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Executive Summary

Economically, there can be only one retirement income system. This system allocates
goods and services at the time they are needed to retirees who do not have alternative
non-work income sources to sustain a socially acceptable level of welfare.

Superannuation does not fulfil the requirements of a retirement income system. Instead,
it is best thought of as a growth-sapping, resource-wasting, tax-advantaged asset
purchase scheme for the wealthy, which may ultimately have little effect on reducing
reliance on the age pension system.

The age pension vastly outperforms superannuation as a retirement income system
across three key areas.

Microeconomic cost

e The superannuation system employs 55,000 people at a cost of $36 billion per
year, to provide $40 billion in benefits. This is nearly as many people as the
enlisted Australian Defence Force (58,000) with a similar total cost ($34 billion).

e Australia’s complete welfare system, including administering the age pension,
disability, unemployment benefits, and Medicare, costs just $6 billion per year
and employs 33,000 people while providing $45 billion in pension benefits.

Macroeconomic efficiency

e Each year the superannuation system redirects $38 billion of wages from the real
economy into asset markets, sapping demand and growth. Each year this is
roughly the size the $40 billion stimulus package of 2009 implemented following
the financial crisis, but is instead a reduction, rather than a boost, to demand.

e The age pension system is likely to be stimulatory because it transfers
purchasing power from high-income taxpayers with a low marginal propensity to
consume to lower-income pensioners with a high marginal propensity to
consume.

Fairness

o Unlike the age pension system, the superannuation system cannot provide
poverty relief, nor ensure broad coverage and adequacy of retirement incomes.

e The superannuation system does not smooth lifetime consumption for the bottom
40% of income earners. Instead, it makes them poorer when they are poor and
working, and richer when they are rich and retired.

e The $45 billion per year in tax breaks to the rich in the superannuation system
also means it fails to meet redistributive standards.

Vested interests perpetuate economic myths to avoid scrutiny of the superannuation
system, such as 1) that the age pension system is financially constrained, 2) that pre-
funding via asset purchases increases the capacity of a retirement income system, and
3) that superannuation is a payment from employers rather than from wages.

Scrapping the superannuation system would massively improve Australia’s economic
performance, and thus the performance of our retirement income system, the age
pension. This can be done by forcing employers to pay what is now superannuation
directly into wage accounts and allowing all super fund holders to withdraw up to a
maximum amount each year during a transition period, after which all super balances
will receive no special tax treatment. The age pension system could also be enhanced in
both size (payment rates, including rent assistance) and scope (reducing the age that
people qualify from 67 to 60), vastly increasing the fairness and efficiency of Australia’s
retirement income system and economy as a whole.
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How to think about retirement as a public policy issue

When it comes to retirement income systems “there can be only one”. That immortal
system allocates goods and services society produces at the time they are needed to
retirees who do not have the alternative non-work income sources necessary to sustain
a socially acceptable level of welfare.

That'’s it. No economic theory disputes it. All retirement income systems must be a type
of social insurance that performs this same resource allocation function. Alternative
ways to achieve this can be evaluated from three economic perspectives.

The microeconomic cost perspective

The micro-economic question about retirement income policy is, therefore, how
to allocate resources to income-poor retirees most efficiently. Which system uses
the fewest labour and capital resources in the allocation process?

The macroeconomic efficiency perspective

The macro-economic question concerns the effect of the retirement resource
allocation system on growth, demand, and incentives for investment that
expands the productive capacity of the economy as a whole. Does the system
stimulate investment and economic activity, or depress it?

The fairness perspective

Lastly, a retirement income system can be judged on its fairness. Does it allocate
resources sufficiently to those in need while allocating from those with relatively
high resource access (i.e. high incomes and/or wealth)?

The Organization for Economic Cooperation and Development (OECD) has a set of
principles regarding the performance of retirement income systems that broadly fall into
these three categories.’

This report assesses Australia’s public age pension and compulsory private savings
(superannuation) systems across these three areas. The main finding is that
superannuation fails on all accounts — it uses a vast amount of resources, it reduces
investment incentives, and is entirely unfair, worsening inequality. In fact, given that it
fails the three criteria for a retirement income system, it could be argued that it is not, in
fact, a retirement income system at all.

Indeed, Australia’s economic performance would be vastly enhanced if superannuation
was scrapped. Scrapping superannuation involves 1) removing the tax advantages to
saving, 2) removing the compulsion to contribute to superannuation, and 3) allowing
people to spend their super balances. We, therefore, conclude the report by outlining the
expected economic benefits of scrapping the superannuation system.

" Though they gnore the m croeconom c perspect ve. The r macroeconom c prncp e s to ensure labour force
participation w th ncent ves to part c pate n the workforce. The r fa rness prnc p es are broad, nc ud ng poverty relief
pension benefit adequacy coverage, wh ch together account for a m n mum eve of access to resources n ret rement.
Consumption smoothing s a fa rness pr nc p e that ensures the system takes resources from an nd v dua when they are
r cher and g ves back when they are poorer. Lasty, they nc ude inter and intra generational equity and redistribution,
wh ch concerns whether the system takes resources from r cher nd v duas and g ves to poorer ones both w th n and
between generat ons.

They aso ncude a “fnanca sustanab ty”crtera. Ths s unfortunate, as ony constra nt on ret rement ncomes are rea
resources money can aways be created to fund the system. Rea resource constra nts cannot be overcome w th

d fferent account ng arrangements.

OECD. (2018). Pens ons Out ook. http://www.oecd.org/daf/f n/pr vate pens ons/OECD Pens ons Out ook 2018

H gh ghts.pdf
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What is superannuation?

Superannuation is a tax-advantaged way to purchase financial assets using wages or
other income sources. Rather than being taxed as an income flow, superannuation
allows up to $25,000 per year of wages to be redirected to asset purchases without
being subject to income tax. It is compulsory for 9.5% of wages, minimum, to be used on
these superannuation asset purchases.

At age 56 (incrementing up to age 60), people with superannuation accounts are able to
withdraw funds to finance their lifestyle, though they must wait until age 60 to withdraw
all their funds tax-free.

From a system perspective, the allocation of resources to retirees occurs on net from
the trade of previously accumulated assets (both capital values and asset incomes) to
non-retirees, as shown in Figure 1 below.
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Figure 1: Net resource allocations in the superannuation system

What is the age pension?

The age pension is a fortnightly cash payment made to individuals over the qualifying
age, currently 66 but incrementing up to 67 by 2023. For single retirees older than
pension age they get $933 per fortnight (tax-free due to age carve-outs in the tax
system) and for couples, they get $1,407. Renter retirees can get an additional payment
of around $130 per fortnight.

Age pension payments are made by the Australian Treasury, and hence from a system
perspective are funded by some combination of taxation, bond issuance, and
seigniorage?, depending on fiscal settings. On net, these funding arrangements transfer
purchasing power to the retirees receiving the age pension, as shown in Figure 2.
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Figure 2: Net resource allocations in the age pension system

2Segnorage s atax nthe form of nfaton from the creat on of add tona money.
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Economic equivalence (or lack thereof)

Because there is only one retirement income system, these two approaches must be
equivalent, economically speaking. This means that the idea that superannuation can
“take pressure off the age pension system” is actually a statement of ideological
preference, not economic viability. If ageing, for example, is perceived as a problem for
the age pension, it is equally a problem for all alternative retirement systems, including
superannuation. After all, there is only one retirement system. If the superannuation
system can, for example, allocate $60 billion per year of resources to retirees, then the
age pension system can also allocate $60 billion per year of resources, as can any other
retirement system.® The only difference is that purchasing power is given to retires with
asset sales in one scenario and with various public funding alternatives, including taxes,
in the other. There is no magic pudding arising from simply using a different accounting
method in the superannuation system compared to the age pension.

However, these systems are not equivalent for a different reason. Thus, one of these
systems is not a retirement income system.

Unlike the age pension, superannuation does not allocate resources to “retirees who do
not have the alternative non-work income sources necessary to sustain a socially
acceptable level of welfare.”

Because superannuation relies on previous personal incomes, it does not allocate
resources to retirees without alternative income sources. While in principle the system
aims to create alternative income sources from broadening asset ownership amongst
retirees, this does not make it a retirement income system. Retirees who have little or no
superannuation, or have spent their superannuation, still require resources to be
allocated to them. The superannuation system cannot serve an insurance function.

A better description of superannuation is a tax-advantaged asset purchase system for
high income-earners. Its effect on the way resources are allocated to retirees is almost
incidental. This reality is reflected in numerous finer details of the superannuation
system. For example, the age criteria to spend from superannuation is much lower than
the age pension. Superannuants can withdraw their money eight years earlier than the
age pension, in their mid-50s. Indeed, at age 60, superannuants can remove all their
superannuation balance and spend it on consumption goods immediately. Details like
these (and others*) shoe that superannuation is not a retirement income system.

Microeconomic cost assessment

Which system uses the fewest labour and capital resources in the allocation process?
We can answer this question by looking at the labour force involved in each system, and
the management cost of each system as a proxy for the total economic resources
consumed. We can compare this resource cost to the amount of income each system
allocates to retirees and the number of retirees receiving an income.

Australia’s superannuation industry employs around 55,000 people and cost $34 billion
in fees in 2018.° As a reference, this is nearly the same workforce as the Australian

3 One such system s the Ret ree Token descr bed n Murray, C. (2020). The eas est ret rement system Ret ree Tokens.
Fresh Econom c Th nk ng. https://www.fresheconom cth nk ng.com/2020/01/the eas est ret rement system ret ree.htm

4 See Denn ss, R. and D. R chardson. (2012). Can the taxpayer afford ‘se f funded ret rement'? Po cy Bref No. 42. The
Austra a Inst tute. https://www.ta .org.au/s tes/defau t/f es/PB%2042%20Can%20the%20taxpayer%20afford%20se f
funded%20ret rement_4.pdf

5 The sum of the workforce n the ANZSIC 633 (Superannuat on Funds) and 6419d (Superannuat on Funds Management
Serv ces) c ass f cat ons from

Ib swor d. (2019). Superannuat on funds n Austra a Market research report.

https://www. b swor d.com.au/ ndustry trends/market research reports/f nanca nsurance serv ces/superannuat on
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Defence Force’s (ADF) 58,000 strong permanent force.® The cost of Australia’s military
is also similar, at $34 billion per year. But this total cost also accounts for reservists and
the 19,000 public servants supporting the ADF. For perspective, people spend twice as
much each year managing their super than they do on electricity.’

The superannuation system currently provides retirement incomes of $40.1 billion per
year (in 2019).2 The system provided an additional $39.9 billion of lumpsum
withdrawals. These may or may not go to retirees, and their very existences suggests
that superannuation is mostly a tax-advantaged asset purchase scheme. In total, 1.4
million people were provided an income from the system.

The size of the labour force necessary to run Australia’s age pension system can be
determined by looking at the total staffing of the Department of Human Services (DHS),
which runs all national welfare programs, including Medicare and Centrelink. In 2018 the
DHS employed 33,000 people.® Even if up to a fifth of these staff were involved in
administering the age pension system, that would be only 7,000 people.

The administration costs of the age pension are some fraction of the DHS total budget of
around $5 billion. Taking the one-fifth assumption as before, that means the age

pension system costs about $1 billion per year to run. Meanwhile, it allocates about $45
billion of retirement income to 2.5 million pensioners.

Table 1 summarises the key resource efficiency statistics of each system. While the
performance of the superannuation system will improve over time as a larger share of
account holders retire, the system as a whole is unlikely to ever be anywhere near as
micro-economically efficient as the age pension system, which delivers retirement
incomes at 4% of the cost of the superannuation system and 12% of the workforce.

Table 1: Microeconomic costs of superannuation and the age pension (*plus 39.9b lumpsum)

Superannuation Age pension
Total Workforce 55,000 < 7,000
Total Costs ($b/yr) 36 <17
Income to retirees ($b/yr) 40.17 44.6
Number of beneficiaries (m) 14 2.5
Workers per $m of retirement income 1.36 0.16
Cost per $ of retirement income ($) 0.90 0.04

funds.htm and

https://www. b swor d.com.au/ ndustry trends/market research reports/f nanca nsurance serv ces/superannuat on funds
management serv ces.htm

and PC. (2019). Superannuat on: Assess ng Eff c ency and Compet t veness. Product vty Comm ss on.
https://www.pc.gov.au/ nqu r es/comp eted/superannuat on/assessment/report/superannuat on assessment.pdf

8 ADF. (2019). Annua report. Austra an Defence Force. https://www.defence.gov.au/Annua Reports/17

18/Down oads/DAR 2017 18 Comp ete.pdf

"McCubb ng, G. eta. (2019). Do Austra ans spend tw ce as much on superannuat on fees as they do on e ectr ¢ ty?
AAP Fact Check. https://factcheck.aap.com.au/c a ms/do austra ans spend tw ce as much on super fees as they do on
eectrcty

8 APRA. (2019). Superannuat on stat st cs. December quarter 2019. Austra an Prudenta Regu at on Author ty.
https://www.apra.gov.au/quarter y superannuat on stat st cs

9 DHS. (2018). Annua report 2017 18. Department of Human Serv ces.

https://www.humanserv ces.gov.au/s tes/defau t/f es/2018/10/8802 1810 annua report web 2017 2018.pdf
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Macroeconomic efficiency assessment

Does the retirement income system stimulate economic activity, demand, and
investment, or depress it? While many argue that the additional savings generated by
superannuation allow for greater investment and therefore economic growth, this logic
stems from a flawed understanding of macroeconomics. The confusion arises because
macroeconomic theory labels spending on goods of the ‘investment type’, like new
buildings, vehicles, or infrastructure, as ‘saving’. The types of asset purchases and
monetary balances that arise from the superannuation system are not investments as
understood by macroeconomic theory. These savings activities merely reduce total
spending in the real economy rather than boost spending on ‘investment type’ goods.

Non-spending of incomes on goods and services is well known to be the heart of the
global stagnation of recent decades, as well as the primary mechanism by which
recessions and depressions occur. The superannuation system was implemented to
reduce demand in the economy during an inflationary period by reducing the spending
power of workers.™

Presently, $117 billion per year is transferred to super, with only $80 billion in pension-
style benefits (including lumpsum withdrawals) paid from the system, meaning the
system reduces potential spending in the real economy on goods and services by $38
billion per year. Compared to Australia’s $1,970 billion GDP,"" that is 1.9% of GDP each
year being removed from cash accounts that could purchase goods and services and
into asset markets (or about $3,800 per household per year on average). Figure 3
shows the leakage of circulating funds in the real economy to asset markets —
something that has happened year in, year out.?

Financial economy Real economy

($1,970b per year value add)
$38b
super

N\

Assets Goods and services

U\

Figure 3: Leakage from the real economy to asset markets from superannuation

For perspective, the net reduction in potential spending on goods each year is roughly
as big as the $40 billion stimulus package implemented in 2009 by the Rudd
government to combat the financial crisis and lift economic activity. Instead, the

10 ABC Factcheck. (2016). Was superannuat on des gned to get peop e off the age pens on. ABC News.
https://www.abc.net.au/news/2015 11 18/fact check was super des gned to get peop e off the pens on/6923582
" ABS. (2019). 5206.0 Austra an Natona Accounts. Austra an Bureau of Stat st cs.
https://www.abs.gov.au/ausstats/abs@.nsf/mf/5206.0

2.3 nce 2004 there has been over $33 b on per year of net asset purchases, gnor ng earn ngs w th n the system,
accord ng to APRA stat st cs (see footnote 7).
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superannuation system does the reverse of that — creating a massive economic
dampener, year in, year out.

In macroeconomic terms, the age pension is likely to be stimulatory because it transfers
from high-income taxpayers with a low marginal propensity to consume, to low income
pensioners with a higher marginal propensity to consume. This boosts total spending,
demand, and overall economic activity and investment in the real economy.

In terms of labour force participation, the age pension is a clear winner too. With a
qualifying age of 66, compared to a reservation age of 56 for superannuation, it does not
provide work disincentives for people in their late 50s. However, this is not to say that
the perfect retirement income system encourages as much formal work by the elderly as
possible. The question of what age society as a whole deems suitable for being
supported simply because of age is a moral one. Indeed, one could argue that the
appropriate qualifying age for a pension is zero — after all, if the age pension is deemed
to be the adequate income needed for a decent life, there is nothing special about any
particular birthday after the first one.

Fairness assessment

There are many elements to fairness, and we base our assessment around the key
areas identified by the OECD — 1) coverage, poverty relief, and adequacy, 2)
consumption smoothing, and 3) generational equity and redistribution. Table 2
summarises these main points.

Coverage, poverty relief, and adequacy

The age pension system is available to all residents over the qualifying age, provided
they do not have sufficient alternative non-work income sources (i.e., they meet the
income and assets tests). This ensures that coverage is complete amongst residents of
a certain age and lack of resources — exactly complying with the one retirement income
policy. In contrast, superannuation only covers people who have previously engaged in
the formal workforce, primarily as employees and not business owners and the self-
employed.

The same problem befalls superannuation when it comes to poverty relief. Since
superannuation relies on previous earnings, the ability for superannuation to help avoid
poverty is inversely proportional to the likelihood of being in poverty in old age. The
amount available in superannuation is more than proportional to the product of the
number of years of employment and the average wage. Those in the most need of
poverty relief in old age, who may not have been able to sustain long work lives, cannot
rely upon the superannuation system. The age pension, on the other hand, ensures
poverty relief by being universal, subject to age limits, and phasing out as non-work
income increases.

Table 2: Comparison of the fairness of retirement income systems

Superannuation Age pension
Coverage ‘ No Yes
Poverty relief ‘ No Yes
Benefit adequacy ‘ No Yes

For these same reasons, superannuation is unable to ensure the adequacy of
retirement incomes except for those most able to have adequate incomes without

Scrap Superannuation 8
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superannuation. The age pension is able to set a level that meets a target replacement
rate for a typical worker, yet superannuation cannot allow for such policy targets.
Indeed, superannuation by its nature contains market risks. Even if an individual
appears to have adequate funds prior to retirement, global asset price variation may
radically reduce their available benefits. The super system as a whole lost 21% of its
value between September 2007 and March 2009, showing just how real this risk is."

Consumption smoothing

A fairness principle of retirement income systems is that the system allocates from
individuals with high resource access (high wealth and income) to those with less. This
also means that through an individual’s lifetime, they will contribute to the retirement
system when they are wealthier than when they receive income from it — the system
smooths the lifetime consumption of an individual.

This objective has been repeated by Treasury in their recent discussion paper.

Ideally, the retirement income system should support individuals to save enough
to allow consumption smoothing over their lifetime without deferring too much
consumption to their retirement at the expense of living standards during working
life.™

The superannuation system achieves consumption smoothing for the top 60% of
earners but does the opposite for the bottom 40% of income earners." This is because
many low-income households earn less than the age pension prior to retirement. The
age pension is a pay rise for them, and yet the superannuation system forces them to
have 9.5% less income when they are poorer than age pensioners.

1.00%
W 0% real discount rate  ® 2% real discount rate
0.50% I I
-0.50% I I I I I I
-1.00%
-1.50%

10 20 30 40 50 60 70 80 90 95 99

Employment Earnings Percentile

Figure 4: Change in lifetime income (CPI-deflated) from additional 2.5% compulsory super rate

Furthermore, compulsory superannuation decreases lifetime incomes for 90% of
households (assuming a 2% real discount rate). Grattan Institute analysis shows the
lifetime income effects of an additional 2.5% compulsory super (presented in Figure 4),

'3 See footnote 7.
" Treasury. (2019). Ret rement Income Revew  Consu tat on Paper. November 2019.
https://treasury.gov.au/s tes/defau t/f es/2019 11/c2019 36292 v2.pdf

'8 Coates, B. and Ems e, O. (2019). More compu sory super hurts Mdd e Austra a  however you ook at t. Grattan
Inst tute B og. 10 Juy 2019.https://b og.grattan.edu.au/2019/07/more compu sory super hurts m dd e austra a however

you ook at t/
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with all earner above the 20" percentile seeing a reduction in real lifetime incomes.®
This arises from lower current incomes from wages, and decreasing the age pension
received due to the higher assets in retirement. In contrast, the age pension, when
coupled with a welfare system that ensures adequate pre-retirement incomes for all, will
smooth lifetime consumption for all residents.

In general, consumption smoothing policies are not necessary. If consumption
smoothing is beneficial, a broad array of asset markets can allow this voluntarily, just as
private insurance markets allow for smoothing expense risks.

Generational equity and redistribution

Does the retirement income system allow each generation to be provided for equally?
And does the system ensure that redistribution occurs from the richer to the poorer,
rather than the poor to the rich?

The answer to these questions for the age pension is yes. Each generation can be
provided a level of material comfort deemed adequate. As society becomes ever richer,
this task becomes easier, despite slow changes to demography that evolve far slower
than overall output and productivity. Because the age pension system is funded within
the overall progressive taxation framework, it redistributes from the wealthier to the
poorer.

The superannuation system, however, achieves the opposite redistribution. Tax breaks
on superannuation are around $45 billion per year, mostly going to the wealthiest
10%."” These tax advantages entrench into retirement the inequalities that arise in the
labour market, and often on to the next generation through tax-free inheritances.

Additionally, while man supported of superannuation argue that the system broadens
ownership of assets in society, spreading capital incomes more widely, the opposite is
more likely the case.' Superannuation entrenches inequality of asset ownership in
society because the tax-advantages offered to purchase additional assets through super
are more favourable to already-wealthy high-income earners.

Myths that sustain the system

One reason that the simple analysis above is rarely undertaken is because of pervasive
myths within the economic discipline, often repeated by those with vested interests in
sustaining a system that allows them to cream off $36 billion in fees each year."

But reality sometimes sneaks through. One myth is that there will be insufficient
funds available for public age pension systems. But as Federal Reserve Bank
Chairman Alan Greenspan noted in his 2005 testimony to the House of Representatives
Committee on the Budget, public welfare systems can never be insolvent as there is
always power to create more money.?° Hence, retirement incomes systems are about

'® Daey, J et. a. (2015). Super Tax Target ng. Grattan Inst tute Report No. 2015 11. https:/grattan.edu.au/report/super
tax target ng/

7 Austra an Treasury. (2019). Tax Expend ture Statement. Budget 2018 19.

https://treasury.gov.au/s tes/defau t/f es/2019 03/2017 TES.pdf

'8 A though the share of househo ds that own fnanc a assets may ncrease, the concentrat on of ownershpw st be
ncreased, .e. the number of peop e w th non zero asset ownersh p # ack of concentrat on. Say 99 out of 100 peop e own
1% of assets equa y (the other person own ng 99%), or 50 peop e own 100% of assets equa y (the rema n ng 50 own ng
zero), the atter s ess concentrated.

'° Such as the Organ sat on for Econom ¢ Cooperat on and Deve opments (OECD), the Wor d Bank, the Internat ona
Monetary Fund (IMF), the Austra an Treasury and var ous th nk tanks, a ong w th vested nterest n the superannuat on
system, nc ud ng unons.

20 Greenspan, A. (2014). Econom c out ook and current fsca ssues. Test mony of Federa Reserve Offcas.
https://www.federa reserve.gov/boarddocs/test mony/2005/20050302/defau t.htm Spec f ¢ responses about nso vency
questons ava ab e at https://www.youtube.com/watch?v=DNCZHAQnfGU
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allocation of real resource to retirees, not money in accounts. There is no such thing as
“pre-funding” a retirement income system.

This is why we have examined the economic efficiency of alternative retirement income
systems in terms of real resources. We have shown that the superannuation system
uses far more resources, such as labour, to allocate a similar amount of purchasing
power to retirees. The cost is around 19 times higher per dollar of retiree benefit. We
have also shown that macroeconomically that the superannuation system drains
spending from the real economy, dampening growth and the long-term ability to support
more people to a higher standard of living with a smaller workforce.

Often the capacity of a retirement income system to allocate resources is considered in
terms of the value of assets in superannuation accounts (or other retirement system
funds). This is then contrasted with the lack of assets that “pre-fund” public age pension
systems. However, this notion is completely ill-conceived. As the Australian Treasury
recently noted:

Although individuals often focus on accumulating assets for a retirement ‘nest
egg’, generating income to support consumption in retirement is the primary
purpose of the system.?'

Indeed, forcing money into the financial system through superannuation inflates asset
prices. When the superannuation system is mature, and the net flow of funds is the
opposite direction, the price effects from net asset selling may result in income flows
from superannuation that are far below forecast.

Another myth is that having a longer-lived and healthier population — also known
as population ageing — makes it more difficult to fund an age pension system. As
we have noted, however, all retirement income systems at their core are tools to
reallocate real resources at the time they are needed to retirees. If ageing is a problem
for the age pension, it is equally a problem for the superannuation system—though it is
not at all an economic problem.

In fact, countries with more rapidly ageing populations typically have more new capital
investment, higher rates of participation in the labour force, and faster growth, creating
more real resources able to be allocated to retirees.? If anything, ageing is an economic
blessing, not something to be feared.?

Finally, there is a myth that is especially prevalent in the labour movement, which
is that increases to the rate of compulsory superannuation constitute a pay rise to
labour that they would not otherwise get. Never mind that Paul Keating claimed the
opposite for two decades.?*

But even if there is an equilibrium effect from forcing higher wages through super
because of nominal rigidities, it is not clear why this wouldn’t also be the case for non-
super legislated wage rises. If there is a political will to force total nominal wages up
using superannuation, nominal wages could be forced up by other means. In any case,
we know super comes from wages because allowing people to spend out of their super

2! See footnote 12.

22 Murray, C.K. and L. van Onse en. (2019). Three Econom ¢ Myths about Age ng: Part ¢ pat on, Imm grat on and
Infrastructure. MacroBus ness Consu t ng. Apr 2019. https://www.fresheconom cth nk ng.com/2019/04/three econom ¢
myths about age ng.htm

2 Ths s n contrast to statements by Austra an Treasury “Austra a’s age ng popu at on means there w be a dec nng
number of workers for every retree. (p17)” Th's gnores chang ng work patterns.

Austra an Treasury. (2019). Ret rement Income Rev ew Consu tat on paper. November 2019.

https://treasury.gov.au/s tes/defau t/f es/2019 11/c2019 36292 v2.pdf

2 Van Onse en, L. (2019). Pau Keat ng’s superannuat on ncoherence deepens. MacroBus ness.
https://www.macrobus ness.com.au/2019/10/pau_keat ngs superannuat on ncoherence deepens/
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account would transform 100% of it into wages. This is the alternative when assessing
whether super comes from wages or profits.

Those who share in the $36 billion in annual fees to manage Australia’s superannuation
system have a strong interest in perpetuating these myths, including labour unions and
the Labor party. They now lobby to take more of their members’ wages to give to the
financial industry, rather than allowing them to spend it as they wish.

Unfortunately, the general public has bought into these myths. Otherwise intelligent
people have been convinced that taking poor people’s money, to make them even
poorer, and giving it to expensive investment managers, is a great solution to poverty.
People have no idea that the age pension, which is often complained about for being at
poverty levels, is a pay rise for the bottom third of households about to enter retirement.

How to boost wages, growth, well-being, and retirement

Australia is one of the richest countries in the world at the richest point in history with the
healthiest and longest-lived populations. Yet rather than take advantage of this situation
by decreasing the need for work in the formal economy, we have instead collectively
chosen to reduce our economic performance by enacting a non-solution (compulsory
tax-advantaged asset purchases, aka superannuation) to a non-problem (ageing and
retirement incomes), while forcing low-income people to work years longer (by
ratcheting up the age pension qualifying age).

Scrap superannuation

The best course of action is to scrap superannuation. Unwind the system.
Employers would be made to pay super to their employee’s regular bank account rather
than a separate account. During a transition period of, say, ten years, people could
withdraw from their existing super account to spend on anything they like up to a yearly
maximum, of, say, $20,000.% This change would massively stimulate economic activity,
increasing the real output of the economy, allowing more retirees to be supported to a
higher standard of living.

Scrapping the superannuation system would massively improve Australia’s
economic performance, and hence the performance of our only retirement income
system, the age pension.

Instead of channelling incomes through asset markets, decreasing demand and soaking
up a workforce the size of the military on an accounting exercise, the 28 million
superannuation account holders® spend up to an additional $20,000 per year,
depending on their tax situation. That is $530 billion per year, or about 23% of GDP, that
will be made available. Most people will not spend the maximum from their super
account, but there is no doubting the stimulatory effect of this change for the real
economy — something that is sorely needed as wages reach nearly a decade of
stagnation.

In addition, take-home wages will effectively increase by 9.5% across the board. Rather
than going into asset purchase programs in super funds, this income will either be 1)
taxed, 2) spent by income earners, or 3) saved and used for asset purchases outside of
super. This is a truly massive welfare benefit for the bottom 80% of households who will
get a higher lifetime income.

2 Def ned benef ts schemes can have a ca cu ated annua w thdrawa amount.

26 APRA stat st cs show 600,000 se f managed funds, p us 26.8 m on members n funds w th more than four members
accord ng to ASFA (see footnote 7).
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After a ten-year transition period, all remaining super balances would be treated for tax
purposed like any other asset, with no limits on how these assets are traded or sold.

Minor tweaks to the superannuation system, such as reducing tax benefits and removing
the ability to take lumpsum payments, does not substantially change the previous
assessments, and may simply add to compliance and administration costs, making the
system even less efficient. Fundamentally, super is based on a flawed premise that
compulsory tax-advantaged savings for income earners is a retirement income system
rather than a wealth-enhancement system for the already wealthy.

Enhance the only retirement income system we have

The effect on government budgets from this scrapping superannuation would be to reign
in the $45 billion per year of super tax breaks, plus earn the gain in GST and other tax
revenue arising from economic stimulatory effects. This would allow the age pension
system to be enhanced in both size (payment rates, including rent assistance?)
and scope (reducing the age that people qualify from 67 to 60).

Reducing the age pension age may seem radical to some. But compared to employing
55,000 people to shuffle numbers in spreadsheets at a cost of $36 billion per year while
sapping demand in the real economy, it should appear eminently sensible. One of the
biggest issues in the labour market is the difficulty of older people regaining
employment. There is no reason that someone who is 60 and in poor health after a
tough working life, should be treated as unworthy of income support compared to a
healthy 67-year-old. Over 140,000 people aged 50-64 get unemployment benefits. The
face of unemployment in Australia is a grey and wrinkly one because we have chosen to
shrink retirement as we became wealthier, rather than expand it.

Broadening the age pension to those aged 60 and up may mean that fewer people aged
60 to 67 work in the formal economy. But any effect will be less than the effect of
superannuation, which can be accessed at age 56 and only for those who have
participated in the formal workforce. Moreover, the labour market effects of providing
income support are a non-issue, economically speaking. The top 20% of households
already have a mean net worth of $3.3 million, more than enough to live a comfortable
life without the need to work at all.?® Yet, most households in this group have members
who work in long and productive careers. If it makes sense to force people to work by
reducing non-work incomes, then these people should be the primary target.

Turn the retirement income system into a citizen income?

The logic of extending retirement incomes to 60-year-olds extends all the way back to
birth. If a 60-year-old is worthy of income support, why not a 59-year-old? The
theoretically ideal qualifying age for a retirement income is zero. If the age pension is the
socially acceptable minimum income required for a comfortable life, there is no reason
why the logic that argues for supporting the elderly financially should not extent to
everyone. The massively successful age pension could be extended to all residents to
create a universal income, making participation in the formal workforce optional, just as
it is for the wealthy who have significant non-work income sources.

27 Grattan Inst tute has forcefu y prosecuted the frst po nt. W th hous ng rents be ng a arge share of expenses, rent ng
age pens oners are at a mass ve d sadvantage. Yet the asset va ue of one’s own home s of no consequence to rece v ng
the age pens on. Increas ng the rent a owance for age pens oners wou d be a huge step to repar ng the nequa ty
between renters and homeowners n the age pens on system.

28 ABS. (2018). 6523.0 Househo d Income and Wea th, Austra a, 2017 18.
https://www.abs.gov.au/ausstats/abs@.nsf/mf/6523.0
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