IAIM PERSONAL INVESTMENT SURVEY 2004-  LONG TERM SAVINGS PLAN PROPOSED  TO GOVERNMENT FOR AFTER SSIA’S
Wednesday 9 March 2005: The Irish Association of Investment Managers (“IAIM”) today published its eighth Annual Survey of Investment Trends in the Irish retail funds market and a submission to Government proposing a new long term savings plan to replace SSIA’s (Special Savings Incentive Accounts).

The retail funds survey includes the net cash flows into retail investment products, and therefore excludes assets invested in corporate and individual pension plans.  Total assets under management by IAIM members on behalf of domestic and international clients amounted to €200 billion at the end of December 2004.  

The 2004 Survey shows that IAIM members managed €22 billion of assets in retail products, an increase of 17% on the December 2003 level.  The value of Unit linked (the largest category of investment) rose 19% in 2004. Net cash flows of €1,874 million were invested in retail products during 2004, a modest 5% decline year over year but still well ahead of 2002. Net flows into PRSA’s contributed €124m, a significant increase over 2003. Managed funds continue to be the most popular unitised fund option. 

The IAIM published a submission made to the Minister for Finance for a new savings incentive scheme designed to replace SSIAs and to encourage continued long term savings.  A Lifetime Flexi Investment Account (FIA) is proposed which is aimed primarily at those on low incomes.   The scheme involves utilisation of existing tax allowances for pension fund contributions and offers access every five years to 30% of the previous five years investment.  All proceeds of an FIA would be tax-free at retirement.  (See attached submission for full details of the product.) 

Gary Connolly, Chairman of the IAIM Retail Funds Committee commented “The IAIM is strongly of the view that the savings habit promoted by the SSIA’s needs to be encouraged and that there are sound policy reasons for doing so.   We would ask the Government to continue to support the development of a savings culture to cover both existing SSIA savings and a future savings product. With the maturity of SSIA accounts starting next year, there is a need to put in place a follow on scheme to encourage people to continue to save and make provision for their retirement.  Such a scheme should also recognise the need for flexibility to provide tangible access to funds prior to retirement. The FIA provides an incentive and flexibility to those in the lower wage brackets where pension coverage is lowest to continue to save for their future. It can exist alongside pension investments and PRSA’s.  It also puts in place a scheme for those who might not have had an SSIA but who want to save for the future with access to their investment.” 

SSIA’s and after

IAIM Submission to the Minister for Finance

	Introduction

In January 2001, the IAIM presented to the then Minister for Finance a paper by Professor Philip Lane, Trinity College on the role of Government policy in household savings, with an emphasis on medium term savings.  The paper was commissioned by the Association at a time when the Celtic Tiger was rampant, consumer expenditure was ever increasing and household savings were in decline.

Professor Lane concluded that there are a number of reasons for Government intervention to promote medium term savings.  Amongst these are:

(i) Encouraging adequate levels of personal financial provision which provide a buffer stock of assets that better enable households to withstand adverse events and achieve important personal goals.

(ii) A higher level of savings during an economic boom can help promote macroeconomic stability by reducing the risk of overheating.  In addition, the economy is less exposed in the event of a downturn.

(iii) There is a lack of lack of fairness in relation to “save as you earn” (SAYE) schemes which are available only to employees of private sector firms which also offer a share option scheme.  Public sector employees and those in firms which do not have a share option scheme have no access to SAYE schemes.

In this context it should be noted that other countries actively promote medium to long term savings.  

SSIAs – What have we learned?

The extent of the take-up of SSIAs was undoubtedly driven by the very attractive Government subsidy.  However, there are a number of factors which need to be considered in the context of any decision-making in relation to a replacement scheme.

(i)
76% of SSIA customers were first time savers (Source: BoI)
(ii)
Low income earners made up 45% of accounts at end 2002


(Source:Goodbody Stockbrokers)
(iii)
There has been widespread agreement that a major factor in the lack

of success in persuading the young and self-employed, in particular, to invest for their pensions is due to the long term commitment required and the inability to access funds prior to retirement.


A Replacement for SSIAs

The IAIM agrees with the Minister for Finance’s assessment that SSIA savers will not necessarily splurge their savings on the cessation of the scheme.

However, the IAIM is strongly of the view that the savings habit needs to be encouraged by Government and that there are sound policy reasons, as outlined in Professor Lane’s report, for doing so.   

Furthermore, having persuaded very large numbers to enter contractual, multi-year savings arrangements, we consider that it would be unwise to allow the savings habit to fall away.  This is against a background of a recognised problem of inadequate retirement provision and a propensity for ever increasing personal indebtedness.
IAIM Proposal 
The Association’s proposal for continued Government support for the development of a savings culture covers both existing SSIA savings and a future savings product:

(i)   Existing SSIA Savings

The Association recommends that Government should waive exit tax on any transfers of SSIA accounts into a pensions product or the Lifetime Flexi Investment Account (FIA) proposed below.

· The cost to the Government of this incentive is likely to be very small as exit tax is only on the growth in the fund, not on the contributions by either Government or individual. (On a deposit-based SSIA paying 4% interest over the 5 year term where the contributions are at the maximum, the estimated exit tax liability is €440, which is 2% relative to an overall fund value of c. €21k.)

(ii)
New Lifetime Flexi Investment Account
The IAIM has based this proposal on the contribution allowances which are available to those who make pension provision for their retirement.  It is likely to be most appealing to those on low incomes and is an attempt to redress resistance to long term savings in the form of pensions as currently presented.  

Maximum Investment

10% of average industrial wage (reviewed every 5 years); currently ~ €3,000 p.a. (€250 per month). Alternatively start with €3,000 p.a. maximum and index against inflation every 5 years.

Government contribution

a) For Non-tax payers 

· 20% bonus paid monthly (similar to SSIA)

b) For Lower rate tax payers

· Standard rate tax relief (20%)

c) For Higher rate tax payers 

· tax relief at standard rate only 

In relation to b) and c) above, savers would be utilising existing tax allowances for pension investments.  The only real cost to the Government arises in relation to non-tax payers.   

Accessibility

· Every 5 years permit access to 30% of previous 5 years contributions subject to exit tax @ 23% 

· Proceeds at retirement would be tax-free.
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