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What the Budget means for you

For wage earners including those em ployed in the 
in fo rm ation  industry , the M ay 1995 federal 
budget will have little im m ediate im pact on their 

personal finances. T he m ost significant change will only 
take place in July 1997 w hen governm ent subsidies to 
employee superannuation contributions com mence.

U nfortunately  the governm en t’s promises to p ro 
vide benefits in the future are only that. Between now 
and 2000 when the governm ent’s total additional sub
sidy to superannuation  is fully im plem ented, a further 
$4 billion in additional tax revenue will be required to 
fund this promise.

T his m eans th a t the subsidy in troduced  in 1997 
could well be different to that announced in the cur
rent budget. For the bulk o f the tax and expenditure 
system, the latest budget followed the precedent set in 
1994 and made only little or no changes.

For personal incom e tax rates, for example, the only 
change was an increase in the M edicare levy from  1.4 
per cent o f  incom e to 1.5 per cen t o f  incom e. T his 
change is only a very small one w ith only a very small 
im pact on the fortnightly  or m onth ly  pay packet.

T he m uch m ore significant tax increase, to talling  
over $7 per week for a w orker on average wages, has 
been a hidden one resulting from the effect o f inflation 
in pushing all taxpayers into higher tax brackets. By not 
adjusting the personal incom e tax system for inflation 
since N ovem ber 1993 when the last tax change was in 
troduced, the governm ent has effectively allowed the 
approxim ately nine per cent inflation that will have oc
curred between that tim e and June 30, 1996 to increase 
tax collections lor it.

U sing this taxation by stealth, the governm ent has 
been able to keep budget tax increases down to a m in i
m um  applying increases only to the sales tax on new 
cars and some building products and increasing the ex
cise on tobacco products. W hether future tax increases 
will be required  will depend  on the fu ture develop
m ents in the economy, particularly w ith respect to fu 
ture rates o f  econom ic growth.

To divert a tten tion  away from  fundam ental p rob 
lems including the $27 billion annual balance o f pay
m ents deficit, the governm ent has been em phasising 
the significant boost to national savings from the new 
com pulsory  em ployee superannuation  con tribu tions. 
The changes are for essentially political reasons to have 
a delayed effect com m encing on 1 July 1997.

At that tim e, the governm ent will m atch w ith an in 
com e tested governm ent subsidy the first one per cent 
o f salary paid by employees into an award or em ploy
ers’ superannuation  fund. T he full subsidy will be paid 
to wage earners w ith a taxable salary up to $46 ,000 per 
year with a gradual reduction in the am ount o f  subsidy 
thereafter.

From  1 July 1998, the subsidy will be increased to 
cover a two per cent o f  salary em ployee con tribu tion  
w ith a further one per cent of salary increase scheduled 
to be im plem ented in the following year.

T he governm ent subsidy will be provided as a direct 
co n trib u tio n  claim ed via your tax return  in to  your 
stipulated award or em ployers’ superannuation  fund. 
I his paym ent will be subject to the norm al 1 5 per cent 

superannuation  contribu tions tax and to the lum p sum 
tax payable when the benefits are paid out o f the fund.

A further re
stric tion  is that 
em ployee co n tri
butions attracting 
the governm ent 
subsidy have to be 
retained in the su
p e r a n n u a t i o n  
fund until age 55 
or later retire
m ent. T his will 
preclude access to 
payouts from gov
ernm ent and pri
vate sector
em ployer funds
that are presently 
available to people 
changing jobs.

By far the best 
news for all exist
ing superannuation  fund m em bers is that their existing 
em ployee con tribu tions will a ttract the new govern
m ent subsidy. T hus, if you are already con tribu ting  to 
a fund, you will not be faced w ith m aking any further 
contributions.

T he new com pulsory contribu tions will be signifi
cant mostly for employees receiving award superannua
tion benefits paid for to tally  by em ployers. T he 
governm ent’s plan is to in troduce the new em ployee 
contribu tions using the award system to com pel em 
ployee contributions.

Those not covered by awards will miss out unless 
their em ployer schemes are adapted to include vo lun
tary employee contributions. W hether it will pay wage 
earners to contribu te to superannuation  depends very 
much on their own personal situations. T he vast m ajor
ity o f employees will receive m atching governm ent con
tributions to their superannuation  funds.

But as w ith m any governm ent policies, there are 
strings attached to the subsidy w hich reduce its attrac
tions for younger people. T he key one is that the con
tributions attracting the subsidy m ust be preserved to 
the age o f 55 or 60 (for those currently  age 33 or less) 
even in the event of redundancy or resignation from 
em ploym ent.

T h e  governm ent subsidy is, as m en tioned  previ
ously, also subject to the 1 5 per cent levied on em ployer 
contributions to funds and will then again be subject to 
lum p sum benefit tax at a rate as high as 16.4 per cent. 
For m any younger people, the fact that the m oney is 
taxed in this way may make it m ore attractive to them  
to concentra te  on paying off their house m ortgage 
rather than pu tting  m oney into superannuation.

W hat the M ay 1995 budget has confirm ed however, 
is that the governm ent is placing a very high reliance 
on superannuation  savings as a way ou t o f ou r eco
nomic problems.

It remains to be seen w hether the savings so gener
ated can be better utilised than a great deal o f similar 
savings in the past. T he experience o f m any workers 
with superannuation  to date has not been very satisfac
tory.
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