a few social security benefits the concept of an income bank is applied, where any unused portion of the free area for income in a given fortnight can be applied in later periods.  

Recommendation 5:  ASFA recommends that there be better integration of work and retirement by introducing an income bank for Age Pensioners for income derived from employment.

There is also scope for encouraging a progressive transition from work to retirement by refining the Pension Bonus scheme, which rewards certain individuals who delay receipt of the Age Pension.

The Pension Bonus scheme

The Pension Bonus Scheme, introduced on 1 July 1998, has not been an outstanding success in encouraging individuals to work past Age Pension eligibility age and delay receiving the pension.  As at 30 June 2001, 23,703 people had registered with the scheme with $7.2 million being paid in bonuses to around 3,000 people (which implies an average payment of around $2,400, which is around one-fifth of the annual full Age Pension).  

The Department of Family and Community Services has been conducting a review of the scheme since 2000-01 and its imminent completion has been referred to in successive annual reports of the Department and may get mentioned in the 2003 Annual Report as well.  It is likely that the review will consider both how the scheme has been promoted, and whether the level of the bonus is sufficient to induce changes in retirement behaviour.

The scheme perhaps has not received as much publicity as it might have, but the deal offered is not a great one in terms of the quantum of the bonus payment in lieu of receiving the Age Pension.  There also is a need to register, and to work in paid employment at least 960 hours a year.  Currently the labour force participation rate for persons of Age Pension age is very low, and is mostly made up of professionals and the self employed who are less likely to be eligible for the Age Pension.  

For individuals who only want to work on a part-time or intermittent basis, 960 hours of paid employment in each year that the receipt of the Age Pension is delayed might be too high a barrier.  The bonus payable is also a relatively small proportion of the value of the pension foregone.  If this is a tool to encourage higher labour force participation post normal retirement age then it needs to be sharpened somewhat.

Recommendation 6:  ASFA recommends that the amount and conditions for the Pension Bonus Scheme be reviewed so as to make it more attractive to potential users, particularly those contemplating part-time or flexible work in the early years of their retirement, and more actuarially fair.

4.  Should there be scope for older workers to access their superannuation to finance retraining?

ASFA’s general position is that retirement savings should continue to be used primarily for the provision of retirement income.  At current rates of compulsory contributions and typical rates of voluntary contributions individuals will not have sufficient retirement savings to cover other expenditures without compromising pursuit of an adequate retirement income.  There already are considerable leakages from the system in terms of superannuation benefits being taken by those who have not actually retired from the labour force.  This includes the release on hardship grounds of superannuation monies to those in long term receipt of social security benefits.  The unemployed aged over 55 also generally have little difficulty in accessing their entire superannuation entitlement.

In any event the evidence available indicates that a variety of factors unconnected to availability of finance for retraining impact on the takeup rate of retraining by older workers.  These factors include the willingness of older workers to participate in training given possible fear of failure and competition with young adults and better educated trainees, the availability of training courses, attitudes of employers, and relevance of courses to actually maintaining or gaining employment.  Merely facilitating access to finance is unlikely to make a marked or indeed any difference to training and employment outcomes amongst older workers.

As well, a variety of government programs provide assistance in regard to retraining by older workers who are unemployed or in need of retraining even if still employed.  

For instance, the Mature Workers Program provided by the New South Wales government offers services for people over 40 and looking for a job.  The assisted include those:

· out of the workforce and wanting to return to work; 

· looking to update skills by doing some training; 

· recently retrenched and looking for a new job; 

· wanting to change their career; and 

· retired, but now wanting to return to the workforce. 

Services offered include:

· advice on what training requirements are needed to improve, upgrade or learn new skills; 

· help with getting into appropriate training or retraining courses; 

· practical assistance in writing a resume and covering letters to potential employers; 

· help with improving interview skills; and 

· work experience placements. 

The Commonwealth also has programs in place to assist older workers with retraining.  For instance, the Australians Working Together initiative gives extra resources to Job Network members to utilise for mature age unemployed people.  This includes a training account of up to $800 that is available to spend in addition to the other resources available through the intensive support mechanisms of the Job Network member services.  These training accounts are able to be used to purchase vocational related training that might assist mature age workers get into employment.  There also are transition to work services which are available to a variety of groups, including mature age workers who have been out of the labour force for some time.  Typically the vocational skills involve developing basic information technology and computer skills.

As well, many other vocational courses are available at either a modest charge, or recoverable under the HECS arrangements from future taxable earnings.

In summary, a proposal to allow workers to access their superannuation to finance retraining could be largely categorised as a solution looking for a problem.  Those in employment generally will be able to afford retraining, or will have it provided to them at low or no cost.  Mature age workers who are unemployed will generally be able to access their superannuation in whole or part.  As well, they generally will have access to Commonwealth and State programs that will provide retraining and other services at no cost to the worker.  Commonwealth and State programs also will have the advantage of offering training and retraining for which there is objective evidence of possible or likely usefulness to the individuals undergoing training.  Self selected training can run a greater risk of not adding to the employability of an individual.

Recommendation 7:   ASFA recommends that expenditure on training or retraining by an individual not be a new condition of release for superannuation.

5.  Ways to assist older workers plan for their retirement

The role of funds

Superannuation funds undertake a considerable amount of activity which assists both older and younger workers plan for their retirement.  Table 2 provides details from recent surveys conducted by ASFA of its members in regard to the incidence of different services and retirement products which help workers plan for their retirement.  The first row for each sector gives the percentage of funds surveyed in that sector that provide the services described, while the second row describes the proportion of total members in each sector who have access to the services described.  It should also be noted that most public sector funds offer traditional life pensions, as do a number of corporate funds and a very few industry funds.

ASFA can provide the Committee with specific examples of materials that are provided by funds to members.  A number of examples are also on the ASFA website in the section which provides details of recent winning entries in the annual ASFA communication awards.

Table 2:  Services offered by funds which assist members plan for retirement, June 2002

	
	Financial advice
	Allocated pension
	member education
	Online information/enquiries/websites

	Corporate
	
	
	
	

	% of funds
	28%
	33%
	50%
	33%

	% of membership
	32%
	68%
	91%
	46%

	Industry
	
	
	
	

	% of funds
	57%
	57%
	83%
	67%

	% of membership
	68%
	77%
	95%
	90%

	Public Sector
	
	
	
	

	% of funds
	43%
	50%
	79%
	93%

	% of membership
	61%
	50%
	90%
	81%


Source:  Surveys conducted by Superfunds magazine of funds in each sector.

The role of industry bodies

ASFA has material on its website and which is disseminated more widely which assists individuals to estimate their likely standard of living in retirement on the basis of current savings and projected future contributions to superannuation.  This involves both worked examples and an interactive calculator which allows individuals to enter their own details and to test the sensitivity of outcomes to different levels of future employer and personal contributions.

There is also extensive material examining the level of income and types and level of expenditure needed to support a modest standard of living in retirement.  Survey work conducted for ASFA indicates that many individuals have expectations of living standards in retirement that they will not be able to achieve on the basis of their current employer and personal contributions to superannuation.

A further research project to be carried out by ASFA during the remainder of calendar 2003 will extend this work to indicate the level of retirement savings needed to support a standard of living in retirement which is more in line with the expectations of current workers than poverty alleviation or a very modest standard of living.  This research will examine differences in living costs in different regions, and will also provide a methodology for regularly updating the estimates of required retirement savings and retirement expenditure.

While considerable material and assistance is provided by funds and by ASFA to help workers plan for retirement, there is also scope for the Government to expand the assistance it provides.

The role of government

Very valuable assistance is provided to those recently retired or approaching retirement by the Commonwealth funded National information Centre on Retirement Investments and the Centrelink Financial Information Service.  There also are useful publications provided by ASIC in regard to investment decisions, and the publication Understanding Retirement Income Streams which is jointly published by the Department of Family and Community Services and IFSA, the successor organisation to the Australian Retirement Income Streams Association.

The Government allocated $28.3 million to the Australian Taxation Office in the 2002-03 Budget to administer choice of superannuation and undertake an extensive community campaign to inform employees and employers of their rights and obligations in relation to choice of superannuation fund and to inform members about the portability of existing superannuation balances.  The Government’s proposals for choice of fund and portability are yet to be passed by the Senate.

However, regardless of the passage of this legislation there is a need for community education on issues relating to planning for retirement.  Up to 30% of employees are able to exercise choice of fund (according to a recent survey conducted by the Financial Planning Association), a majority of fund members are able to exercise investment choice, and the vast bulk of employees are able to decide on the destination of their superannuation balance when they retire, resign or are retrenched.  Workers also need to make decisions about voluntary contributions and salary sacrifice arrangements.

At the point of retirement most retirees also will have a need for knowledge and advice about investment, tax and social security issues.  Individuals without knowledge and/or good advice are particularly vulnerable to investing in scams or inappropriate investments.  While many retirees receive advice from financial planners, the quality of advice from some planners has been questioned by a number of commentators and studies, including the recent ACA/ASIC Report on Financial Planning Services.  Consumers need to have enough knowledge to at least know whether they are being given appropriate advice and to make informed decisions.

Accordingly, there is a need for a publicly funded education campaign regardless of whether choice of fund or portability is legislated.  Given that there are some 10 million or so individuals with superannuation, and more again with managed investments, ASFA considers that the education campaign should be conducted on a suitable scale.

The $28.3 million allocated in the 2002-03 Budget was intended to be fully absorbed within the existing resources of the Australian Taxation Office.  ASFA considers that a similar amount should be provided in addition.  Given the delays in implementation, this would imply expenditure of $25.4 million in 2003-04, $20.6 million in 2004-05 and $6.8 million in 2005-06.

It is essential that any campaign is educational in nature and is developed in collaboration with key stakeholders including industry associations, consumer groups and key professional groups.

Recommendation 8:  ASFA recommends that $52.8 million be allocated to a comprehensive public education campaign over three years to be conducted by the Australian Taxation Office or by ASIC.

6.  The short and long term effect on the Budget of any proposals for change

The recommendations of ASFA in this submission would have a relatively modest impact on Commonwealth budget expenditures.

The proposal for a publicly funded education campaign would involve $24.5 million over three years above what is currently budgeted.

A more generous Pension Bonus Scheme would be likely to involve additional expenditure of less than $10 million a year, as would introducing an earnings bank for individuals receiving the Age Pension who undertake casual employment.

The exact costing of the ASFA proposal to allow for more flexibility in taking benefits and making contributions after preservation age would depend on the precise nature of arrangements adopted.  Such changes could in fact be revenue positive if they led to benefits being taken in conjunction with paid employment.  Allowing greater freedom to make contributions to superannuation after age 65 also is likely to have only a limited impact on tax revenues given the probable extent of such contributions and the limited extent of the concessional tax treatment they would receive relative to investments held outside the superannuation system by persons aged over 65.  For instance, even on Treasury estimates, the cost to revenue of allowing personal contributions between age 70 and 75 is likely to be no more than $2 million a year.

� Source; P Scherer, Age of Withdrawal from the Labour Force in OECD Countries, Labour Market and Social Policy Occasional Papers, No. 49, OECD, 2002.





PAGE  
21

