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Super co-contribution—performance to date

Introduction

The Superannuation Co-contributions Scheme assists low
to middle income earners making additional
superannuation contributions. The government makes a
contribution to a person’s superannuation account if;

 that person makes a personal contribution to their
superannuation fund or Retirement Savings Account,’
and

» 10 per cent or more of their total income for the income
year is from employment,” and

« their total income is below $58 000 per annum in
2004-05 and following years (though in respect of the
2003-04 financial year a person’s total income had to
be below $40 000 for their superannuation account to
be eligible to receive a co-contribution amount), and

 the person is under 70 years of age.

The government will contribute up to $1.50 for every
dollar of personal contributions, up to a maximum of
$1500 per income year. The maximum co-contribution
reduces by 5 cents for every dollar a person’s total income
exceeds $28 000 (the low income threshold for 2004-05).
Entitlement to a superannuation co-contribution ceases
once a person’s total income equals, or exceeds, $58 000
per annum. These income thresholds will not increase until
the 2007-08 income year.?

Income thresholds and average weekly earnings

Initially aimed at low income earners, the scheme was
extended to benefit middle income earners after
negotiations with minor parties in the Senate.* The
accuracy of the scheme’s targeting of low and middle
income earners can be gauged by comparing its income
thresholds with current full time average weekly ordinary
time earnings, and benefits available to persons at various
income levels.

The most recent average weekly ordinary time earnings is
$1008.30, or $52 432 per year.” If this was a person’s total
income from employment, and they made a personal
contribution of $1000 to their superannuation fund in
2004-05, their superannuation fund would also receive
$278 as a superannuation co-contribution. If a person’s
total income for the year was $30 000, and they made a
personal contribution of $1000 to their superannuation
fund, the superannuation co-contribution for the 2004-05
year would be $1400.° While superannuation co-
contributions are available to some middle income earners
the scheme clearly favours low income earners.

Co-contributions paid for personal contributions
made in 2003-04

In response to personal superannuation contributions made
during the 2003-04 financial year, 605 734 beneficiaries’
superannuation funds received approximately $327 million
in superannuation co-contributions payments (an average
of $540 per beneficiary):

» because the higher income threshold for the co-
contributions purposes was $40 000 in respect of this
financial year, all beneficiaries had a total income
below this figure

» about 55 per cent of beneficiaries had total individual
incomes under $30 000 per year. The largest average
benefit was gained by those with total incomes
between $20 000 and $30 000 per annum’

» 39 per cent of beneficiaries (233 450) were determined
to be single (that is, a person with no spouse)

» 55 per cent of beneficiaries’ spouses had a taxable
income under $40 000 per annum, while 81 percent of
beneficiaries’ spouses had a taxable income of $60 000
or less. Only 4 per cent of co-contributions
beneficiaries’ spouses had a taxable income above
$100 000 in this financial year®

Co-contributions expenditure and program
estimates

The following table presents initial government
projections, and the actual expenditure, for the
Superannuation Co-contributions Scheme for 2003-04 and
2004-05.°

2003-04 2004-05

Projected Expenditure ~ $115m $265m

Actual Expenditure $309m Not yet available

The costing for 2003-04 was done on the basis of different
Superannuation Co-contributions Scheme design features
to that which actually applied during the relevant financial
year. As a result the 2003-04 projected expenditure figure
is most likely to be an under-estimate. Consequently, the
scheme’s actual expenditure for the 2003-04 financial year
is not comparable with the projected cost for that year. The
2004-05 estimate is based on projected costs at the time
the legislation for the scheme was introduced into
Parliament (29 May 2003) and additional expense
estimates given in the 2004-05 budget papers.™

Treasury has noted that due to the changes in the design of
the co-contributions scheme its costs have increased
significantly, as follows:




The expansion of the co-contribution scheme for the 2004-05
and later financial years is projected to significantly increase
the scheme’s expenditure. The total value of co-contribution
payments for the first year of the expanded policy is
estimated to be about three times the value of the co-
contributions made under the original legislation.™*

Gender outcomes

In 2003-04, 63 per cent of beneficiaries were female, with
an average payment to their superannuation funds of $570;
37 per cent of beneficiaries were male with an average
payment of $495.' There is no reason to assume that this
general outcome will not be repeated in 2004-05, but as
yet this information in respect of that particular financial
year is not available.

Age outcomes

In 2003-04, 47 per cent of beneficiaries were aged
between 46 and 65." This group of people come from
what is known as the *‘baby boomer’ generation. Generally,
this group has the lowest level of superannuation savings
relative to their expected needs in retirement.**

Coverage

Not all eligible Australian employees are taking advantage
of the scheme. As a recent ACTU submission to the House
of Representatives Standing Committee on Economics,
Finance and Public Administration notes:

The take-up rate of the [co-contributions] scheme is still low
relative to the eligible population. While an incidence
analysis of the co-contribution scheme has not been
undertaken, it most certainly is accessed by less than 10% of
those eligible.15

Some issues arising

Co-contributions going to those with high income
spouses

There has been some concern that superannuation co-
contribution payments may be paid to beneficiaries with
wealthy partners.'® Undeniably, this does occur. But the
more important question is whether a significant
proportion of co-contributions payments are going to
beneficiaries whose partners’ taxable incomes are well
outside the designated income thresholds.

As already noted, in 2003-04 the proportion of co-
contribution beneficiaries with a partner whose taxable
income exceeded $100 000 per annum was 4 per cent of
all co-contributions beneficiaries’ spouses. The proportion
of those beneficiaries spouses with taxable incomes below
$60 000 per annum is about 81 per cent of all spouses of
co-contributions beneficiaries in 2003-04. Thus, about 20
per cent of co-contributions payments appear to be made
to superannuation funds where the spouse of the
beneficiary has a taxable income which exceeds the
current higher income threshold ($58 000 p.a.) for co-
contributions purposes.t” Two other points in connection
with this issue require consideration:

« Australia’s superannuation system is based on
individual entitlement and an individual’s ownership of
their superannuation benefits, not the joint income or
assets within a family. While it may be possible to
devise a limitation on the eligibility of a person to
receive a co-contributions payment by taking into

account a partner’s taxable income, such an approach
would cut across this fundamental principle, and

 given the significant proportion of marriages/de facto
relationships that end in divorce or permanent
separation it may be a far better outcome that people
(particularly women, see below) with high income
spouses accumulate larger superannuation balances
than would otherwise be the case.

Women, superannuation and co-contributions

The parlous state of female superannuation fund balances
has been well documented.'® Data from three industry
superannuation funds suggest that at the same ages female
superannuation balances are significantly less than male
balances, and resulting pensions paid are significantly less
than pensions paid to male members on retirement.*

While it is heartening to observe that more women than
men are taking advantage of the co-contributions scheme,
the generally low coverage of the scheme and the low base
of superannuation savings which many women start from
suggest that, by itself, the co-contributions scheme will not
raise the general level of women’s superannuation
balances to that of their male counterparts.

Baby boomers and co-contributions

‘Baby boomers’ are the generation born between 1946 and
1965. It is an often stated fact that this generation has not
saved enough to fund their retirement.”® Again, it is
heartening that a significant proportion of co-contributions
beneficiaries belong to the baby boomer generation. But
again, due to the co-contribution scheme’s low coverage of
the workforce the additional contributions gained will
make little overall impact on the low superannuation
balances of this group.

Projected costs

The following table shows projected expenditure for the
co-contributions scheme as initially legislated in 2003, and
after the scheme was expanded as part of the 2004-05
Budget, over the next few years.?!

2005-06 ~ 2006-07  2007-08

Projected Expenditure - $595m  $730m  $790m
Expanded Scheme

Projected Expenditure - $235m  $220m  $205m
Original Scheme

Most of the increases in projected expenditure are due to
the changes in the scheme’s design.

Conclusions

The co-contributions scheme has delivered a number of
benefits. In particular, low income employees, particularly
women, appear to have gained significant contributions to
their superannuation fund balances. These benefits will
compound over time via increased investment earnings.

However, the scheme is not necessarily a panacea for the
perceived problem of low superannuation balances,
particularly for women.
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