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Not a level playing field

Exploring issues of inequality

Not A Level Playing
Field

A Green Paper exploring the
drivers and broader implications of
economic inequality
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Introduction

Inequality is a longstanding political and social issue,
with increasing scrutiny in recent times.

Inequality is relevant to many fields in which actuaries
work:

Insurance affordability and pricing

Asset accumulation and retirement incomes
Other financial services

Climate change

Social policy research and application of the
investment valuation approach

This makes it timely for the Actuaries Institute to take
stock and set the direction of thinking about inequality in
Australia.
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There were three broad aims for the paper:
1. Summarise the current state of inequality

2. Explore the wide-ranging ways in which
economic inequality exists and its effects
across different drivers and impacts different
societal domains

3.  Summarise policy thinking and
recommendations tied to issues of inequality.

This work builds on the Australian Actuaries
Intergenerational Equity Index (AAIEI) which
addresses one key dimension on inequity — how it
differs across age groups (and associated time
trends).
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A framework for examining inequality

Our framework examines outcomes across domains
and look at how groups are disproportionately
impacted as drivers of inequality.

*  Economic inequality is core to the framework

«  This translates to inequity across many aspects
of wellbeing so we have examined how income
correlates with selected indicators spanning the
wellbeing domains

»  We explore the significant economic inequalities
for groups identified by factors such as
geography, gender, disability and cultural
background, among others.

This has involved examining recent Australian
research, and using up-to-date data, particularly the
latest HILDA Survey results.

Drivers of inequality
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Employment

Age / inter-
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Outcome domains

Economic & fiscal
e.g. Poverty, underutilisation

Housing
e.g. home affordability

Health & disability
e.g. life expectancy

Social
e.g. crime victimisation

Education
e.g. educational attainment

Environment
e.g. access to green spaces
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Inequality concepts

Our paper briefly explores concepts underpinning inequality
research:

«  Equality of opportunity versus outcome.

« Thereis no proven or accepted ‘optimal’ level of inequality.

«  Emphasis on intra-generational issues.

« Various measures and challenges in measuring inequality.

— Focus on equivalised household (or individual) income
and the Gini coefficient.

— Consider a 3 percentage point movement as substantial.

TRl
A lnf}ggte \' Association Actuarielle internationale

Inequality of outcome among today’s
generation is the source of the unfair
advantage received by the next
generation. If we are concerned about
equality of opportunity tomorrow, we
need to be concerned about inequality
of outcome today.

Atkinson (2016)
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Top 20% of

80 - individuals receive
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disposable income
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Cumulative proportion of individuals by sorted income, %

Source: HILDA, average of 2019 to 2021
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Trends in economic inequality i e

o

Long term trends (pre-tax income) are available: 03 - ~1r
« Australia’s Gini 1 7 percentage points over the past 40 years, 0.2 1
and broadly stable in past decade. 01 1
— Inequality is at the highest level since 1950 o
— Various contributors — weak wage growth one of them in S FEE S F
recent times = Australia ——USA ——UK ——Sweden —— France

Source: World Inequality Database

*  Most countries show a similar pattern of decreasing inequality

through to 1980, and a reversal since then. Shares of GDP
70 A
Australia’s position is midrange. 60 M\"“’“M
« Inequality increases in Australia small relative to global %09
changes. 540
G\C; 30 4
20 M
Wealth inequality: 10
0

T T T T T T T T T
é\b‘ (\:\0) d%b& (\R’O) ((Qb‘ (\IO’Q (\’QV (\'QO) (\I,\b‘ (\(,\0)

« Increase in inequality in last decade.

— Housing wealth disparity has contributed to this, with around
half of household wealth held in real estate.

—\Wages share ===Profits share

Source: ABS National Accounts



BRIDGE TO TOMORROW ” L1 . .
2023 INTERNATIONAL ‘ [ !l Equivalised disposable income
N\

o k3 (2021)
. e . o 1607 137
Economic inequality now o] @
2 % 100 -
The latest information from HILDA gives a sense of Eé 80 1 55 &
current levels of financial inequality. Wealth inequality is s Zg : 39
much larger than income inequality. 88 5012
- The average equivalised disposable income of a 2 -
household in the highest 20% income group, is six 3 oz 4 s
times that of the lowest 20% income group. * Quintile (1 = lowest, 5 = highest)
*  The average wealth of a household in the highest Net wealth (2018)
20% wealth group, is more than two hundred times n fggg ] 0 1919
that of the lowest 20% wealth group. S 1600
«  On this measure, the top 20% hold 63% of total 27,

household wealth.

Household wea

1 2 3 4 5

Quintile (1 = lowest, 5 = highest)
Source: HILDA
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Economic inequality now (2)

Growing evidence that
inequality increasingly
leading to geographic
stratification and issues for
social mobility

Geographic clustering of inequality: Sydney, shading by socioeconomic
status quintile (SEIFA, Quintile 1 = most disadvantaged)
» 3 ! = r ‘;

SEIFA

1st Quintile
2nd Quintile
3rd Quintile
4th Quintile
5th Quintile

Source: ABS
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Drivers of economic inequality

«  Gini coefficient is 0.46 based on recent HILDA data.
«  After attributing effects of key demographic
sources, remaining inequality Gini is 0.28

— Geography

— Gender

— Disability

— CALD background,

— Age

— Household and employment structure

— Education level

« Demographic effects explain around two-fifths of
inequality.
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controlled
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Gini=0.28,, Demographic

effects explain
two-fifths of
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Drivers of economic inequality (2)
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would remain even if
differences between high-
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were eliminated
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Total inequality,
Gini = 0.46

N Country of birth, 0.006

$13k p.a. gap modelled

Geography, 0.010
Most variation more
granular than state level

Education, 0.037
$20k p.a. more for
those with university
degree

Household &
employment, 0.024
Lower incomes for
unemployed and
retirees

Gender, 0.014
$16k p.a.
gender gap
modelled

Disability, 0.013
S8k p.a. gap
modelled

First Nations people experience significant inequalities but due to data limitations this was not be included in the
above. Two fifths of First Nation peoples are in the lowest household income quintile, and half are in the lowest wealth

quintile.

10
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These drivers also translate into wealth differences

The figure below considers primary householders (in the HILDA survey) aged 35-54.
We look at how subgroups are distributed across wealth quintiles — we would ‘expect’
20% in each quintile if the driver was uncorrelated with inequality.

Distribution across wealth quintiles

% of HILDA (1 = lowest)

population 1 2 3 4 5
Geography - non-metro region 29% 25% 21% 20% 19% 15%
Female 48% 23% 18% 18% 19% 22%
Country of birth outside of Aust, UK, USA, NZ, Can 23% 24% 25% 21% 16% 15%
Has a disability 24% 31% 21% 20% 17% 11%
Less than year 12 Education level 13% 32% 23% 21% 12% 11%
No Bachelor's degree 63% 25% 22% 19% 19% 15%
First Nations 4% 22% 6% 8% 10%
Working age, dependant children, no employment 2% 7% 10% 7% 3%
Working age, no dependant children, no employment 4% 18% 12% 14% 3%

Source: HILDA

11
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Inequality across wellbeing domains

Disadvantage is multi-dimensional. We have explored the correlation between equivalised
disposable household income, and a range of indicators.

We have restricted this to primary householders aged 35-54 where possible.
This highlights that lower income correlates with poorer outcomes across the wellbeing
domains.

Some of this is natural — for example, lower home ownership rates. However, this also includes
higher rates of death by suicide, crime victimisation and childcare access.

12



Q Economic

Comparing top and bottom income quintiles,
the lowest 20%:

7x  Aremore likely to be unemployed, or be
underemployed

Ox  Aremore likely to be caring for someone
aged, or with a long-term health condition
or disability

1/4x Less wealthy, in terms of net assets

48% Have a high fraction of their income from
welfare (compared to 1%)

31% i—la(\)/e)a very high poverty rate (compared
0 0%

N
ﬁ Housing

Comparing top and bottom income quintiles,
the lowest 20%:

34pp Are less likely to own their home

4x  Are more likely to have recently been
unable to pay their rent or mortgage costs

@ Education

Comparing top and bottom quintiles,
the lowest 20%:

10pp Arelesslikelyto finish Year 12

20pp Areless likely to use childcare

-20% Have less access to child care places

Health

Comparing top and bottom income quintiles,
the lowest 20%:

1.3x  Are more likely to be obese

2X Are more likely to be suffering
psychological distress

2x Are more likely to die by suicide, after
age-standardisation

+50% Have a higher rate of mortality, after
age-standardisation

®
®-@® Social
Comparing top and bottom quintiles,
the lowest 20%:

3x Are more likely to be a recent victim of
violent crime

7X Are more likely to experience
homelessness

B5x Are more likely to have a child found at
risk of harm by child protection
services.

13x  Aremore likely to give birth while a
teenager

Environment

2N

Comparing top and bottom quintiles,
the lowest 20%:

= Pay similar insurance loadings for
natural disasters, despite lower sums
insured

9x Require many more weeks of income to
afford a home insurance policy for a
given sum insured
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Summarising: Conclusions

«  Some inequality is intrinsic to any society. .
However, the level of inequality and its impacts
can be managed. Our tax and transfer system
already does much to reduce economic
inequality.

« Despite some recent stability, inequality is .
significantly higher now than in the 1980s. There
is strong evidence of current upward pressures
that will lead to greater future inequality, unless
policy action is taken.

«  Alarge portion of current inequalities can be tied
to systemic factors. While large inequalities are
seen across age groups, other demographic
factors are very significant contributors too.

Existing economic inequalities translate into
large differences in wealth and wellbeing in a
broad range of areas. Outcomes across housing,
health, crime, education and the environment are
all markedly different when stratified on income.

Existing inequalities already have significant
implications for social mobility and
intergenerational effects.

Significant gains in overall wellbeing may involve
focusing on issues of inequality, and
improvements in equality are likely to generate
broad benefits.

14
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Implications 1: Further work
At a foundational level, there is a need to continue »  Filling gaps in data collection, areas to target

building the evidence base around the current state of include:

inequality and disadvantage, plus what works to _
alleviate it:

« Data linkage and longitudinal modelling. This
provides understanding of how disadvantage in _
one domain translates into others. Longer-term
modelling enables visibility of intergenerational
disadvantage and the long-term value of earlier
intervention.

« Evaluation and measurement of interventions.
Larger programs should be subject to meaningful
evaluation — this may include work early on to
ensure the rollout and data collections facilitate
such measurement.

The relationship between income
inequality, living standards and
deprivation.

Wealth accumulation. Discussions around
wealth inequality are hampered by relevant
statistical collections being conducted
infrequently.

Consistent identification of demographic
factors. Some demographic characteristics
such as gender and First Nations
identification are now routine. Others
remain inconsistent, such as disability and
household structure.

15
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Implications 2: Potential policy changes

We believe there is a strong argument for a more comprehensive review of fiscal policies, with
fairness and inequality a key lens.

At a more specific level, we have reviewed and collated policy ideas suggested by advocates and
experts. We highlight a selection of these in the paper. Only some are Actuaries Institute policy.

We have focused on:

« Policy settings relevant to existing Actuaries Institute work, and which are prominent in debate
around reducing inequality.

« Those that might be expected to have broad appeal as they attempt to reduce inequality of
opportunity, or inequalities due to systemic issues, including due to luck.

« Population-wide policies. Further targeted actions are likely required to reduce inequalities for
subpopulations whose systematic disadvantage contributes to overall inequality.

16
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Implications 2: Potential policy changes
| Jarea __________|Policychangeandcommentary ____

Wealth derived from
savings

Wealth derived from real
estate

Wealth derived from
superannuation

>
.2
©
Q.
x
(1)
-

Wealth derived from
inheritances/gifts

Insurance

Reform the taxation of income from savings to improve
consistency, potentially via a dual income tax system.

Introducing a federal and broad-based land tax.

Improve superannuation taxation to be more equitable and reduce
wealth inequity:

» Using a discounted marginal income tax rate

« Taxing earnings received within superannuation during the
retirement phase at the same rate as earnings received during
the accumulation phase.

Introduce an inheritance tax to reduce the intergenerational
accumulation of wealth.

Replace remaining state-based taxes on insurance with alternative
revenue sources that are more equitable and efficient.
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Implications 2: Potential policy changes
__laea  |policychangeand commentary

Welfare payment rates

Welfare payment rates

Social security

Age Pension

Address equity issues in
retirement income

o
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Significantly increase Commonwealth Rent Assistance rates.

Increase the payments for JobSeeker and Youth Allowance. Relatedly,
indexing by the higher of CPI or wage growth to match other
government benefits.

Potentially include part of the value of the home in the Age Pension
means test.

* Include ‘gig’ workers and other self-employed workers in the super
guarantee (SG) system.

* Extend the SG base to include the Government'’s Parental Leave Pay
and overtime

» Ensure people receive the SG they are entitled to, such as by paying
the SG at the same time as wages and better enforcing sham
contracting laws

18
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Thanks!
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