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Super reform changes 2017 
From 1 July 2017, the government is changing a number of 
key superannuation rules.

These changes could affect the way you put money into, 
and take money out of, your super. 

Here’s a summary of some of the things that are changing:

1.  Reduced non-concessional (after-tax) 
super contribution cap

From 1 July 2017, the amount of after-tax contributions you could 
make in a financial year will reduce from $180,000 to $100,000.

If you are aged under 65, you could be able to bring forward three 
years’ worth of after-tax super contributions at the current rate. This 
means, if it is right for you, you could make an after-tax contribution of 
up to $540,000 before 1 July 2017. 

After 1 July 2017, the maximum you will be able to contribute in a year 
(using the three year bring-forward rule) will be reduced to $300,000. 

Also, if you have a total super balance above $1.6 million, you will no 
longer be able to make after-tax contributions from 1 July 2017. 

For some people, the current financial year may be the last time they 
can make after-tax contributions to their super and/or larger after-
tax contributions. 

Everyone’s different, so you’ll need to consider your own 
circumstances before making any decisions. There are also some 
important things to consider before making any decisions, see other 
important information below. 

2.  Reduced concessional (before-tax) super 
contribution cap

From 1 July 2017, the amount you can contribute to your super before-
tax will reduce to $25,000 in a financial year, no matter how old you are. 

Currently, the amount of before-tax contributions a person can make 
in a financial year is $30,000 (for those aged under 49) or $35,000 (for 
those aged 49 and over). 

3.  Tax threshold change for high  
income earners

From 1 July 2017, the annual income level at which high income 
earners pay an extra 15% (in total 30%) tax on their super contributions 
will reduce from $300,000 to $250,000 each year. 

4.  Tax deductions for personal  
super contributions

After 1 July 2017, if you are employed and under 75 years of age, you 
could claim an income tax deduction for any personal (after-tax) super 
contributions you make in a financial year. 

This could help if an employer doesn’t offer the ability to salary 
sacrifice contributions to super. It could also assist people who are 
partially self-employed or earning partial wages or salary, which could 
be through part-time or casual work. In these cases, it may be worth 
seeking the advice of a tax professional. 

Currently, if you are employed during a financial year, you can claim 
a tax deduction for personal (after-tax) super contributions you make 
if the employment income you receive is less than 10% of the income 
generated from all sources. This test is being abolished from 1 July 2017. 

5. Spouse contributions 
Currently, if you make contributions into your spouse’s super account 
on their behalf you are entitled to a tax offset of up to $540 provided 
you meet certain conditions. 

One of these conditions is that your spouse’s total income (assessable 
income, reportable employer super contributions and reportable fringe 
benefits) must be less than $10,800 in the financial year.

From 1 July 2017, the lower income threshold will change from $10,800 
to $37,000 (and cut out at $40,000). This means that more contributing 
spouses will be able to access the tax offset. 
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Important 
Everyone’s different, so you’ll need to consider your own 
circumstances and think about whether or not these options are right 
for you. Before making any decisions, here are some other important 
things you should consider:  

•  When you put your money into super you can’t access it until you 
retire and reach your preservation age or meet another condition  
of release.

•  If you contribute money to super that exceeds the super cap limits, 
additional tax and penalties may apply. 

•  The value of your investment in super can go up and down. Before 
making extra contributions to your super, make sure you understand 
and are comfortable with any risks associated with your chosen 
investment option.

•  Any additional contributions must be received by 30 June 2017. 
It’s important to seek advice and give yourself enough time to 
understand the changes before 1 July 2017.

Changes affecting super withdrawals

1. Changes to the taxation of Transition to 
Retirement (TTR) income streams
People who have reached their preservation age1 (currently age 56) can 
choose to receive a transition to retirement (TTR) income stream. This 
allows them to draw down from their super and receive an income of 
between 4% and 10%, even if they are still working.

Currently, there is no tax on income earned on investments from a TTR 
income stream. But from 1 July 2017, these earnings will be taxed at up 
to 15%, the same tax rate which applies to accumulation super funds.

2. A new super transfer balance cap
From 1 July 2017, the amount you can transfer from your super 
accumulation into a retirement income stream when you retire will be 
capped at $1.6 million. This cap will be indexed in $100,000 amounts, 

in line with increases in inflation. Any future earnings on your income 
stream balances will not form part of this cap.

If you have super in excess of $1.6 million, you will be able to keep this 
in a super accumulation account. However, your earnings will be taxed 
at the concessional rate of 15%. A tax will apply for any amounts that 
are transferred in excess of the $1.6 million cap.

A person with a retirement income stream with a balance above $1.6 
million will need to reduce their retirement balance to $1.6 million 
by 1 July 2017. They can convert any amount over the cap to a super 
accumulation account or take it out of super altogether. If the excess 
over the $1.6 million cap is less than $100,000, then they can make any 
changes without tax penalty by 31 December 2017.

3. Changes to treatment of death benefits 
paid from superannuation funds 
There are several changes applying to death benefits paid from super 
funds from 1 July 2017. Here are two key changes: 

•  The new $1.6 million pension cap will mean that a surviving spouse 
may not be able to receive the full death benefit as a pension and the 
excess amount will need to be withdrawn from super. 

•  Super funds will not be able to pay a refund of a member’s lifetime 
superannuation contributions tax payments to the surviving spouse, 
child or the member’s estate, where the member has died on or after 
1 July 2017. 

What could the changes mean for you?
The new super changes could provide an opportunity, if it is right for 
you, to give your super a boost before the end of the financial year.

The changes could also mean you may need to review your super to see 
if you need to alter your current arrangements.

Source: AMP Jan 2017

1 Australian Tax Office, Preservation of super, www.ato.gov.au

Warming up to China
Global investors have been wary of embracing China on concerns of 
an increasing debt load, persistent capital outflows and a potential trade 
war with the U.S. Yet today there are powerful structural and cyclical 
forces in play that make China’s equities attractive, we believe. An 
overly cautious approach may mean missing out on fresh returns from 
the world’s second-largest economy.

Highlights 
•  We expect global reflation and a domestic cyclical upswing to support 

Chinese equities. Progress on domestic structural reforms and 
undemanding valuations add to China’s attractions. 

•  Making money in Chinese stocks requires dropping one’s 
preconceptions, paying close attention to policy priorities and using 
new data sources to generate ideas. We believe big data can help 
supplement traditional fundamental analysis. 

•  The biggest near-term risk to China’s stocks is a breakdown in trade 
triggered by U.S. protectionism. Yet trade is a smaller growth driver 
than in the past, and China is strengthening ties within Asia and 
making its economy more consumer-driven. 

Performance conundrum Chinese equity returns have trailed the 
nation’s spectacular growth since 2000, underperforming other 

emerging markets such as India. China H-shares – listed on foreign 
exchanges such as Hong Kong – have fared better than A-shares – 
which are listed on onshore exchanges. See the chart below. Structural 
problems (resulting from the 2009 stimulus) and declining multiples 
have weighed on equity returns since the financial crisis. Earnings 
growth has been solid, but high levels of investment left less free cash 
flow to distribute to shareholders. We see these dynamics changing 
as policy makers press ahead with reforms, domestic and offshore 
valuations converge and China is admitted to global equity indexes.
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Changing mix
Domestic investors – primarily retail – buy shares in China’s onshore 
markets while international investors access China through offshore 
H-shares. Both indexes are made up of companies with low direct 
foreign sales, we estimate, with 10% of A-share company revenue 
coming from abroad and a slightly higher level for H-shares.

Onshore shares are often driven by momentum and have been subject 
to dramatic speculative booms and busts in recent years. Foreign 
institutional investors have historically been confined mostly to 
investing in offshore markets. The different investor bases – and level 
of sophistication – explain much of the valuation differential between 
the two markets. Dual-listed large mainland Chinese companies 
currently trade at a near 20% premium on onshore markets versus 
their offshore counterparts, according to Thomson Reuters data. This 
premium has roughly halved in the past year. We expect it to erode 
further as programs allow mutual market access for investors between 
mainland and Hong Kong exchanges. 

The makeup of China’s equity market is undergoing a transformation 
as the country rebalances its economy. “New economy” companies in 
consumption-driven sectors such as technology and services accounted 

for half of the IPOs in the A-share market in 2016, according to Gildata 
and BlackRock data. And new-economy stocks now make up more than 
half of China H-shares – roughly the same breakdown as the developed-
market MSCI World index. See the chart below. “Old economy” sectors 
such as materials, industrials and financials are still overrepresented 
in the domestic A-share market. Yet the picture is fast changing. 
Financials, meanwhile, now make up around 25% of the onshore 
and offshore market, according to MSCI data, after peaking at more 
than 40% in 2015. Foreign investors leery of owning shares in banks 
grappling with an increase in nonperforming loans, or highly leveraged 
state-controlled companies in old-economy industries, have alternatives.

Overcapacity fatigue 
The eventual inclusion of domestic A-shares in indexes should expand 
the representation of China in global capital markets and attract a 
broader group of investors. China may eventually make up more than 
40% of the market cap of the MSCI EM Index, up from around 25% 
today, MSCI estimates. China’s onshore and offshore markets are set 
to converge, attracting a more stable and less speculative investor base. 
This begs the question: Are Chinese equities investible? And where are 
the greatest opportunities today? 

It may be tempting for investors to focus exclusively on “new 
economy” stocks given the high indebtedness and mature growth 
rates of some industrial and manufacturing companies. Yet we also 
see opportunities as the programs to reduce capacity and improve 
profitability in overbuilt heavy industries are expanded over the 
coming years. Initial supply-side reforms already bore fruit in 2016: 
steel and coal prices sharply rebounded, breaking out of a four-year 
downtrend – and producers were able to engineer a huge turnaround in 
profitability. This marked improvement was not lost on equity investors 
as downstream materials stocks outperformed other sectors.

We expect this is just the tip of the iceberg when it comes to the 
government-driven cleanup of inefficient industry. We see more 
attractive opportunities emerging as policy makers pursue a multi-
year and multi-sector suite of reforms to reduce excess capacity and 
leverage. Our analysis shows that cuts in capital expenditure can lead 
to a sustained improvement in margins over subsequent years. See the 
chart above. While profitability has declined for both H-share and 
A-share indexes from lofty levels over the past five years, the return on 
equity for China’s indexes is on par with the U.S. and above non-U.S. 
developed markets. More efficient use of capital should pave the way 
for a broad and sustained improvement in profit margins, we believe.

Data alternatives 
Investors need not depend solely on China’s government data when 
making investment decisions. Big data culled from satellite imagery, 
mobile phone usage and text mining of filings from companies doing 
business in China may give investors an edge, we believe. 

•  Satellite data available from vendors can identify sectors of China’s 
economy that are experiencing the highest level of growth. Images 
taken from space, for example, can monitor the amount of materials 
going into a construction site and help determine whether a project is 
being completed on time. 

•  As the appetite of China’s consumers keeps growing, insight into how 
people spend can assist in predicting corporate growth. Credit card 
data can provide a sense of which brands are growing in popularity 
in China. Online search terms can be used as a leading indicator 
for e-commerce purchases. Data on mobile-phone usage can track 
China’s tourism industry. The credit card and online sales data we see 
from China can also help to forecast sales of many global companies, 
we believe. 

•  Mining the text of conference calls conducted by companies doing 
business in China, which BlackRock’s Scientific Active Equity team 
tracks, can provide insights. After declines in 2014 and 2015, global 
executives began speaking more positively about China last year. See 
the chart below. 
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•  Even as government data raise questions, official newspapers can help 
identify the potential beneficiaries of policies. Tallying the number 
of articles on a subject in newspapers such as the People’s Daily, 
published by China’s Communist Party, can give investors a sense of 
the direction authorities are taking. By our measure, we have seen a 
growing emphasis on the government’s supply-side reform campaign. 

Trumped on exports? 
The biggest immediate risk to Chinese equity markets is a breakdown 
in global trade. U.S. President Donald Trump has threatened to raise 
the tariff on imported goods from China to 45% (from about 3% at 
present) in an attempt to bring home manufacturing jobs. 

China has become less dependent on exports to the U.S. than in the 
past, and net exports’ contribution to GDP has also declined. Yet 
any curbs on Chinese exports could hurt China’s technology and 
energy industries, which draw about one-fourth of their revenue from 
overseas. Other sectors such as consumer staples and utilities are less 
dependent on foreign sales. See the chart above. Another threat is a 
U.S. congressional proposal to impose a 20% border adjustment on 
imported products and components. 

China, meanwhile, is far from passive. Well before the U.S. election in 
November, China’s leadership began to lay the groundwork for deeper 
ties with Asian trade partners through the Asian Infrastructure 
Investment Bank and the One Belt, One Road development program. 
President Xi Jinping reaffirmed a commitment to trade when he said in 
January at the World Economic Forum in Davos, Switzerland, that “no 
one will emerge as a winner in a trade war.”

Bottom line: We see Chinese stocks supported by an accommodative 
and flexible policy that aims to stabilize growth ahead of the 19th 
Party Congress this fall. The near-term upside may be capped by trade 
tensions and the pace of structural reforms. There is also China’s ever-
growing debt pile to monitor. But over the medium term, we believe 
Chinese equities are an attractive – and under-owned – asset. Many of 
China's challenges are discounted in market valuations, and profitability 
is improving thanks to supply-side reforms. Further, the ongoing 
liberalization of the financial system will gradually increase opportunities 
for foreign investors to participate directly in China’s markets.

Source: Blackrock Investment Institute Feb 2017
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