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AKTIEN AUS
UBERZEUGUNG

Equity-Based Pensions: A Fresh Start

At the end of March, the German Bundestag passed legislation intended to encourage
citizens to take their first steps toward a capital-funded private pillar of retirement
provision. The motivation behind this law is commendable. With the new law, the
government is signaling to its citizens that Germany's previous exceptional path has

failed and requires reform.

Of course, it will not be possible
to make up for decades of lost
returns now. In essence, it has
been known for decades that a
pay-as-you-go system, in which
current workers pay for current
retirees, was bound to fail due to
unfavorable demographic trends.
The demographic shift can be
traced back to the birth statistics
of the 1960s. Instead of following
the example of the vast majority
of countries, however, the prob-
lem was ignored and papered o-
ver with tax-funded pension pay-
ments. The commendable at-
tempt by the Schroder/Fischer
government, as part of Agenda
2010, to establish a third, funded
pillar of retirement provision un-
der the name "“Riester pension”
failed due to structural shortco-
mings.

But now the public finances are
strained, and the government
must take on enormous debt, in

part to finance pensions. To some
extent, the federal government
seems to have realized that supp-
lementing the pay-as-you-go sys-
tem with a funded pension com-
ponent would have been wise.
Essentially, the term “funded”
means “invested in stocks"”. His-
torical data clearly shows that
stock investments are the most
effective way for most people to
build long-term wealth. Unfor-
tunately, the low level of financial
literacy among German politicians
and citizens has meant that Ger-
mans have not become a nation
of stock investors. This also ex-
plains why Germans are less
wealthy than most of their neigh-
bors when it comes to financial
assets.

Regrettably, the federal govern-
ment lacked the insight and cou-
rage to completely overhaul the
issues of retirement planning and
the capital markets as part of a

major tax reform. After all, there
is actually no need for govern-
ment-sanctioned  products to
make stock investing attractive to
everyone. First, it is important to
remember that the minimum in-
vestment for stock funds is often
as low as 25 euros. The biggest
enemies of good returns on stock
investments are “taxes” and
“inflation”. If the government al-
lows wealth accumulation from
gross income and keeps taxation
low, then stock investments can
fully realize their return advan-
tages. But as is well known, dis-
tributed dividends are effectively
taxed at nearly 50 %, and capital
gains are subject to capital gains
tax, the solidarity surcharge, and,
where applicable, church tax.
Therefore, it would have been
better if the government had sig-
nificantly improved investment
conditions. Moreover, if the
government were to allow the
offsetting of any stock losses



against other types of income, it
would dispel the deeply ingrained
but mistaken belief among the
population that stock investments
are particularly risky. Incidentally,
it is worth noting that capital
gains from gold and cryptocurren-
cies are tax-free after a one-year
holding period.

[ronically, given the superior re-
turns on long-term equity invest-
ments, the national budget would
be the biggest beneficiary of such
a reform. A look at Switzerland

makes it abundantly clear that
low taxes, sound government
budgets, and high levels of pros-
perity among the population go
hand in hand. Whether in policy
toward Russia, energy policy, or
pension policy: learning from our
neighbors means being success-
ful. Germany's tendency to go its
own way — and the arrogance that
comes with it — must be avoided
at all costs in the future in order
to prioritize the prosperity of the
country’s citizens going forward.

This text was originally published in German.
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