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Taxing Long-Term Savings 

Superannuation members have not been happy since the Global Financial Crisis – there is a general perception of 

poor value, uncertain retirement outcomes and obfuscation.  This view reflects that most members get their main 

message from the media, where there is a focus on fees, (meaningless) short-term investment performance and 

continual legislative and tax changes. 

In reality, most members have done well out of the superannuation system, but it is not surprising that lay people are 

confused - we have developed a complex unintelligible structure which is subject to persistent government meddling. 

The Labor government is now considering increasing taxes on superannuation in the forthcoming May Budget.  Most 

of the proposals floated are cynical attempts to fix its poor fiscal position.  There is a real danger that the tax savings 

will be illusory and will undermine the long-term integrity of the superannuation system.  

There is room for Labor to make some changes, but not the ones it appears to be considering.    

The global problem 

In developed economies, there is a global shift in the provision of retirement benefits from defined benefit (DB) 

schemes to defined contribution (accumulation funds).  This shift removes employer guarantees and takes liabilities 

off corporate and government balance sheets.  However, this is done by shifting all significant risks back to members.  

In emerging economies, new pension arrangements are also defined contribution structures. 

The key issue every nation has to address is how to manage the main risks.  This includes guiding members to set 

appropriate investment strategies within retirement, namely: 

� having a sensible strategy for converting accumulated retirement benefits into income streams (pensions) 

� maintaining sufficient liquidity to meet withdrawal payments (lump sums and pension)  

� providing growth to ensure pension payments increase in line with inflation  

� providing growth to deal with improvements in longevity.   

Every country has its own solution, with its own tax and social security structure.  This wide global variation makes it 

difficult to compare our regime against others, but analysis of different structures can provide ideas for reform. 
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Is superannuation structurally and financially viable? 

Australia is more advanced than other countries which are building a defined contribution system.  However, we 

have a policy of taxing contributions made into funds and earnings on assets rather than taxing benefits.  This 

structure makes it difficult to make the system equitable.  Globally, it is more common to allow funds to have a tax 

free status followed by taxing benefits as personal income during retirement. 

In Australia, it is difficult to set the right concessions to target appropriate levels of benefits in retirement.  We have 

a means-tested State pension which is indexed to wages.  This gives us a sound safety net.   However, it is poorly 

targeted as we have not developed a robust system for integrating superannuation with social security (Disability 

Support Pensions up to age 65, then the Age Pension).    

The Age Pension is now the largest single expenditure in the Federal Budget and its cost can only be contained by 

making Australians more self-sufficient in retirement.   This can be achieved by a combination of mandatory 

contributions, the 9% Superannuation Guarantee (SG) which will rise to 12% over the next years and incentives 

through tax concessions.  

Past practices have been inefficient as nearly 80% of retirees receive a full or part Age Pension, so it is an integral 

part of most Australians’ benefit, rather than being a safety net for the poor.  It is also confusing for those 

approaching retirement as the means-testing is complex and is frequently changed. 

Last year, we published a newsletter on the role of the Age Pension in the Australian retirement system1.  We 

suggested some changes for better integration.  This would lead to higher levels of self-provision in retirement and 

lower overall government expenditure. 

Ideally, superannuation funds would not be taxed at all as this reduces retirement benefits.  It would be better to tax 

the pensions of members with a progressive tax scale, much like the way personal income taxes operate.  However, 

taxes were introduced to funds 25 years ago and it is difficult to see any reduction given the amounts now collected 

and the poor fiscal outlook for Federal Budgets.  The expected taxes raised from funds (including life company 

statutory funds) are now approximately $16 billion a year, which ultimately reduces members’ retirement benefits. 

Ironically, the trade-off from taxing funds is that we allow most benefit payments to be tax-free!  This makes it far 

more difficult to target tax concessions to financial circumstances. 

                                                             
1 http://www.ricewarner.com/images/newsroom/1346029730_Reforming%20the%20Age%20Pension.pdf  
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The latest Intergenerational Report produced by Treasury (2010) forecasts relatively modest growth in Age Pension 

payments over the next 35 years.  Spending on pensions and income support is projected to rise from 6.5% of GDP in 

2015FY to 6.9% in 2050FY (of which the Age Pension will be 4.6% of GDP). 

Unfortunately, fiscal pressures lead governments to focus on short-term Budgets and long-term strategies are 

diluted.  That has happened in superannuation where we have had 30 years of annual changes leading to a complex 

structure that needs yet more changes to become stable! 

 

Taxing superannuation 

It is generally accepted that superannuation is the most effective method of saving over the long run.  Most funds 

are cost-effective and there are many tax concessions. 

Thirty years ago, superannuation was tax-free, but benefits above reasonable levels were taxed.  Employers received 

tax concessions for contributions to funds and funds were tax free on their investment earnings. 

When the Hawke Labor government took office in 1983, superannuation was highly concessional, though voluntary, 

approximately 40% of the working population were members of funds.  At that time, personal taxes were very high 

and there were few middle-class personal tax benefits. 

Gradually, taxes were introduced on superannuation: 

� In 1983, taxes were introduced on lump sums at a rate of 30%, purportedly to encourage benefits to be taken as 

pensions. 

� In 1988: 

- Funds were taxed at 15% on earnings, though this was partly-offset by the introduction of imputation 

credits on Australian company dividends. 

- Capital Gains Tax (CGT) was introduced, but funds were given a concessional rate of 10% for most gains. 

- Concessional (undeducted) contributions were taxed at 15% and the tax on lump sums was reduced to 15%.  

The rationale was that the tax was simply brought forward and it helped to balance current Budgets at the 

expense of future ones.  For the first time, employer contributions were taxed going into a fund. 

� In 2003, a Government co-contribution was introduced up to $1,500 for lower income employees who make 

personal contributions to their own superannuation fund.   The amount has been gradually reduced and is about 

to be capped at $500 a year. 
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� In 2010, the taxes on employer contributions were reduced for those on low incomes (eliminating the tax on 

incomes below about $32,000 and reducing it for those earning up to about $47,000). 

Withdrawal benefits on resignation were taxed heavily, but these were gradually eliminated as benefits now have to 

be retained until the Preservation Age (between 55 and 60 depending on age). 

 

Total concessions were curbed by limiting retirement benefits.  However, this was changed in 2006 when the 

Howard Coalition government allowed unlimited tax-free benefits above age 60, but capped the concessional 

contributions to superannuation to $100,000 a year.  Since then, Labor has cut these concessions to $25,000 a year. 

 

The brief history shows the pattern of trying to curb the concessions to superannuation.  Primarily, these changes 

were made to balance Federal Budgets, though some initiatives (low income contribution rebate and co-

contributions) were designed to tilt the system towards better equity and the tax-free retirement benefits were 

done for simplification.   

 

These tax changes were introduced after the system had changed from a voluntary one to a universal one.  

Mandatory contributions began as deferred pay with the initial 3% superannuation contribution traded off against a 

4% wage claim.  This rate will be quadrupled once the SG reaches 12%. 

 

Balancing all factors 

There are a number of competing forces in trying to balance the superannuation system so that it is both equitable 

and efficient: 

� Compulsory superannuation diverts salaries into superannuation contributions and these are taxed much lower 

than an individual’s personal marginal tax rate.  This leads to lower collection of personal income taxes. 

� The Age Pension is a generous benefit.  The present value of providing a full Age Pension to a married couple 

entering retirement is now about $700,0002.  Clearly, people who are completely self-sufficient in retirement do 

not receive this benefit or the accompanying Pensioner Concession Card. 

� Many Australians regard superannuation as deferred pay and this makes integration with the Age Pension 

difficult.  Politicians have often claimed that the benefit arising from the SG is additional to the Age Pension. 

� Many Australians will still receive the full Age Pension for some period of their retirement.  This raises the 

question as to why they should also receive tax concessions towards their top-up superannuation. 

                                                             
2 Based on male of 65 and female of 63, assuming wage growth at 4.5% a year and discounted at 5.25% a year. 
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� Many Australians access superannuation before the eligibility age for the Age Pension.  The median retirement 

age is about 61 (it has risen from age 60 in the last five years), yet the Age Pension is only available from age 65 

rising to age 67 in the next decade.  Many of those with low benefits withdraw them at a relatively young age 

(which is normal if you think of superannuation as deferred pay).  

� Pensions are tax-free3 which tilts value towards those with high benefits. 

Treasury believes that the concessions made to superannuation are too generous.  The Henry Review4 recommended 

that the SG be capped at 9% and that benefits be paid as lifetime annuities with the government underwriting 

longevity risk.  Neither of these will happen so Treasury has looked at others ways of capping superannuation tax 

concessions. 

Treasury’s Calculations 

Treasury calculates the value of tax expenditure by assuming that any concession would otherwise have been taxed 

normally.  For example, it regards the absence of imputed rents and capital gains on the family home as a huge 

benefit, even though residential mortgages and household maintenance costs are not tax deductible. 

Similarly, Treasury compares the concessions on superannuation contributions and earnings against full marginal tax 

rates for individuals.  Treasury believes the tax concession for superannuation was $33 billion in the 2012FY and will 

rise to $47 billion in the 2016FY. 

These calculations are meaningless in isolation, though they are often used to justify increasing taxes on 

superannuation.  The key flaws are: 

� Not allowing for any behavioural change – since people will find other ways to minimise their taxes if 

concessions are removed.  

� Not allowing for a reduction in marginal tax rates due to the significant taxes which would have been collected 

under this scenario (otherwise the taxes raised as a proportion of GDP would be excessive). 

� In the case of superannuation, not allowing for the savings made in future Age Pension outlays. 

Clearly, we cannot evaluate the generosity of tax concessions in isolation.  If we want people to be self-sufficient and 

forego receiving the large benefit of the Age Pension, then we need to encourage them to build their 

superannuation. 

 

                                                             
3 Apart from pensions received from unfunded arrangements of some closed government funds. 
4 Australia’s Future Tax Review 2009. 
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What changes might Labor make? 
According to ASFA, Labor has already reduced tax concessions by about $8.5 billion a year since it took office five 

years ago.  It now seeks a further $1 billion a year saving.   

 

Let’s review its options which could include a combination of the following.  

Tax concessional contributions at higher rate (say 17.5%) 

As the government is rebating taxes for those earning up to $37,000, it could argue that the current rate of 15% on 

concessional contributions is advantageous for all Australians.  As the personal tax rate is 32.5% (plus Medicare levy) 

for income above $37,000, there is scope to reduce the level of concession by increasing the tax on contributions. 

This would be poor policy.  First, it would lead to a different tax rate for fund earnings and on concessional 

contributions received.  Second, it would reduce the attractiveness of superannuation enough for some people to 

consider saving through alternate vehicles.  It would also reduce the amount available to offset the Age Pension in 

future.  

Tax contributions at higher rate (30%) for those earnings more than $180K 

The government is collecting tax at 30% for those whose salary and superannuation together exceeds $300,000.  

Dropping the threshold to $180,000 would bring it in line with the threshold for the top marginal personal tax rate.  

Pragmatically, it could be set at the salary threshold for SG contributions, namely $183,000. 

In a recent presentation, it was indicated by ASFA that this change would double the number of individuals affected 

and would double the taxes raised, possibly to $2 billion over three years.  However, it would be poor policy!  High-

income earners would simply pay the SG and divert their other savings into negatively geared property and equities.  

This would reduce short-term taxes and divert savings away from the regulated superannuation savings system into 

other areas and could well fuel asset value bubbles as has occurred in the past. 

Tax fund earnings at higher rate 

Taxes on investment income could be raised, say from 15% to 17.5%.  Once again, this would be poor policy as it 

would reduce net investment returns.  High fund earnings have the greatest impact on building superannuation for 

all members!  Reducing net returns will increase the future demand for the Age Pension.  

Tax pension earnings 

The Henry review did recommend equalising earnings for accumulation accounts and pension accounts.  We support 

this initiative, provided that the total taxes received are not increased.  We believe there would be merit in having a 

single tax rate across all accounts.  However, the long-term tax rate should be set in the order of 10% rather than the 

15% rate on accumulation accounts.  Lowering the tax rate on accumulation accounts will help build higher balances 

at retirement. 

We do not believe the government should tax pension earnings without reducing taxes in the accumulation phase!  
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Tax lump sums 

Many organisations have promoted the shift to pension accounts.  One way of doing this is to tax lump sum benefits.  

At present, members can take a tax-free lump sum if they have attained age 60.  Under age 60, it is still tax-free up to 

$175,000 ($180,000 next year) and any balance above this is taxed at 16.5%. 

The government could tax large lump sums at a higher rate, but this would only work if they reintroduced maximum 

withdrawal factors on account-based pensions.   

It is unlikely this measure would raise much revenue, so why bother.  However, it would be good policy to discourage 

large lump sum payments. 

Make the transfer from accumulation to pension a CGT event 

When a member of a fund transfers into the pension phase, the assets supporting their balance can also be 

transferred.  If they are subsequently sold during the pension phase, there is no CGT tax.  Members of an SMSF can 

take advantage of this structure as assets can be allocated at member level (even at the point of retirement).   

However, members of employer superannuation funds do not have the facility to do this directly.  Effectively, the tax 

saved is put through the unit price or crediting rate and spread amongst all members. 

It would be cynical to make the point of retirement a CGT event for tax purposes.  Labor could argue that it only 

affects those in the SMSF sector so it is targeted at wealthier Australians.  However, many APRA funds are 

introducing member-directed investments so the tax will spread wider. Once again, it is a bad tax as it simply reduces 

retirement benefits! 

 

Sensible changes 

If Labor has to make changes, it would be better to steer them to palatable ones that don’t destroy the long-term 

integrity of the system.  Any changes should lead to better integration of superannuation and social security.  In a 

Paper presented to the Actuaries Institute in 20045, Geoff Dunsford and Michael Rice set out many of the problems 

with our structure.  While some of these have been resolved, several are still outstanding. 

Assessing the cost of the Age Pension 

One important recommendation made by Dunsford and Rice, was to put the present value of all future Age Pension 

payments as a liability on the National Balance Sheet.  This will show the real cost of a growing dependency on 

government pensions in retirement.  Any tax concessions to superannuation can then be judged against likely long-

term cost savings.  This will highlight whether any short-term tax change makes fiscal sense.  

We estimate that the present value of Age Pensions to the current generation of retirees is approaching  

$600 billion. 

                                                             
5 Retirement Incomes Integration – Superannuation, Social Security and Taxation Dunsford/Rice February 2004. 
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Defining the long-term required structure 

The superannuation industry has been battered by annual changes, it needs stability.  It would not be difficult to 

modify the existing system to provide more certainty without destroying the basic tenets of simplicity, equality and 

affordability. 

For example, a simple system could be structured around retirement as follows: 

� Reduce the lump sum available on retirement to no more than once times average earnings (about $72,500).  

This could be scaled in over five years. 

� Reintroduce maximum withdrawal values on account-based pensions so that members become accustomed to 

working to a budget within retirement. 

� Raise the Preservation Age to 62 and keep it bound at five years before the Age Pension eligibility age.  There 

would need to be a phase-in period (say five years), but the issuance of new Transition to Retirement (TTR) 

benefits under age 62 could be terminated immediately.  

� Force retirees to use much of their own superannuation before they fall back on social security.6  Reform of the 

Age Pension itself will lead to significant cost savings for government as well as reducing middle-class welfare. 

 

Make additional 3% contribution an after-tax benefit 

There is another option for government to consider.  From July, the Superannuation Guarantee rises from 9% to 

9.25% on its way to 12% by the 2020FY.  Treasury estimates that this will cost about $3.6 billion in 2020FY. 

We believe it would make more sense to make this contribution an after-tax contribution!   

The advantages are: 

� Members would realise that it is their money (but, unlike a rise in the SG, it wouldn’t impact on their wage rises). 

� Members would become more engaged as they would see the payments come out of their disposable income. 

� The cost would be higher in the first few years as more low-income earners became eligible for the government 

co-contribution. 

� The cost long-term would be lower as the higher balances would lead to higher taxes on fund earnings.   

Importantly, the government could use the change to extend the coverage to include self-employed persons who 

often have no superannuation. 

  

                                                             
6 See Rice Warner Touchstone newsletter - Reforming the Age Pension August 2012. 
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Conclusion 

Superannuation is an easy target for taxes as the impact is deferred and largely unseen by members.   

The industry needs to fight against ad-hoc higher taxes as they make it more difficult for Australians to become self-

sufficient in their retirement years.  Taxes raised are now close to the total fees paid by members and these are 

required to manage the whole superannuation industry. 

The government needs to focus on assisting the majority of Australians to become self-sufficient in retirement. 

Fiddling with fund taxes does not help this objective! 



Contact Us 

 
If you have any questions, comments or you would like to 

use information found on this site, please contact us. 
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Sydney Office 

Level 1 

2 Martin Place 

Sydney NSW 2000 

Phone: +61 2 9293 3700 

Fax: +61 2 9233 5847 

Melbourne Office 

Level 20 

303 Collins Street 

Melbourne VIC 3000 

Phone: +61 3 8621 4100 

Fax: +61 3 8621 4111 

Rice Warner is an independent firm of consultants with offices in Sydney and Melbourne.  

Rice Warner is the holder of Australian Financial Services Licence 239191. The information provided in this document is not personal advice as 
it does not take into account the particular circumstances of any reader. The information provided here is given in good faith and is believed to 
be accurate at the time of writing.  

Rice Warner will not be liable for any losses arising from reliance on this information. 

We recommend readers seek independent advice regarding their particular personal circumstances. 
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