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A fresh look at the current system 

Suppose the Government announced a $25 billion spending package. The package is meant to help people accumulate superannuation. There are 2 components to this package, one relating to how much you earn and therefore contribute, and one relating to how much you have stashed away in super. The package gives you nothing if you earn below $35,000 per annum; $2,200 if you earn $100,000; and $7,800 if you earn $300,000.  How fair would you say that package is?
Then the package gives money related to the size of the earnings on your accumulated superannuation. Assuming you’re on the top tax rate, it gives nothing if you have no lump sum, $2,500 if you have $100,000 saved; $12,500 if you have half a million and $25,000 if you have $1 million. Now how fair is the package?
But unfortunately, there has to be offsets to the cost of the package, as it’s causing too much fiscal stimulus. So every tax payer, even those who don’t benefit, has to pay extra tax of $2,500 per annum.  
Obviously it wouldn’t be a very popular spending package. It would never be introduced in the House; never pass the Senate. Yet it precisely reflects what is happening with our existing tax treatment of superannuation savings. This is because while ordinary income is taxed at progressive rates, superannuation income is taxed at a flat 15% rate. This applies to income received in the form of employer superannuation contributions and salary sacrifice (but not other employee contributions), as well as income in the form of earnings on super investments.
Cost, waste and unfairness
Australian superannuation fund assets, currently over $1 trillion, are expected to reach almost $9 trillion in 2041. As the size of the tax concessions are related to the size of the accumulated lump sum by virtue of the low tax rate on fund earnings, the forecast growth in superannuation assets ensures that there is a question mark over whether the current system will be sustainable with an ageing population.

The system is skewed to the rich. Astonishingly, the top five percent of individuals account for 37 per cent of concessional contributions.

The current concessions provide little or no benefit to low-income earners, including women working part-time, but an executive earning $300,000 per annum with a million dollar retirement account can receive $33,000 of concessions, twice the value of the age pension, each and every year.  
Tax concessions for superannuation provide substantially greater benefits for men than women, because women earn less and tend to have broken work histories.

The system has become so skewed that the annual cost of providing superannuation tax concessions to high-income earners is much greater than the cost of simply paying those same individuals the age pension. Providing tax concessions for superannuation as a mechanism to help insulate the budget from the cost of providing for an ageing population is not sensible.  

To their credit, the current government has rolled back the limits on concessional contributions from $50,000 to $25,000 a year.  The limited outcry when this occurred showed that even the superannuation industry found it hard to justify the extent of the previous concessions.

A better system 

The first key element of a better system is to tax superannuation contributions at an individual’s full marginal tax rate. This would deliver greater benefits to very low-income earners and significantly fewer benefits to high-income earners. 

The second key element is a new tax rebate for all superannuation contributions, irrespective of whether they came from the employer or the employee. This would ensure that the incentive to contribute to superannuation was the same across all income groups. It could be, for example, a 50 per cent rebate subject to a low ceiling of around $1,250 (payable at a salary level of $28,000 pa) or a simple proportional 18 per cent rebate with a much higher ($100,000 pa salary) ceiling. The existing low-income co-contribution would be abolished.  If fund earnings were taxed at a higher rate these rebates could be further improved.
This system could be designed to have a neutral impact on the budget bottom line or even to raise net funds. It would continue to deliver some tax assistance to the well-off but would be a considerable improvement in terms of equity. If superannuation administration fees were limited, as advocated elsewhere by the Australia Institute, the combined changes could obviate the need to further raise compulsory super contributions as the net effect would be to greatly enhance the adequacy of personal superannuation for workers with low lifetime incomes.
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