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21 January 2001
The Secretary

Senate Select Committee on Superannuation and Financial Services

Parliament House

CANBERRA  ACT  2600

Re: Inquiry concerning “The benefit design of Commonwealth public sector and defence force unfunded superannuation funds and schemes”

Background

My interest in this inquiry is as a superannuant of the Defence Force Retirement and Death Benefits Fund (DFRBDF). I have been receiving a pension from that fund since taking early retirement in 1978 after 30 years full-time military service.

General Comments Concerning Superannuation Schemes

In general, superannuation schemes are to be applauded for a number of reasons:

· They reduce or eliminate reliance on the public purse to maintain an aged population.

· They confer some responsibility on an individual to make provision for their retirement.

· They are a convenient way to save for the future and can have advantageous tax benefits.

· Beneficial compounding.enhances the value of superannuation schemes if they are entered into early in employment. 

· They must keep pace with inflation and changes in labour values.

But, such schemes should be completely protected from external interference and manipulation. If not, confidence in their status and value will be quickly eroded and may not be recovered.

External Interference

In 1986, Commonwealth legislation was enacted which provided that the DFRBDF benefit increase, which applied from payday 3 July 1986, would not be paid. Instead, a discounted increase of 7.2% would be applied. I doubt that any other action could have had such grave implications for superannuants as did the manipulation of one of the main planks of a scheme that we had believed inviolate. That this discounted rate was restored three years later –without refunding the amounts lost over the three years - did nothing to restore faith in the credibility of the scheme.

Superannuants and contributors to Commonwealth schemes must be protected from interference, even , or particularly, if such interference is initiated by the Commonwealth itself.

Manipulation

Until now, the method of indexation used for DFRBDF has been the annual measure of the CPI. It has become well nigh impossible for the average person to measure an accurate accrual rate of their pension over time simply because the CPI is not calculated from unchanging criteria. Instead, as I understand it, commodities are added to and removed from the CPI basket at the whim of a Commonwealth Department.

It is simple enough to calculate the way one’s pension has changed with the changing CPI rate. But what could it have been if the criteria for measuring the CPI was immutable? There are probably excellent reasons why the CPI criteria needs to change but that indicates that it is not a suitable indexation factor. Instead, some other measure that reflects movement in the wage earning community may well provide a more accurate indexation factor.

I understand that Federal parliamentary pensions were recently changed from having a CPI based indexation to using a measure of average weekly earnings (AWOTE). It is likely that the same reasoning can be applied to DFRBDF indexation.

I am unable to obtain a precise figure for AWOTE in July 1978 when I first compared my pension with that data. I can only recall that my feeling then was that my pension was very close to average weekly earnings. Using that as a basis for my calculations, I can demonstrate that if the CPI was applied to my pension in July 1978, then the value of average weekly earnings in August 2000 should have been $606.72 per week. Instead, ABS statistics show that the figure of actual average weekly earnings at that time was $796.90. Even if my start figure for AWOTE is marginally wrong, here is a pretty strong indication that retirees are not being protected under the existing indexation rules.
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