To:
Senate Select Committee on Superannuation and Financial Services - The benefit design of Commonwealth public sector and defence force unfunded superannuation funds and schemes
From: 
Superannuated Commonwealth Officers’ Association (SCOA)

SUPPLEMENTARY SUBMISSION

Over half a million Commonwealth superannuation contributors, beneficiaries and their partners have a keen interest in the findings of this Committee and the Government’s response to its recommendations.

1.1 Submissions to the Committee

Approximately 95% of submissions to the Committee and nearly all parties at the public hearings drew attention to the unfair and discriminatory indexation arrangements applying to public sector superannuants.  They also spoke about the adverse consequences for the bulk of superannuation recipients.  The unanimity of views from a wide range of individuals and organisations illustrates the growing frustration and feeling of injustice in this large community sector.

There were repeated calls for the incorporation of a wage-based mechanism into the indexation process.
1.2 Costs and Liabilities

Governments over time have had no difficulty in accepting wage-based indexation as a general standard for other groups funded from public revenue, except for government employees.

 A 1973 independent Enquiry into Superannuation Pension Updating resulted in an amendment to the Superannuation Act (1922) to grant pension increases on the basis of 1.4 times the percentage movement in the CPI, subject to that change not exceeding the percentage increases in Average Weekly Earnings.  This was considered consistent with the concept of granting a share of national productivity gains to retired Commonwealth employees.  This provision was not, however, incorporated into the 1976 Superannuation legislation that established the 1976 Act.

Arguments presented by economic departments on the gross cost of long term unfunded liabilities have clouded rational consideration of the issue of superannuation pensions indexation.

Governments elected to run with unfunded superannuation schemes.  As Donald Duval points out in his 1994 report
  “In the past Governments (in common with other large employers) often preferred to maintain deferred benefit schemes as more accurately targeted to the retirement needs of employees, and so the matching advantage of funding has not been relevant.”  Duval also notes that (pg7) the question of whether and how to finance the Commonwealth superannuation schemes resolves itself into the question as to which method would be the most effective in improving national saving performance.”  He further notes that “The basic philosophy…has been that the most efficient deployment of savings will be achieved by the use of market mechanisms, rather than government direction.  It is consistent with this philosophy that the Government has generally not funded the amount of funds for its own direct employees.  If…. funded, the amount of the funds would be very large (over $60 billion) and….this….would have a major impact on the performance of the economy generally.  While various structures could be devised which would be designed to secure the efficiency of such an investment  fund, their effectiveness is not assured.  There is clearly a risk that the public sector would obtain an inordinate influence over investment markets.”

Nonetheless, the long term unfunded liabilities are recognised as a book entry in the Government’s balance sheet annually  since superannuation is treated as an ‘employee entitlement’ in accounting terms in accordance with accounting standards.

Actuarial studies in 1993, 1996 and 1999 have estimated liabilities for the CSS and PSS over the next half century to be of the order of $42 billion to $46 billion.  The 1999 report (Towers Perrin)
, indicated that there is general agreement that the level of unfunded liabilities should not be seen as a matter of concern as the projections being made every three years since 1993 show a fall in unfunded liabilities relative to GDP over the long term.  In other words, long term economic prosperity will allow governments to manage their obligations very efficiently.  That trend has been graphed on page 15 of SCOA’s original submission.

We also note that a number of the actuarial assumptions underpinning the gross liabilities estimates are not reflective of current trends.  For example, the 3.5% annual growth projection for the CPI is certainly high, given past and expected future performance, while the annual real rate of return on investment projection (3.5%) is somewhat lower than general market patterns of returns experienced and expected in the future.  If investment returns were to be projected to 4% p.a., a differential of half of a percent, the gross unfunded liabilities figure would be reduced  by close to $3 billion over the long term.

DOFA’s advice to the Committee indicates that between $4.1 billion and $6.6 billion (in gross terms) would be added to long term unfunded liabilities by the differential between CPI and a wage based adjustment for CSS/PSS pensions.  No estimate has been provided of the expected ‘clawback’ (savings from reduced age pension outlays and increased taxation receipts).  Accounting standards and book entry methods do not allow such estimates to be taken into account of in financial statements.

Actuarial studies have estimated the savings from ‘clawback’ to be between $17 billion and $21 billion on gross liabilities estimates of $42 billion to $46 billion (i.e. between 37% and 50%)
.  On that basis, and taking the lower percentage, the savings ‘clawback’ from DOFA’s additional liability estimates would be between $1.6 billion and $2.5 billion.  These are important policy considerations for any government.  The economic multiplier effects for increased savings, jobs and business opportunities will not come from growing numbers of superannuants dependent on welfare provision.  They will flow, however, from arresting the erosion of the purchasing power of superannuation pensions via equitable indexation adjustment.

Effective policy responses should not be dictated, and superannuants penalised, by what are essentially the accounting presentation associated with unfunded schemes.

1.3 Annual Expenditure and Affordability

Actual expenditure on superannuation pensions can vary yearly depending on retirements, retrenchments and resignations.  The CSS and PSS Annual Reports indicate that the level of benefits paid in 1999/2000 bears a relationship to the estimates of actual annual government outlays made by Towers Perrin in his 1999 report.  That study estimated annual government outlays on these two schemes to be of the order of $2.4b in 2000 (which is less than 0.4% of GDP) and also made annual estimates to 2044.  That study shows (pg23) that the estimated annual costs to the Commonwealth of these schemes is reducing relative to the growth in GDP, i.e is falling from 0.4% in 2000 to 0.2% in 2044.

This goes to the issue of affordability and the capacity of governments to meet and manage additional costs in the context of annual budgetary flexibility.  The annual estimate of the (gross) additional cost of the differential between changing CPI to wage based indexation must take account of ‘clawback’ savings.

In a number of recent discussion papers associated with the development of a National Strategy for an Ageing Australia, the Retirement Incomes Modelling Group of the Commonwealth Treasury has stated that, in their view, Australia is soundly placed to manage costs associated with an ageing population.

Donald Duval’s 1994 Report (pg 6) provides projected data on the proportion of persons over 65 years and 85 years in selected industrialised countries to the year 2025.  It shows that even in 2025, Australia is projected to have a smaller proportion of older people than other industrialised countries.  

The increasing prosperity of Australia has been able to support residual cost shifts between community sectors in both monetary and real terms now and in the past.  Expected economic advancement in the globalised economy of today will provide further capacity to meet the changing needs of the ageing population.

1.4 Age Pension Outlays

The annual cost of age pension support in 1999 was of the order of 14.9 billion
.  Future years annual outlays will be of a similar, if not increased, order.   Unlike superannuation pensions, however, the future liabilities of future age pensions are not recognised in Commonwealth financial accounts.  No advance provision is made for them, and the size of the annual outlay is managed annually out of general taxation revenue on a pay as you go basis.  Governments have not balked at the size of the annual outlay requirements needed to effect changes to annual age pensions from sole reliance on a CPI based indexation system to a wage based one.

We believe there is sufficient flexibility in the Government’s annual revenue raising opportunities to effect similar indexation adjustments for government superannuants on justice and equity grounds.

1.5 Supplementary Comments

The figures reported in DOFA’s Consolidated Financial Statements 2000 (Note 11) show superannuation annual expenses of a significantly higher order than those noted above (DOFA - $7,219 million in 2000, $5,541 million in 1999) even when the benefits paid under military/defence schemes are taken account of.  This suggests that other elements have been included in the figures that are not disclosed in the explanatory notes.  Try as we can, we have not been able to find a published explanation for the significant year-on-year increase of $1.678 million.  In some part, the differential between 1999 and 2000 may be explained by inclusion of a once-off expense resulting from a revaluation of the Towers Perrin report liabilities plus an interest or capital use charge.

If any interest charge is taken up on the unfunded liabilities differential in respect of the opportunity cost foregone for use of assets, that amount would be sizeable.  Future superannuation debt is different from ordinary use of an existing asset as it is not payable until the Government is called upon to honour that debt within the rules of superannuation schemes that provide for benefits to be payable. Therefore, in the interim, since the Government is not using an existing asset or taking a loan (and therefore incurring a capital use charge), there should be no opportunity cost foregone. It would be useful to clarify with DOFA the composition of its annual superannuation figures and accounting treatment to improve our understanding of the presentation of public information on this issue.

1.6 Summary

As members of this community, government superannuants have contributed over time to its prosperity and continue to do so.  As government employees, they were expected to trade-off superannuation benefits for salary levels that were generally lower than those in the private sector.  They were led to expect, as a condition of service, adequate superannuation to meet their retirement needs and should be given an opportunity to continue to share in improvements in community living standards by having their pensions adjusted, like other groups, by a wage based process.  There is sufficient flexibility in the Government’s revenue raising opportunities to allow for this matter of justice to be addressed.
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