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1 Executive Summary

Introduction

In common with other wealthy societies, Australesha complex system of
social protection for retirement and old age. ®yistem includes government
income support mainly provided through the Age Rmemsand Service
Pension, mandatory superannuation contributions tamdconcessions for
superannuation, the public health system, commuggtyices such as homes
and hostels for the aged and public housing, plh&rosocial institutions
including private home ownership.

The most important objectives of government asst&taare to alleviate
poverty and to assist individuals to maintain adeguiving standards. Other
important objectives include encouraging self-psoi and avoiding
undesirable incentive effects.

The Australian public pension system differs frohode in most similar
societies by giving greater priority to the objeetiof poverty alleviation,
achieved through a general revenue financed systanprovides flat-rate and
means-tested benefits. The distinctive nature efAbstralian system makes
concerns about adequacy of payments particulalignsa

In assessing the implications of population agdmgincome support and
related policies, it is important to have a sountigsed analysis of the
effectiveness of existing policies in achievingtdmitional objectives. To
assist in such analysis, this paper provides aleétdescription of trends in
the incomes and living standards of older peopldusstralia, using a wide
range of indicators and alternative approacheseasuring living standards.

Assessing income distribution and pension adequacyeenceptual and
measurement issues

This paper argues that it is necessary to havergp@hensive framework for
measuring material living standards. This framewasthould include all
components of cash income, and should also takeuatof government
services and subsidies and indirect taxes. Itsig @mhportant to take account of
household wealth.

In addition, in analysing levels of living standamhd trends in wellbeing, it is
useful to use a number of measures and indicakonsulti-indicator approach
may capture a broader range of circumstances,taadmportant to be aware
of the sensitivity of measured outcomes to the ahoof measures of
wellbeing.

The Age Pension—assessing adequacy

Close to 75 per cent of the eligible populatiorereed an Age Pension in June
2008. Around 55 per cent of age pensioners hawames below the pension
free area, and around 45 per cent have incomesaheviree area. Male age
pensioners are more likely to have additional inedhan female pensioners.
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Around 4 per cent of age pensioners have no additimcome, and so are
completely 'dependent’ on the pension.

» Since the mid-1960s, the real value of the basisipa has increased by more
than 80 per cent for single people and 60 per fentouples. Over the same
period, the standard pension has increased fromo 25.7 per cent of male
total average earnings. The pension has fluctuatddly as a percentage of
GDP per capita and as a percentage of Householpofable Income per
capita, although in both cases the long-term tra@nmgkears to be a reduction.
The standard rate of pension has also fluctuated gercentage of the
'Henderson Poverty Line' for a single older perdomt, is currently at its
lowest level relative to this indicator. Variatiomsthe rate of pension relative
to these indicators reflect the differential movertsen their real values, the
effects of economic cycles, and the differing cosipon of income measures
used.

* While the concept of replacement rates is not elgtirelevant to a flat-rate,
means-tested payment such as the Age Pensiom ibe&alculated that the
current pension rate of 25.7 per cent of male aeeearnings provides higher
replacement rates after tax is netted out, higasrfor women and for low-
paid workers, and higher replacement ratios whersing costs and employee
superannuation contributions are taken into account

Private incomes and assets of age pensioners

* The proportion of age pensioners with incomes abihee free areas has
increased from around 10 to 15 per cent in the 4360ne-third in the late
1990s and 45% in 2008. There have been wide fltiongin the intervening
period, reflecting changes in income testing polidye most common form of
income is from savings and investments in bankadibg societies or credit
unions (90 per cent), and around 10 per cent ofpggsioners have incomes
from superannuation.

* Two-thirds of age pensioners own their own homeneli-seven per cent of
pensioners have additional assets (including peatsefiects). In 2008, the
mean value of these assets was just over $50,080.0%er 40 per cent of
pensioners have assets (not including the hom&»@000 or more, but about
15 per cent have no assets or assets of less $@600$ including personal
effects. Women have lower asset levels than maadjcularly divorced,
separated or single female pensioners.

Trends in the cash incomes of older people

* This paper reviews trends in the cash incomesebltier population since the
early 1980s using Australian Bureau of Statis(i88S) Income Surveys. The
average total incomes of older people have inctkase faster rate than for
the population generally (13 per cent compared per2cent). As a result, the
average income of older people has risen from Sbtper cent of the average
for the entire population. The main factor asseclawith this appears to be an
increase in the 'other private income' of couptesinly from superannuation,
property and investments. This has resulted incirgein the proportion of
older couples who receive between 50 and 90 pdrafettneir income from
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government benefits, but little change in the pripo who rely more
substantially on government benefits. The incomamuasition of single older
people appears to have changed only to a limitéshéx

Home ownership rates have increased for both dddegles and couples,
although ownership rates remain considerably hifrecouples.

Older people are very highly concentrated in theelst 40 per cent of the
income distribution, but somewhat less concentratieein account is taken of
their lower family size. The degree of their cortcation in the poorest
income quintile is highly dependent on the equinedescale used to adjust for
family size.

The reason for this sensitivity is that the oldepulation is extremely
concentrated around the level of the pension ghsli above. The degree of
this concentration appeared to reduce significaogiiyveen 1986 and 1990—
probably reflecting the effects of high interesttema around 1990.
Concentration increased again between 1990 and, 186not back to the
1986 level.

Comparative analysis suggests that the cash inadistebution for older
people in Australia is more concentrated (in tleiss) than in many European
countries and in North America.

This paper presents a further range of data whne@mes are 'equivalised'—
adjusted for the number of people in the income. uftie main conclusion
drawn from this analysis is of apparent relativabsdity in the income
circumstances of older people over the period 1&86995-96, although
trends between 1986 and 1990 were partly reversdtkei1990s. The analysis
of equivalent incomes shows, for example, thatrdtative incomes of older
people compared to the rest of the population mtechanged greatly, and
that around half of the older population remaithi@ bottom 30 per cent of the
overall income distribution in each of the threeargeanalysed. Inequality
among pensioners appears to have fallen slightiythis may reflect changes
in the composition of the pensioner populationeathan changes in incomes
within pensioner groups.

Trends in household expenditure levels

This paper uses Household Expenditure Survey datanalyse trends in
expenditure levels of older households between E3tt12003-04. Trends in
household incomes and expenditures over this panedignificantly affected
by changes in household size, which have fallen,nbare substantially for
younger households than for older households.

Over this period, the per capita real incomes deohouseholds fell by 6.6
per cent, but real expenditure per capita rose3§ fer cent. This compares
with a real increase of 0.4 per cent in the reabines per capita of all
households and an increase of around 10 per centeah per capita
expenditures. This underlines the propensity oéofatople to 'dis-save' over
time.

As a result, the average incomes per capita ofr tldeseholds appear to have
fallen from 83 to 76 per cent of the per capita datwold income of the
population as a whole. On the other hand, the ekpee trend has been
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stable, with per capita expenditures of older hbakks remaining at just
under 90 per cent of the population generally.

The impact of non-cash benefits and indirect taxes

Government non-cash benefits in the form of sesvaned subsidies also have
a substantial impact on the living standards of gbpulation generally, and
particularly on older people. The ABS has estimdlied in 2003-04 the value
of government services and subsidies for househwitltsa reference person
aged 75 years and over was $281 per week compash benefits of $257
per week. Indirect taxes paid by older househotdseatimated to be roughly
two and half times their income tax liabilities.

Health benefits and other welfare services are rmaiggtificant for the older
population and education benefits are most importan the younger
population.

Taking account of these services, subsidies ancettdaxes has a significant
impact on the measured living standards of oldersbbolds. For example, in
2003-04 the private income of older households evdyg 35 per cent of that of
all households. Government cash benefits increttssdatio to 52 per cent,
and the higher income taxes paid by younger houdelmacreased this further
to 59 per cent. After taking account of servicagyssdies and indirect taxes
the ratio rose to 65 per cent. Put another wayc#sh disposable incomes of
older households are about 73 per cent of theat fcomes.

Between 1984 and 1993-94, indirect benefits andgdecame slightly more
‘pro-aged'. This appears to reflect an increastmenrelative contribution of
public health benefits for older couples and oldgieigle person households,
and an increase in the relative contribution okotiwelfare services for older
couples.

In contrast, between 1993-94 and 2003-04the syhtsrappeared to become
less pro-aged, mainly due to increases in spenaliinfamilies with children,
both because of higher cash benefits and incregsstting on education, and
also because of the rising level of indirect taxesich was relatively higher
for older persons.

Trends in relative low incomes

In assessing trends in the wellbeing of the Auistnapopulation, a common
form of analysis is to estimate how many peopleehimomes below some
measure of poverty or of relative low income. Tpéper includes a number of
estimates of the level of relative low income amdmg older population and
trends over time.

The different measures produce different resulvs.example, for single older
people, the proportion with relative low incomesgas from 32 per cent
using the Henderson Poverty Line to 14 per cendvibdialf median annual

income and 5 per cent below half median weekly nmeolncluding the effect

of non-cash benefits and indirect taxes reducesotiencome rate to around
2 per cent for older single people.
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Part of the variability of these results refleceshnical choices made in
measurement, the interaction between these chaiwshe very high degree
of concentration in the incomes of older peopld thare discussed earlier.
Because so many older Australians have incomes melaively narrow
income range of between 40 and 60 per cent of geeracome, small
differences in the level of the low-income line dgan have a large impact on
rates of low income.

The Henderson Poverty Line shows the largest iseré@a poverty over the
period 1981-82 to 1995-96. A major contributor héstis that the Henderson
line has been rising faster than average incomeghénincome surveys,
because it includes imputed income from owner- pigxl housing and the
earnings of superannuation funds—neither of whiehtaken into account in
income surveys. There are also doubts about th@aa@bility of the annual
income data in the ABS Income Surveys from 1994®kards.

Studies using the Henderson line give a mixed pctof trends in the
circumstances of older income units. King (1998jinestes that between
1972-73 and March 1996 the Henderson poverty tadéf(e housing costs)
among single older people rose marginally (but mase than 30 per cent in
both periods) and among older couples it fell gligffrom 5 to 3.8 per cent).
After housing costs, poverty rates were substaptiaver for singles but not
for couples, and they fell over this period. In wast, Saunders (1994)
estimated that between 1981-82 and 1989-90 'Hemadlgreverty' increased
from 10 per cent to 28 per cent, while among olderples it increased from
4.3 t0 6.7 per cent.

Housing wealth

A significant factor contributing to the living stdards of older people is their
ownership of homes. Home ownership is widespreacdngmthe older
population, and the level of home ownership is megeaally distributed by
income level than most other forms of private ineom

The value of dwellings owned by people aged 65s/aad over is lower than
among most of the younger population, but the I@fdbans outstanding is
much lower than for most groups of younger peofifea result, older people
have higher average equity than people under ta@bg45 years.

Conclusions

The picture that emerges from this analysis is thiXéne average incomes of
older people have increased at a faster rate tltepdpulation generally. As a
result, their average incomes have risen as a propof the average for the
community as a whole. The average expendituresppeson among older
people have also increased. Taking account of govent non-cash benefits
would further improve the relative position of olgeople.

At the same time, administrative data suggest tihare are sizeable
proportions of the age pensioner population whceh#tle or no income apart
from their pension, and little or limited assetowéver, the extent to which
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this is the case appears to have decreased over @ider people are also
over-represented in the lower income quintileshefpopulation.

* One of the most striking features of the incomethefolder population is the
degree of concentration of incomes around pensuald. This complicates
interpretation of trends in incomes and the re@pwsition of this age group,
including their vulnerability to low incomes.

* In considering future trends in the circumstancésoldler people, it is
necessary to take account of factors impactinghendistribution of incomes
of those in the pre-pension age groups. The weltpef the older population
in future is likely to be enhanced by a wide rargfefactors, including
increasing superannuation coverage, increasingufalierce participation
among women, higher real wages, and higher avelaggs of housing
wealth. At the same time, there are trends that teag to offset these,
including the long-term decline (until the early908) in the workforce
participation of men aged 50 to 64 years, and mighage inequality among
those of working age. In addition, family trends¢luding the growth in the
incidence of sole parent families, may also haveees® effects. Separated,
divorced and single older women appear to havedlomemes and assets in
retirement than men or couples. The compressidifieofourse events related
to women being older at the birth of their firstldhand increased educational
participation among young people may also impacpeaple's capacity for
self-provision in retirement.

» In terms of future monitoring of these and relaietds, it is desirable to have
improved information about the dynamic processes #me associated with
these developments. This would be best achievedughr an ongoing
longitudinal survey. To capture the diversity oftammes among the older
population, it is also necessary to use a broaderarf indicators to monitor
trends.
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1. Introduction

All developed societies have a range of policiepriovide for income protection in
retirement and old age. The Australian retiremegbime system includes income
support provided through the Age Pension and thevice Pension, plus the
mandatory superannuation system and tax concedsioagperannuation. The public
health and health insurance systems; concessiotsfitay certain costs (such as for
health, public transport or utilities); communitgreéices and other services (such as
public housing and institutional and community ¢asnd other social arrangements
(such as private home ownership) are also impodamiponents of social protection
for older peoplé& The retired may also benefit from private transfa cash or in kind
from their families.

Government activity to promote social protectiom &dder people has a range of
objectives, including the alleviation of poverty the maintenance of pre-retirement
living standards (Donald 1984; Foster 1988); thenenagement of self-provision; the
avoidance of undesirable incentive effects; or thmimisation of government
expenditures. Typically, systems have multiple otyes, with the result that
objectives may conflict.

The Australian social security system differs frtmose in most other countries. One
of the most striking features of the Australiantegs is the extent to which it
distinguishes the poverty reduction objective frhra income replacement objective
of retirement provision, with the public system centrating on poverty alleviation
and the second and third pillars concentratingn@mome replacement. Consequently,
the level of public pension spending is low by #tendards of the OECD countries
with which Australia is usually compared, reflectithe provision of flat-rate and
means-tested benefits. At the same time, coveradleeosystem is comprehensive.
The system is also highly redistributive to growgten poorly served by social
insurance systems, such as women, those with kEmng-disabilities, low wage
earners and others with marginal or incompletechtteent to the labour force.

The design features of the Australian system gse to a number of questions about
the effectiveness and efficiency of current arramgets. As noted by Creedy and
Disney (1989, p. 357), such a system has a numibbuiti-in tensions, including
between the adequacy of benefit levels at the avyend of the income distribution
and the high marginal tax rates implied by meassrg. The tension between
concerns for adequacy, efficiency and incentivekedy to remain important as the
Australian population continues to age over thet metf century or more. The Age
Pension is the largest income support program wtiyreprovided by the
Commonwealth Government. Between 1965 and 199&d&pg on age and related
pensions increased from $2,900 million to $13,100ian (in $1996-97), or from
1.65 to 2.45 per cent of GDP. Concerns about tleguaty of the Age Pension have

! For the purposes of this report, older peopleparsons of Age Pension age or over—currently 63.5
years for women and 65 for men, although the penaipe for women is rising gradually to 65
years by 2014. However, much of the published defiar to persons aged 65 years and over, or
persons in households where the reference persmed 65 years and over.
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been significant contributors to this increasedsipgy. On average, real expenditure
grew by around 5 per cent per annum between 1963.885, with increases in real
rates of payments estimated to result in an avaragease of 1.9 per cent per year in
Age Pension spending over this period (Whiteford Eiorrow, 1998).

Despite the insights arising from the more intepskcy investigations of the past
decade or so, there remains some ambiguity abautliting standards of older
people. For example, the 1988 OECD report on RefagrRublic Pensions noted that
'old age has always been associated with a fakcdonomic status, deprivation,
destitution and poverty' (1988, p. 44). But theore@lso points out that 'the income
level of the retired population has improved sigaifitly in many OECD countries. In
some countries this improvement has brought thpodmble per capita income of
retirees above the equivalent income of working ili@sy with children’ (p. 7).
Similarly, the World Bank irAverting the Old Age Crisis (1994) claims that it is now
a 'myth' that old people are particularly vulneeatd poverty (p. 11). Nevertheless,
the OECD report emphasised that 'despite the refsmrease in poverty among the
elderly, the incidence remains surprisingly highmoest OECD countries' (1988, p.
48).

The OECD's 1996 report on ageing in OECD counsigamarised policy findings
with the caveat that 'Because there are so mafgreliices among older people, any
statement that treats older people as a singlepgsbould be treated with caution.
Nevertheless, it is generally true that, in manymber countries, their economic
status has improved over the past two decadesveekat workers' (p. 13). Between
nations, the variation in outcomes for older peopleamply demonstrated in the
OECD's 1998 outline of policy challenges in Maintag Prosperity in an Ageing
Society. For Australia and three other of the 1fona for which estimates were
cited, the relative disposable income of individual older households fell over the
period 1975 to 1994, while their overall sharerafdme rose, contrary to the overall
trend of rises in both relative income and incorharss for the other countries (p.
57).

International experience and local considerationdicate considerable policy
significance in assessing how well off or poorlyf tiie older population is. In
'‘Demographic Change in Australia-Conference BadkgtoPaper' for example, the
authors note that among the issues to be consideitbdthe public expenditure
implications of ageing are 'the need to scale Ipmrision payments and coverage', the
'inter-generational equity implications of variopension/superannuation scenarios’,
and the 'implications of the rising incidence okquarent families within an ageing
population for future income support requireme(®C&MIAESR 1999, pp. 493,
495). In considering these or related issues, dtusial to have a clear understanding
of the effectiveness of current arrangements inrgeg the living standards of older
people. It is also important to understand therithistion of income within the older
population, particularly the importance of choosimgasures of income and the
technical decisions these entail.

The objective of this paper is to provide inforroatifor assessing the current
distributional impact of Australian public pensiarrangements. The main basis for
this assessment is an analysis of trends over itintke incomes of persons of age
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pension age. The paper presents a wide range erhative indicators of living
standards, showing that different indicators careaé quite different pictures of the
position of older people.

The paper is structured as follows. Section 2 dises conceptual and measurement
issues involved in assessing the adequacy of pensaiad their impact on the incomes
and living standards of the older population. Thegr argues that to assess changes
over time (and differences in outcomes between tt@s) it is necessary to have a
comprehensive framework for measuring living stadgawithout such a framework,
comparisons are likely to be misleading, leadingntmrrect conclusions about the
effectiveness of public policies.

Part 3 provides a range of measures of the ademfattye basic pension for those
completely reliant on social security income. Parprovides data on the private
income and assets of age pensioners. Part 5 tlesers results of an analysis of
trends in the disposable incomes of the older @il using ABS data from the

Income and Housing Surveys. This part includes nalyais of trends in the

proportion of the older population with cash disgas incomes below a number of
alternative measures of relative low income, incigdhe 'Henderson Poverty Line'
and 50 per cent of median and mean incomes fopdpalation as a whole. This part
also explores the sensitivity of outcomes to thegéerent approaches to the
measurement of living standards. Part 6 presemé@e of alternative measures of
living standards drawn from Household Expenditutgv8ys, including data on

trends in the relative expenditures of older peoplart 7 discusses the impact of
government non-cash benefits and indirect taxebh@melative living standards of the
older population. Part 8 looks at estimates oftindalow income among the older
population and Part 9 briefly summarises infornatm the housing wealth of older
people. The paper concludes with a summary of thie fimdings and a discussion of
the information required to monitor the distribun# impact of public pensions in the
future.
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2 Assessing income distribution and pension adequacpnceptual
and measurement issues

2.1 Measuring living standards

How have the living standards of older pedpteAustralia developed over time, and
how do they compare with those of older peopléanmlar societies? In attempting to
answer these questions, a number of measurementeahdical issues must be
addressed. These include what is the measure ofineEs-income, expenditure or
consumption-and how is wealth to be taken into ant®d What is the unit that is
assumed to share resources-household, family, ibeméf, or person? How should
we treat units of different types or compositiog-using equivalence scales? What is
the period of assessment-current, annual or liEtimWhat is the low-income
standard, and how is it defined?

A different choice in relation to any one of théssues will alter results, perhaps to a
significant degree. Indeed, a major objective ab thaper is to show that very
different conclusions flow from these different madological choices, in particular
the measure of resources used. The choices betlifgenent approaches will depend
upon research objectives, what is practicable,rasdarchers’ judgements about what
is technically more correct. For example, as nogd Atkinson (1989), living
standards can be measured either by income or éiper) and a particular indicator
may understate or overstate living standards iferdint cases. It can also be argued
that, for some purposes, resources should be aslsegsr a very long period, perhaps
the lifetime (Creedy 1992, 1994; Piggott 1987). Bue requisite data for such an
analysis are uncommon, although there have be@mtrstudies simulating lifetime
income (Harding 1992).

The comparative literature has usually taken 50 gesrit of median income as the
measure of relative low income. Such a choice b#rary. Again, the precise choice
of equivalence scales can have a strong effectsomates of the extent of relative
low income, but there is no universally accepteddasesquivalence scales. In these
circumstances, it is appropriate to highlight tleasstivity of the results to differing
choices of equivalence scales, but it should nothbeght that there is one correct
answer. In analysing living standards, it is alsgassary to use specific measures to
compare standards of living. Quinn (1987) notes measures to assess the adequacy
of incomes available to older people include alisolmeasures, such as how do
resources compare with what is needed to achiewatiafactory life. Relative
measures include how the resources of older pespbegroup compare with the rest
of the population, or how individual resources @aftetirement compare with those
available to the same person or family before estent. In summary, Atkinson
(1990) has suggested that it is most useful togntes range of estimates, based on
different approaches. That is the approach addmesl
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2.2 Assessing trends in income distribution

Figure 1 compares two ways of analysing data ordisteibution of income. One is
employed in most standard income distribution gsidihe other is used by the ABS
in its seriesThe Effects of Government Benefits and Taxes on Household Income
(ABS catalogue number. 65370 the standard approach, income from wages and
salaries, self-employment and property add up &octdf incomes'. Factor incomes
plus superannuation or occupational pensions giaeket incomes'. Public transfers,
private transfers, and any other cash income, velgieled to market income, produce
'gross income'. Gross income minus personal inctemeand employees' social
security contributions (in other countries) givest' cash income'. The degree of
redistribution effected either by public transfersby income tax (and social security
contributions) can be assessed in several wayseTinelude calculating the relative
change in income levels for different individualshy calculating income shares at
different stages in the 'process' described above.

Like the standard methodology, the framework of A&&S studies of government
benefits and taxes is well known and widely acadplehe ABS also sets out its
methodology in the way shown in Figure 1. The cpha# final income is a more

comprehensive measure of living standards, whicludes all impacts covered by the
standard disposable or 'net cash income' meadueethe effects of indirect taxes and
other government social spending on subsidiesreices to households.

One obvious point to be made from these comparisotigat a household's resources
can be measured in a range of ways, with neitheheftwo measures shown here
being fully comprehensive. The major gap in bodmfeworks is the failure to take
account of household wealth. This may have sigmfiamplications for the relative
wellbeing of the older population, in part becao$¢he life cycle pattern associated
with wealth accumulation. The potential importantéaking account of wealth in the
framework for assessing the relative wellbeinghef older population is illustrated by
the alternative definitions of pension replacemeates, shown in Figure 2.
International comparative studies of retirementome systems commonly use
pension replacement rates as the basis for rartkengelative generosity of different
pension systems. Replacement rates are usuallyla@d by comparing the levels of
statutory entitlements to some measure of incomesvark, thus showing what
percentage of earnings is 'replaced’ by benefits.

2 This approach is in turn derived from the Uniteshg@dom Central Statistical Office (CSO) Fiscal
Incidence Studies (CSO, 1990).
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Figure 1: Comparison of different income concepts

Income distribution surveys Fiscal incidence studies
Wages and salaries and self-employment income Wages and salaries and self-employment income
+ +
Investment and property income Superannuation and annuities
1. Factor income Investment and property income
+ +
Occupational pensions and annuities Other income (for example, alimony]
2. Market income 1. Private income
+ +
Covernment cash benefits Covernment cash benefits
+ -
Private transfers 2. Gross income
+ -
Other cash income Income tax
3. Gross income 3. Disposable income
Income tax (and employees social security) Benefits in kind (health, education, and so on)
4. Net cash income 4. Disposable income plus indirect benefits

Indirect taxes

5. Final income

Sources:Adapted from the Australian Bureau of Statistite Effects of Government Benefits and
Taxes on Household Income (ABS, 1996) and the UKti@éStatistical Officdeconomic Trends
(UKCSO, 1991)

Figure 2 shows how conventional replacement ratasores could be augmented to
provide more appropriate indicators of pension adey. Conventional replacement
rates are usually calculated by reference to dmytbp panels in the figure. A more
comprehensive approach would take account of thepteie range of income sources
and costs before and after retirement. Attemptingmiplement this broader approach
to the measurement of living standards is complhere is no single study that
incorporates all of these components of materiahdi standards. Therefore, the
discussion that follows looks first at the simplestasures of social security
adequacy. This is followed by an analysis of casipabable incomes, and then the
analysis incorporates indirect benefits and taesie of the available information on
the relative asset holdings of older people is ttisnussed.
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Figure 2: The definition of the net replacement rag in

retirement
Numerator: post-retirement consurmption Denominator: pre-retirement consumption
Positive iterms: Positive iterms:
Cash benefits Labour earnings
Negative fterms: Negative itams:
Direct taxes Direct taxes

Social insurance contributions

Possible refinements to the definition of the net replacement rate
Additional positive iterrs: Additianal positive iterms:
Dccupaﬂntml and private pensicns Investment income

- Interest income

Investment income ) )
- Imputed rent on owner-occupied housing

- Interest income

- Interest portion Df:‘lll[]l.ljl_‘_.-‘ income Government non-cash benefits
- Imputed rent on owner-occupied housing - Health
. - Housing
Government non-cash benefits - Education
- Health
- Housin - Transport
b3
- Education Additional minus iterms:
- Transport
Indirect taxes
Dis-saving ]
- Drawing down savings Work-related expenses
- Capital portion of annuity income Saving
- Jale of house or reverse annuity mortgage - Bank deposits
- House downpayment, capital portion of
Additional mirs iterns: mortgage payments
[ndirect taxes Private and occupational pension contributions

Source: Adapted from Wolfson (1987)

3 The Age Pension-assessing adequacy
3.1 The current system

Table 1 provides details of the Australian Age Ramsystem at September 2008. In
addition to the basic rates of payment set outabld 1, pensioners qualify for a
pension concession card and may qualify for adwfi@assistance, depending on their
circumstances. This includes Rent Assistance, Pdguatical Allowance, Telephone
Allowance, Remote Area Allowance and pension cosioes cards. Pension
concession cards entitle the cardholder to Commaltivéealth concessions, such as
low-cost pharmaceuticals. State-based concessiagsnolude reductions in property
and water rates; reductions in energy bills; redufares on public transport;
reductions on motor vehicle registration; and otiealth, household, educational and
recreational concessions. These concessions av@@doand funded by State and
local governments (the former with Commonwealthisissce) and some private
organisations, and the type of concession may vaiween States.

The Age Pension rate is indexed in September andhvian line with movements in
the Consumer Price Index (CPI). The Governmentahss legislated to maintain the
single rate of pension at the indexation rates atimum of 25 per cent of Male
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Total Average Weekly Earnings (MTAWE) with flow-orie the married rate of
pension. While CPI indexation is intended to prbtae real purchasing power of the
pension, maintaining the pension at 25 per cemf®AWE is intended to enable
pensioners to share in community living standaRkmt Assistance and the Utilities
Allowance are adjusted at the same time as the kmseof pension, while the
Pharmaceutical Allowance is adjusted if necessaryanuary, and the Remote Area
Allowance is adjusted by changes in legislation.

Table 1: The Australian Age Pension system, 2008

Feature Value at September 2008

Standard (single) $562.10 per fortnight
pension rate

Married pension $469.50 per fortnight
rate (each)
Supplementary Up to $110.20 per fortnight single, $103.80 per fortnight couple

rental assistance

Pharmaceutical Non-taxable payment of $5.80 a fortnight for single and $2.90 a
Allowance fortnight for each eligible member of a couple ($5.80 combined
Telephone The basic rate, effective from 20 September 2008, is $23 paid every
allowance three months to qualified income support recipients or Commonwealth

Seniors Health Card holders.

The higher rate, effective from 20 September 2008, is $34.60 paid
every three months to qualified income support recipients or
Commonwealth Seniors Health Card holders. Non taxable.

Utilities Allowance Utilities Allowance is a non-taxable payment.

The annual rate is $257 per member of a couple and $514 for single
people (or members of a couple separated by illness). It is paid in 4
instalments over a 12 month period to qualified income support
payment recipients.

Remote Area Remote Area Allowance is a non-taxable fortnightly payment of:
allowance . Single: $18.20
. Couple: $15.60 each
. Plus $7.30 for each dependent
Free areas
(disregards)
Single $138.00 per fortnight

Combined married | $240.00 per fortnight

Cut-out points

Single $1,557.75 per fortnight

Combined married | $2,602.00per fortnight

Assets test Allowable assets No rate paid above
Single home $171,750 $550,500

owners

Single non-home $296,250 $675,000

owners

Married home $243,500 $873,500

owners

Married non-home | $368,000 $998,000
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owners

Source: Centrelink (2008yvww.centrelink.gov.au
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Table 2 shows the number and characteristics opagsioners and spending on age
pensions since 1965. At 30 June 2008, there wetetad of 2.04 million age
pensioners. The Age Pension is received by clogbréz-quarters of the population
of pensionable age. Apart from Veteran's Affairagiens, a small number of people
receive other benefits, but the bulk of the remairale excluded from payments by
their private incomes or assets.

Over the past 43 years, the number of age pensidra more than trebled, rising
from 5.5 per cent to 9.6 per cent of the total pafen. Coverage of the pensionable
population has fluctuated markedly, reflecting aemin policy towards income and
assets testing. In recent years, fewer people imeg&ge Pension age qualify for a
DVA Service Pension as the cohort who served inSb&eond World War have now
all retired. Consequently, a higher proportionradge reaching retirement age qualify
for the Age Pension, a factor reflected in the @asing coverage (from 58 to 67 per
cent) since the late 1980s, and over 70% since.2000

Over the period, the characteristics of age peestohave changed. Until the early
1970s, around 60 per cent were single and 40 pdrroarried. The proportion who
are single fell to around 43 per cent by 2008. plecentage receiving a reduced rate
(because their incomes are over the ‘free area'flhetuated, but there has been an
increase in the proportion receiving a reducedfrata 10 to 15 per cent in the 1960s
to one-third in the 1990s and has since increasedaund 44 per cent in 2008. This
reflects both an increase in the receipt of privateme by pensioners and extensions
of the cut-out point for payments, due to increasgsayment rates and reductions in
the pension withdrawal rate in the income test.

The proportion who are completely dependent on Alge Pension (nil income

assessed) appears to have fallen significantly fasound one in five in the mid-

1970s to around one in ten in the 1990s and onlyM2004 (more recent figures are
not available). Also over the same period, the propn with some income under the
free area has risen from one-fifth to more tham. hal

The 4 per cent of age pensioners who are completehendent on the pension
comprise about 3per cent of the population of Agadton age. In addition, there are
DVA service pensioners with nil private income, ki very small number receiving
other payments with no private income. There i® asfurther small group with
extremely low private incomes (under $1 a week}.these groups, it is the level of
the Age Pension itself that is the primary deteantrof their incomes in retirement.
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Table 2: Number and characteristics of age and seise pensioners, Australia, 1965 to 2008

1965 1970 1975 1980 1985 1990 1996 2000 2004 2008
Age Pensions 628.1 779 1,092.20 1,321.90 1,331.80 1,340.50 1,602.80 1,738,215 1,876,250 2,039,300
Wives 35 6.6 21.9 30.8 22.9 23.8 41.1 n.a. n.a. n.a.
Total Social Security
(DSS) pensioners and 849.2 1,054.70 1,707.70 2,338.20 2,848.50 2,808.80 3,912.40 n.a. n.a. n.a.
beneficiaries
DVA pensions 65.2 74.4 121.6 264.7 412.3 440.5 335 n.a. n.a. n.a.
Total of DSS and DVA
cash benefits 914.4 1,129.10 1,829.30 2,602.90 3,260.80 3,249.30 4,247.40 n.a. n.a. n.a.
Characteristics of age pensioners (including wife/carers)
% of total population

5.56 6.21 8.06 9.21 8.51 7.92 9.03 9.08% 9.32% 9.58%

Coverage (%) of
pensionable 53.2 60.3 72.6 76.8 66.5 58.2 64.7 73.1% 72.7% 73.8%
population
Single rate 61.1 61.1 57.4 55.2 56 57.2 46.9 n.a. 44.4 43.2
With Rent Assistance
(%) 10.8 13.4 14.9 14.1 16.2 18.2 15.6 n.a. 10.3 10.9
Reduced rate (%) 13.4 20.6 10.4 335 28.7 29.5 34.6 na. 35.9 43.9
Nil income assessed
(%) n.a. n.a. 19.4 9.5 14.9 11.2 151 n.a. 4.3 n.a.
Spending on Age
E]‘i*lﬂz'r?”s 1996-97 $ 2,018 3,765 7,205 9,339 10,005 9,844 12,551 na. na. 24,577
% of GDP 1.65 1.65 2.60 2.91 2.70 2.22 2.41 n.a. n.a. 2.18%

Sources: Department of Social Security, Ten Yearly Statistical Summary, annual reports, and DSS Customers: A Statistical Overview, various years
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Figure 3 and Table 3 show trends in the real Iefeghe Age Pension, in 1996-97
terms. Since 1965, the real value of the single oafpension has increased by 79 per
cent, while for couples there has been a 63 pdrreahincrease. For those receiving
Rent Assistance, total real payments have douloledifgle people and increased by
75 per cent for couples.

Figure 3: Single pension, constant 1999 dollars
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Dallars per week

180 I | | | | I | | | | I I | | | I
1965 19G7 1965 1971 1973 1995 1977 1979 1981 1983 1985 1987 1989 19901 1953 1995 1997 1999

Year

Sources:Australian Bureau of Statisti€®onsumer Price Index, Australia (ABS, 1999a) and
Department of Social Securityen Yearly Satistical Summary, annual reports, ardSS Customers: A
Satistical Overview, various years

Table 3: Trends in the real value of social secutpayments for different family
types, 1965 to 2008

$ per year ($ 2008)

Year 1965 1972 1976 1982 1983 1989 1996 1997 1998 1999

Pension, no
Rent Assistance

Single, no 5,156 6,014 8,629 8,637 8,600 8,873 9,178 9,193 9,311 9,396
children

Couple, no 9,453 10,544 | 14,330 | 14,396 | 14,338 | 14,793 | 15,312 | 15,336 | 15,534 | 15,683
children

Pension, with
Rent Assistance

Single, no 6,016 6,673 9,675 9,569 9,644 9,903 11,155 | 11,170 | 11,275 | 11,367
children
Couple, no 10,313 | 11,203 | 15,376 | 15,328 | 15,382 | 15,823 | 19,041 | 19,068 | 19,242 | 19,396
children

Sources:Rates are estimated at September each year. harstBaureau of Statistic€onsumer Price
Index, Australia (ABS,) and Australian Governmei@uide to Social Security Law,
http://www.fahcsia.gov.au/guides_acts/ssg/ssquidsgblide-5.2/ssquide-5.2.2/ssquide-5.2.2.10.html
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Most of the real increase in pension rates waseaehliin the early and middle part of
the 1970s. After 1976, price indexation has gehemahintained the real value of the
pension, with an upward trend reflecting an ‘indiexelag effect'? plus a number of
explicit policy decisions to increase the real ealof the payment, including the
formal linking of pensions and average weekly eggaifrom 1997.

Figures 4 to 7 compare the single rate of pensitim avrange of alternative indicators
of community living standards. This includes GDPr mapita and Household
Disposable Income per capita (HDIPC); male totatrage weekly earnings; the
process worker's wage (Metal Trades Award C13);tAaedHenderson Poverty Line
for a single person of Age Pension age. Theseatalis give a more mixed picture of
pension trends.

The pension reached its highest point relative BPGer capita in 1974, and again
exceeded 40 per cent of GDP per capita in 1975189i8. Over the past 10 years, the
pension rate has fluctuated between 30 and 35 @ar af GDP per capita. The
position in regard to HDIPC is broadly similar imosving substantial fluctuations, but
in contrast to the inflation-adjusted series, ttsww a downward trend. As the
Henderson Poverty Line is adjusted by HDIPC, thatikee shifts are the same as for
the base series. The single rate of pension wageahe Henderson line in five years
since 1965, but it is now at an historic low relatko this indicatof. As discussed
below, this relationship is very significant in luéncing trends in the proportion of
the older population with incomes below this loveame measure. In contrast, the
single rate of pension has increased relative teAMWE and in relationship to the
process worker's wage (for unskilled workers ndabouring jobs).

By definition, the contrast between these trends$ #e trend in the value of the

pension adjusted for inflation reflects variatiomsthe real values of alternative

indicators. For example, while the real value & $ingle pension increased by 79 per
cent between 1965 and 1997, GDP per capita and EllMPreased by even larger

amounts. The real value of male total average egsnincreased by some 60 per cent,
and the real value of the process worker's wageased by 37 per cent over the
period.

One of the main reasons for the disparity betwewlicators is that the National
Accounts include income components not taken ictmant in the wage indicators.
In the case of HDIPC, the two most important congmis are the earnings of
superannuation funds and imputed income from oweupied housing. Imputed
rent is not relevant to the wage indicators, algioit should be noted that a high
proportion of age pensioners own their home outrighcluding among those
completely dependent on the pension. In contrasteasing superannuation coverage

3 During periods of falling inflation, the lag betwethe period used as the base for an indexation
increase and inflation in the period of measuremegdns that the real value of the payment will rise
to a small extent.

* No Australian government has ever endorsed the éfsnd poverty line as a measure of adequacy.
As discussed below there are significant conceiraillems with this measure.
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among persons of workforce age would mean thataerage earner' and the low-
paid workers would have enjoyed greater real irsggan their remuneration than is
indicated by earnings alone. However, some compasisre problematic, in that the
apparent 'generosity’ of the pension rises whenrPdDdnd GDP per capita fall during
recessions, as occurred in 1991. The same effestident in the wage indicators,
although not to the same extent.

The difference between the relativities comparedaverage earnings and process
worker's earnings highlights that the replacemeai¢ offered by the pension will
vary, depending on the earnings indicator chosemeShe Australian Age Pension is
flat-rate and directed to poverty alleviation natréngs replacement, it is not entirely
appropriate to use replacement rates as a measuagleguacy (Johnson 1998;
Whiteford 1995). Despite this, it is sometimes dotkeat the standard rate offering
replacement of only 25 per cent of average earngt@m below the replacement rates
apparently available in the earnings related saosirance systems of most other
OECD countries. However, for a range of reasons,ighnot a fully accurate picture
of the generosity of the Australian system.

Figure 4: Single pension rate compared to Male TotaAverage Weekly Earnings
(MTAWE benchmark basis) 1965 to 2008
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Department of Social Securityen Yearly Satistical Summary, annual reports, ardSS Customers: A
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Figure 5: Single pension rate compared to low wagd®965 to 2008
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Sources:Metal Trades Industry Association and Departméi8azial SecurityTen Yearly Satistical
Summary, annual reports, arfdSS Customers. A Satistical Overview, various years

Figure 6: Single pension rate compared to GDP perapita 1965 to 2008
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and Department of Social Securifyen Yearly Statistical Summary, annual reports,
and DSS Customers: A Satistical Overview, various years
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Figure 7: Relative pension rates 1974 to 2008
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Sources:Melbourne Institute of Applied Economic and So&alsearchPoverty Lines: Australia,
December Quarter 1999 (MIAESR, 1999) and Department of Social SecurTign Yearly Satistical
Summary, annual reports, arldSS Customers. A Satistical Overview, various years

As a starting point, it can be noted that the 2b gant standard provides greater
assistance to those receiving less than average eaahings, which is more than half
of the employed male workforce, and a higher probporof women. Table 4 provides
calculations of the effective replacement rateshaf Age Pension for a range of
different circumstances, which are illustrated igufe 8. For example, the standard
replacement rate for a single person is 25.7 pat oé gross MTAWE. This is
equivalent to 39.4 per cent of average gross femaleings. The combined pension
for a couple is 42.9 per cent of gross MTAWE. Mm@ as noted above, someone
completely reliant on an Age Pension would pay mmme tax, while workers do.
Thus, the 25 per cent gross replacement rate ivagaot to a replacement rate of
32.3 per cent of net earnings. Again, for a minimuage worker, the single pension
replacement rate is 58 per cent of net earnings lf@gher for a single income couple
on the minimum wage).

Table 4: Alternative definitions of pension replacenent rates*

Alternative definitions Replacement rate %
% of gross MTAWE (single) 25.7
% of gross MTAWE (couple) 42.9
% of gross FTAWE (single) 39.4
% of net MTAWE (single) 33
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% of gross minimum wage (single)
% of net minimum wage (single)
39.7

% of net MTAWE, net of employee

superannuation contributions, and housing costs**
Note: *Calculations are at September 2008. **Assumespkasioner is an outright home-owner and
pays 19 per cent of gross pension rate in hougtajad expenses; assumes that worker is purchasing
home and is paying 29per cent of gross income using-related expenses and superannuation
contributions. These ratios are derived from the3204 ABS Household Expenditure Survey.

Finally, the table shows the effects of taking agtoof employee superannuation
contributions and housing costs, which increase rée replacement rate for an
average earner to 40 per cent. The reason forgakicount of these is that most

working people will face these costs, but retiresee unlikely to be making

superannuation contributions or paying mortgages.
Figure 8: Selected pension replacement rates Septbar 2008

0.5
0.45
0.4
0.35
0.3
0.25
0.2
0.15
0.1

0.05




DRAFT

Source:See Table 4.

In summary, simple measures of pension adequaayldihe regarded with caution.
The discussion has shown that components of listagdards for those in retirement
and those in work are much broader than eithepémsion alone or a single measure
of incomes for those of workforce age. More rekabidicators of living standards
need to adopt a comprehensive approach.
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4  Private incomes and assets of age pensioners

4.1 Trends in private incomes

While the proportion of age pensioners complete&gahdent on the pension is fairly
low, the largest group is those with incomes uriderfree area-$100 per fortnight for
a single pensioner and $88 per fortnight for eaembrer of a couple at June 1999, at
which time around 68 per cent of age pensionersiheames within the free area
range. Unpartnered women (74 per cent) are moedylto have income in this range
than couples (70 per cent) or unpartnered men €r2gnt). The most common form
of private income is from savings and investmemssally from banks, building
societies or credit unions. In 1998, around 90qest of age pensioners had incomes
from this source. Currently, around 10 per cenfpefsioners have incomes from
superannuation (7 per cent of females and 14.%@mr of males), an increase from
around 7.5 per cent of pensioners in the late 1980s

The proportion of age pensioners receiving a redluate of payment reflects access
to private income and assets among the retired, @mhges in income test

parameters. Table 2 showed that the proportiorgefpensioners with a reduced rate
fell from around 20 per cent in 1970 to 10 per dent975. This resulted from the

abolition of the income test for pensioners agegé&drs and over. The reintroduction
of the income test in stages from 1978 correspahgiresulted in an increase in the
proportion paid at the part-rate, as can be seéigure 9.

Figure 9: Percentage of age pensioners receivingdced rates 1955 to 1999
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Source: Department of Social Securityen Yearly Satistical Summary, annual reports, ardSS
Customers: A Satistical Overview, various years

Figure 9 also shows the effects of fluctuationshef real value of the free area over
time. Generally, peaks in the value of the freeaarerrespond to troughs in the
proportion of pensioners receiving a reduced ratel (vice versa) as in 1967, 1973,
1983 and 1988. The free area was equal to theathipension rate late in 1972. This
fell substantially thereafter, because it was moeked in line with inflation, while
from 1976 onwards the pension rate was. In 1982frthe area was 39 per cent of the
pension, falling to around 28 per cent by 1990c&i1991, the free area has also been
indexed and has remained around 28 per cent oftdrelard rate, with the rate for
couples being about 30 per cent of their basic geys Nevertheless, the general
increase in the proportion of pensioners with reduate payments in part reflects
this fall in the real value of the free area.

4.2 Pensioners' assets

As noted by Foster (1988 p. 41), asset ownershifiec® a number of advantages on
some older people. Assets can be invested to peodoancome, or in the case of
home ownership can reduce the need for incomeytogd. Assets can also be sold
to meet consumption needs. The assets test onopsnsias introduced in 1985 to

better target assistance to those with greater spemad to ensure the effective

operation of the income test. The rate of penssocaiculated under both the income
and assets tests, with the test that results itother rate being the one applied. While
the majority of pensioners have payments assessdéruhe income test, the

proportion directly assessed under the assethassincreased from under 2 per cent
in the late 1980s to just over 6 per cent in 19@® (Figure 10 below).

Figure 10: Proportion of age pensioners paid undethe assets test 1985 to 2008
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Source: Department of Social Securityen Yearly Satistical Summary, annual reports, ardSS
Customers: A Satigtical Overview, various years

The increase is most likely due to falling nomimnales of return from investment.
From 1992, rates of return have dropped so thatafoincreasing proportion of
pensioners, the assets test reduces their ratensign by a greater amount than, for
instance, the income from their assets reduces pagision under the income test.
Hence, they are paid under the assets test.

Administrative data on assets are collected frompeahsioners. Tables 5 and 6
provide details of the distribution and averagaugabf assets held by age pensioners
at June 1998 and June 2008, as well as the propastithose with assets who own
their own home. At June 1998, around 92 per ceagefpensioners were recorded as
having positive assets (not including the familyr®).
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Table 5: Distribution of assets of age pensionerdune 1998 and June 2008

Percentage of age group by asset holdings

June 1998
Age $0.01 | $1,000 | 5,000.00 | 10,000.00 | 20,000.00 | 50,000.00 More With assets
to to to to to to Than as % of
$1,000 | $5,000 | $10,000 $20,000 $50,000 | $100,000 | $100,000 total
60-64 7.3 8.7 8.8 13.8 25.9 23.0 12.4 93.7
65-69 6.8 8.64 8.5 13.7 26.7 22.9 12.9 94.0
70-74 8.0 10.2 9.9 15.8 27.2 18.4 10.5 92.8
75-79 10.3 13.8 12.1 17.9 23.4 13.5 8.9 90.7
80-84 10.6 15.8 13.0 17.7 21 12.4 9.5 89.8
85-89 9.6 16.2 13.1 17.2 19.4 13.1 11.4 89.3
90 plus 8.6 15.7 12.2 15.9 18.5 14.6 14.6 88.0
Total 8.3 11.3 10.3 15.6 24.8 18.4 11.2 92.2
June 2008

63.5-64 2.3 7.8 9.1 13.9 21.9 17.2 27.2 99.5
65-69 3.7 7.9 8.4 12.5 20.8 17.6 27.2 98.2
70-74 4.1 7.7 8.0 12.5 22.1 19.3 23.4 97.2
75-79 4.3 7.7 7.9 12.6 23.4 19.9 20.9 96.8
80-84 4.8 8.1 8.0 13.0 24.1 19.0 19.3 96.3
85-89 55 9.0 8.3 13.2 23.0 17.4 19.5 95.8
90 plus 5.1 8.9 8.3 12.4 22.3 16.6 22.2 95.7
Total 4.2 7.9 8.2 12.7 22.4 18.6 23.2 97.2

Sources: Research and Analysis Section, Retirement Programs Branch, Department of Family and
Community Services, 1999; SuperCross Pensions Cube (06June08) by Data Support & Analysis
Section, SMT, FaHCSIA.
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Table 6: Average assets of age pensioners, June 82&d June 2008

June 2008 $

Age Home owners| Mean assets of those Mean assets of| Median assets
) with positive assets| all pensioners of those
(%) (%) with positive
assets
%)
1998
60-64 78 61,620 57,810 42,310
65-69 78 62,710 58,900 43,670
70-74 75 54,820 50,880 33,460
75-79 69 46,520 42,170 24,210
80-84 61 46,250 41,490 20,810
85-89 50 51,150 45,710 21,500
90 plus 33 59,850 52,640 25,030
Total 67 55,500 51,150
2008
63.5-64 76 89,250
65-69 76 83,020
70-74 76 74,750
75-79 73 70,450
80-84 67 68,330
85-89 57 68,330
90 plus 43 73,460
Total 67 75,250
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Source: Research and Analysis Section, Retirement Programs Branch, Department of Family and
Community Services, 1999 and SuperCross Pensions Cube (06June08) by Data Support & Analysis
Section, SMT, FaHCSIA.
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The proportion of customers with assets falls frédnto 86 per cent from age 65 to

age 95 and over. Average assets held begin tondeatound age 66 and continue to
be less for each of the age categories until th8Bbategory where average asset
holdings again begin to increase.

Figure 11: Change in real mean value of pensioneisaets, 1998 to 2008
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Further analysis of the position of women findst tdavorced, separated and never
married women are less likely to have assets thdows, who are less likely to have
assets than married women (16, 17, 11 and 4 perrespectively of these groups
having no recorded assets). Overall, around 45@et of divorced or separated age
pensioners and 38 per cent of single female agsiqers have no assets or less than
$5,000 worth of assets.

Overall, the data suggest around one-quarter affahose with assets have holdings
of between $20,000 and $50,000, with around 45cpat having assets below this
level and 30 per cent having assets of $50,000ave nHowever, it can be noted that
by including those with no recorded assets, roughlg-quarter of all age pensioners
have assets of less than $5,000, including persdifeats.
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Figure 11: Percentage of age pensioners who are herawners 1958 to 2008
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Source: Department of Social Securityen Yearly Satistical Summary, annual
reports, andSS Customers: A Satistical Overview, various years

As Figure 11 shows, in 1999 around 68 per cengef@ensioners owned their home,
the proportion having dropped slightly from its ked 70 per cent in the early 1990s.
The chart shows the substantial increase in homeeship after the Second World
War and the sustained high levels among age peasrsiesince the mid 1970s.

Among age pensioners, patterns of home ownership acording to age, sex and
other characteristics. For instance, for those witiher assets home ownership is
above 70 per cent up until ages 75-79 where itightty lower. For those aged 80

years or more, home ownership is substantially tpdewn to around 50 per cent for
those aged 85-89 years, and 33 per cent for thgse @0 years or more. The age
groups at which home ownership is lowest coincidth uhe ages around which

average assets held begin to rise.

Recent administrative data on pensioners' assdt$vang arrangements support the
idea that older pensioners tend to sell their h@nd move to live with family
members, in nursing homes or make other arrangenfentaccommodation under
which they are no longer classified as home owrlerparticular, when comparing
pensioners aged 80 years or more with younger pesis, there is an increase in the
proportion classed as 'non-home owner in governiiugrited aged care' and a
corresponding fall in the proportion who are honveners. However, at this time
there is insufficient earlier data from which totetenine trends or to further
differentiate changes in assets and tenure.
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Recent fluctuations in the rates of home ownersinipong age pensioners are
therefore likely to be the result of many factoangluding the increased longevity of
men, the associated increase in the greater propodf married couples and

fluctuations in returns from investment income.pi¢sent, there is no definite trend
to increase or decrease rates of home ownership@gth@ group.

5 Trends in the cash incomes of older people
5.1 Trends in gross incomes

Table 7 summarises trends in the incomes and deaistics of older income units
from 1982 to 1997-98. The table is derived from phublished results of the ABS
Income Surveys. Results refer to income units, wlear families, and the income
data are gross (before tax) and not adjusted &mmire unit size (equivalized).

In 1997-98, older income units made up just overp#&r cent of all income units.

Their mean income was around 52 per cent of thal totean income for the

population. Around three in four older income urhisve government pensions and
allowances as their main source of income, comptrgast under 30 per cent of the
total population. Nearly three-quarters of olderame units own their home without
a mortgage, compared to around 31 per cent ovéraér households are only half as
likely to be renters (16 compared to 35 per cdmi}, are slightly more likely to be

renting public housing (7 per cent compared topeb cent). More than half of all

older income units are single people, and very fawve dependent children. Older
income units have increased from 15 to 17.5 pet oémll income units over this

period. Single person units have declined sliglifittyn 58 to 56 per cent of older

income units, and women as a proportion of oldaglsipeople have fallen from 78 to
72 per cent.

The real average income of older couples has iserkhy 5.7 per cent, while the real
average income of older single people has increbgesl7 per cent, compared to a
real increase of 4 per cent for the population agale. These trends are shown in
Figure 12. As a result, the average incomes ofropmple have increased as a
proportion of the average incomes of all incometsum the population—slightly
more for singles than for couples.

As Figure 13 shows, recent trends appear quitdilglauggesting that one should be
cautious about apparent year to year changes.eAdame time, there does not appear
to be a particularly strong long-term trend in pener incomes, with the average for
older people increasing only from 50 to 52 per aamr this 15-year period. It should
also be remembered that the very substantial langncreases in real pension levels
are not captured in this figure. Most of the rearease in pension rates occurred in

® |t should also be noted that the ABS Income Sureeyer people in private and special dwellings.
They exclude people in institutions such as hokpitaursing homes and hostels and retirement
villages.
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the late 1960s and early to mid-1970s. Thus therasgion of relative stability in
incomes shown in Figure 13 is consistent with thedest increase in real pension
rates over the 1980s and 1990s shown in Figure 4.

Nevertheless, there appears to be a significantingetn the proportion of older
couples for whom government benefits are the pualcsource of income, and
correspondingly a significant increase in the rofeother private income (from
property and investments). In contrast, there ajgp@abe very little change for single
older income units in the role of different incoswurces.

Further disaggregation reveals that, for couplkes, dverall decline in reliance on
pensions and allowances is associated with a Mallhe proportion who receive
between 50 and 90 per cent of their gross incoram fpensions. The proportion
receiving 90 per cent or more of their income frgovernment payments is virtually
unchanged over the period, although showing flusioa in different years.

Inequality of gross incomes measured by the Gimeffadent (a single figure
measuring inequality of income distributiBrjas increased for older couples and for
older singles, but the overall level of inequaktywong older people is substantially
lower than among the population generally.

Finally, Table 7 summarises trends in housing tenidihe level of outright home
ownership among older couples has increased fronto884 per cent, with the
proportion with a mortgage or renting from publitgtaorities falling. The proportion
of private renters appears to have been broadhtestt under four per cent. Home
ownership rates also increased among single ofdeme units, but are substantially
lower than for couples. There has been a smaleas® in the percentage of single
older people in public housing. Among the total ylagon, there has been an
increase in the proportion owning their homes gbtriand a fall in the proportion
with a mortgage. The proportion of the total popola renting privately also
increased over this period.

In summary, this table suggests that the older ladipn has had larger increases in
incomes than the overall Australian population sittee early 1980s, and as a result
their incomes have increased relative to the pojpmaenerally. This trend has been
stronger for couples than for singles. The trersd @ppears to have been associated
with a reduction in 'partial dependence’ among rotaeiples, with the proportion of
older couples receiving 90 per cent or more ofrtimgiome from government benefits
little changed over this period.

® The Gini coefficient is a measure of the expeclé@rence between the incomes of any two units in
the population and has been scaled to lie betweenand one. It has the value zero when income is
distributed equally and the value one when onenagitives all the income.' (ABS 199896-97

Income Distribution Australia, catalogue number 6523.0, p.61.)
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Figure 12: Change in real average income 1982 to 9897
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Figure 13: Trends in average incomes of all oldergople, 1982 t01997-98
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Table 7: Trends in incomes and characteristics oflder income units, Australia, 1982 to

2005-06

1982 1986 1990 1994-5 | 1995-6 | 1996-7 | 1997-8 | Change

No. of older income units
Couples 439.2 521.5 591.4 643.9 684.8 691.6 701.5 +59.7
Singles 600.3 643.3 733.4 840.6 811.4 867.2 896.4 +49.3
All older 1,039.5 | 1,166.2 | 1,327.7 | 1,484.8 | 1,496.8 | 1.561.9 | 1,597.9 | +53.7

of all income units
Couples 6.3 7.0 7.4 7.2 7.7 7.6 7.7 +1.4
Singles 8.6 8.6 9.2 9.4 9.1 9.5 9.8 +1.2
All older 15.0 15.6 16.6 16.5 16.8 17.2 175 +2.5
Singles as of:
all older income units 57.7 55.2 55.2 56.6 54.2 55.5 56.1 -1.6
people in older units 40.6 38.1 38.3 39.5 37.2 38.5 39.0 -1.6
Females as of older singles n.a. 78.1 77.1 72.2 73.9 73.0 72.3 -5.8
Mean income ($pw) Real
Couples $208 $270 $423 $410 $429 $481 $460 +5.7
Singles $111 $143 $214 $208 $226 $242 $248 +6.7
All older $152 $200 $307 $296 $319 $348 $341 +7.1
Total Population $303 $410 $563 $579 $609 $625 $658 +4.0
Mean income ( of total)
Couples 68.6 65.9 75.1 70.8 70.4 77.0 69.9 +1.3
Singles 36.6 34.9 38.0 35.9 37.1 38.7 37.7 +1.1
All older 50.2 48.8 54.5 51.1 52.4 55.7 51.8 +1.6
Principal source of income of
older couples
Wage or salary 3.6 4.3 3.7 4.6 5.0 5.1 +1.5
Own business/partnership n.a. 2.2 2.5 2.9 3.0 3.1 3.1 +0.9
Other private income 19.6 23.3 24.7 21.8 26.2 25.8 +6.2
Government pensions and 74.7 69.8 68.3 70.2 64.9 65.4 -9.3
allowances
Principal source of income of
older singles
Wage or salary *0.3 *0.6 *1.4 *1.1 *0.4 *1.0 *0.7
Own business/partnership n.a. *0.9 1.1 *0.8 *0.8 *1.5 *1.4 *0.5
Other private income 16.7 16.7 17.4 17.4 15.6 17.3 0.6
Government pensions and 82.1 81.6 80.0 80.0 81.4 79.7 2.4
allowances
Pensions and allowances as
of gross income of older
couples
50 and less than 90 n.a. 31.0 31.2 18.4 18.6 20.8 21.1 -9.9
90 and over 43.3 37.9 48.9 50.9 43.1 44.1 0.8
Pensions and allowances as
of gross income of older singles
50 and less than 90 n.a. 18.4 27.1 12.3 16.0 17.2 12.8 -5.6
90 and over 63.7 54.1 71.3 63.8 63.9 66.2 +2.5
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Gini coefficient

Older couples - 0.30 0.34 0.29 0.31 0.33 0.31 +0.02
Older singles - - - 0.22 0.25 0.26 0.27 +0.05
Total population 0.40 0.41 0.42 0.44 0.44 0.44 0.45 +0.01
Tenure of older couples

Outright owner 80.0 77.1 81.2 84.9 85.2 84.1 84.9 +4.9
With mortgage 7.3 10.0 6.5 5.5 4.2 4.9 3.8 -3.5
Public renters 4.3 3.9 3.8 *2.0 3.0 *2.5 3.1 -1.2
Private renters 3.6 2.5 3.3 35 3.9 3.2 4.3 0.7
Tenure of older singles

Outright owner 59.8 60.9 64.5 62.9 64 67 63.9 +4.1
With mortgage 3.5 3.1 3.5 4 *1.9 2.6 2.6 -0.9
Public renters 7.2 8.3 7.9 10.4 9.2 9 10.1 +2.9
Private renters 6.9 6.9 5.6 6.8 7.3 5.7 5.4 -1.5
Tenure of total population

Outright owner 27.6 29.2 32.5 32.9 32.4 31.3 30.6 +3.0
With mortgage 25.4 24.3 22.5 20.7 21.9 21.4 23.6 -1.8
Public renters 3.9 4.1 4.5 4.2 4.7 4.4 4.5 +0.6
Private renters 15.7 14.2 15.6 17.5 19.9 20.6 19.8 +4.1

Note: Subject to very high sampling variability
Source: Australian Bureau of Statisticlsicome Distribution Surveys, various years
5.2 The equivalent incomes of older people

Adjusting for family size can have a substantiapatt on the measured living
standards of the older population. Table 8 illussahe effects of differing income
adjustments on the position of older people in dkerall income distribution. The
first panel shows the distribution of older peopieoverall gross income quintiles.
Nearly 60 per cent of older single persons falthe lowest quintile (20 per cent) of
the overall distribution, with a further 30 per tan the second quintile. Older
couples fall into the second and third quintilesbtgacting income tax to determine
disposable income moves just under 10 per centdef @ouples from the second to
the third quintile, but appears to have virtualdyeffect on older singles.

The table uses two different equivalence scalesljost disposable income. The main
effect of the Henderson equivalence scale is toease the proportion of older

couples whose incomes fall into the lowest equiMallecome quintile, and to move a

substantial proportion of single older people fritma first and second quintiles to the
second and third quintiles. The effects of usingg @ECD equivalence scales is even
more striking. On these equivalences, a highergtapm of couples than singles are
in the lowest quintile, and nearly a quarter ofeoldingle people are in the third

quintile, compared to around 5 per cent when ursteijlincomes are used.

Table 8: Distribution of older people by weekly inome quintile, Australia, 1996-
97 to 1999-2000

Percentage of income units by quintile group

Weekly income quintile All
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Lowest Second Third Fourth Fifth income
units
1996-97
Gross income
Older couples 5.1 52.4 26.1 9.2 7.1 100.0
Older singles 59.8 31.7 5.6 16* 1.2* 100.0
Disposable income
Older couples 5.1 43.3 32.3 11.0 7.8 100.0
Older singles 58.3 33.0 5.8 2.0* 09* 100.0
Henderson equivalent
Older couples 10.4 44.2 27.8 8.3 9.4 100.0
Older singles 39.0 33.2 16.8 5.7 5.2 100.0
OECD equivalent
Older couples 24.9 35.0 26.4 6.9 6.8 100.0
Older singles 18.3 49.0 23.4 5.3 4.1 100.0
1997-98
Older couples 7.3 50.4 26.2 11.2 4.9 100.0
Older singles 58.9 31.9 5.3 2.8 1.0 100.0
Disposable income
Older couples 7.2 42.3 32.7 11.6 6.1 100.0
Older singles 58.6 32.6 4.7 3.2 0.8 100.0
Henderson equivalent
Older couples 11.9 41.0 29.8 10.9 6.5 100.0
Older singles 39.1 31.7 18.6 5.7 4.9 100.0
OECD equivalent
Older couples 26.4 33.4 27.5 8.1 4.7 100.0
Older singles 15.3 51.2 24.0 5.4 4.1 100.0
1999-2000
Gross income
Older couples 6.5 56.7 19.3 9.6 7.9 100.0
Older singles 63.2 28.3 4.9 1.3 2.3 100.0
Disposable income
Older couples 6.5 47.9 26.2 10.5 8.9 100.0
Older singles 61.1 30.8 4.1 2.2 1.7 100.0
Henderson equivalent
Older couples 11.4 48.8 22.3 6.4 11.0 100.0
Older singles 41.3 35.1 13.3 5.7 4.5 100.0
OECD equivalent
Older couples 24.4 41.1 19.2 7.9 7.4 100.0
Older singles 22.8 48.2 20.4 4.4 4.2 100.0

Note: *Subject to relative standard error greater thapér cent.

Source: Australian Bureau of Statistics)come Distribution, Australia, 1999-2000, catalogue number.
6523.0, Table 26, pp. 37-38.
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Overall, this suggests that conclusions aboutelaive position of older people are
sensitive to the adjustment for family size ana alsnsitive to the precise choice of
equivalence scale. The reason for this sensitigishown in Figures 14 and 15.

Figure 14 shows the distribution of equivalent meoof older people, adjusted with
the OECD scales, as a percentage of the averageksu income of the total
population in 1995-96, compared to the distribufimnthe total population. Figure 15
shows the same figure for older people, but forcl&8d 1990, as well as 1995-96.
The extreme concentration of older people with leetw40 and 60 per cent of
average income is clearly evident. This range empasses all of those completely
dependent on the Age Pension or Service Pensios tipbse with relatively small
amounts of private income.

Figure 14: 1995-96 income distributions—older peopland all Australians
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Source: Estimated from unit record files, ARScome Survey 1995-96 (catalogue number
6541.0.15.001)

Figure 15 overleaf shows that the modal value lfier ¢quivalent incomes of older

people has increased relative to those of the jatipalgenerally, and that there was a
very large shift in this modal value and a declinethe degree of concentration,

between 1986 and 1990. Between 1990 and 1995-86nddal value did not appear

to increase relative to the average incomes ofpiygulation, but the degree of

concentration again increased, although not badk tt986 level.

The extreme degree of concentration of equivaleaghcincomes of the older
population has the effect of making many measufrdiging standards very sensitive
to small differences in measurement. As discusstowh estimates of relative low
income or 'poverty’ vary substantially over timed according to the low-income
standard or equivalence scale used.
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Figure 15: Income distributions for older Australians—21986, 1990 and 1995-96
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It can also be noted that this feature appearsigtinguish Australia from other
countries. Figure 16 shows the equival&lisposable cash income of older people (of
pension age) expressed as percentages of the mammalent disposable income of
the total population for a range of countries. Fhape of the distribution of income
of older people falls into two groups. Countrieattemphasise earnings replacement
(France, Germany, ltaly, and apparently the Un8&ates) share a similar, fairly flat
income profile, while those countries with subgtlht flat-rate pension systems
compress the incomes of older people into narropesaks. It is clear that the
Australian distribution of disposable income is m@ompressed than that of any
other of these countries, with more than 30 pet oéthe older Australian population
falling between 40 and 60 per cent of average irgortompared to around 20 per
cent in other countries in this group, and undempé&b cent in the European welfare
states and the United Stafes.

" Equivalized using the McClements equivalence scetie methodology used conforms as closely as
possible to the United Kingdom series dbuseholds Below Average Income statistics. See
Whiteford and Kennedy (1995) for details.

8t may be that the United States does not emphasisengs replacement, but that its pension system
does not substantially alter the distribution afame.

% This also means that estimates of poverty amonglter population in Australia are more sensitive
to the choice of poverty line than in other colesri



DRAFT

Figure 16: Comparison of income distributions of aller people, around 1985
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Table 9 shows average pensioner incomes as a fimpof the average income of
non-pensioners, adjusted using OECD equivalenciesséa Couples tend to have
higher equivalent incomes than single people dbpagh in 1990 single men have
about the same equivalent incomes as couples, @B 95-96, single men are
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apparently the most well-off group. In 1995-96,9b@ged 75 years and over appear
to be substantially worse off than those under &&y, but in the two earlier periods
this does not appear to be the case (except fglesmen in 1990).

Table 9: Incomes of pensioners as a proportion ohé incomes of non-pensioners by age
group and income unit type, 1986 to 1995-96

60 to 64 65 to 69 70to 74 75 plus All pensioners

1986

Couples 59.7 57.2 56.0 57.3 57.6
Single men* 81.0 68.4 55.4 50.0 65.3
Single women 65.4 53.7 52.5 53.2 55.4
All pensioners 65.3 57.2 54.5 54.2 57.8
1990

Couples 61.1 67.0 64.2 64.3 64.4
Single men* 51.9 65.4 74.9 58.5 62.3
Single women 60.7 58.2 59.5 57.1 58.4
All pensioners 59.6 63.6 64.0 59.9 61.7
1995-96

Couples 53.7 60.9 62.4 58.7 59.2
Single men* 53.4 68.3 70.7 62.6 63.9
Single women 51.4 58.0 60.5 49.1 53.4
All pensioners 53.0 61.0 62.7 54.6 57.6

Note: *Subject to very high sampling variability.

Source: Estimated from unit record files, ABS Income Syw&980 and 1990 (catalogue humber
6543.0) and 1995-96 (catalogue number 6541.0.1%.001

Figure 17 shows how estimates of the average velaticomes of older people are
affected by equivalisation. Adjusting for incomeitusize increases the average
relative incomes of older people, by about 10 paagge points in the mid-1980s and
five percentage points in the mid-1990s. The dediinthis effect is probably due to

the increasing share of older people who are ceuphe the decline in family size

among the younger population. While the effect gfiiealisation may not appear

large, it can be noted that it is actually gredlten the trend increase in the relative
incomes of older people over this period.
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Figure 17: Relative incomes of older people, uneqealised and equivalised
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Table 10 shows the average incomes of quintilegg@i persons of pension age as
percentages of the average income of the non-pegrspmpulation.

Table 10: Incomes of pensioners as a proportion tiie incomes of non-pensioners, by
pensioner income quintile, 1986 to 1995-96
Average income of quintile group as percentage ofvarage for non-pensioner population
1986 1990 1995-96
Lowest 30 31 29
2nd 37 40 40
3rd 41 46 45
4th 53 58 57
Highest 120 134 117
All pensioners 58 62 58

Source: Estimated from unit record files, ABS Income Syw&980 and 1990 (catalogue number
6543.0) and 1995-96 (catalogue number 6541.0.1%.001

The relative position of the poorest quintile hasibgenerally stable. On average, the
higher relative income of pensioners in 1990 appdar be associated with a
substantial increase in the relative position o tithest quintile of pensioners.
Correspondingly, the decline in the average incoaiedl pensioners appears to be a
result of the richest quintile losing this advamadhis probably reflects the high
interest rates applying in 1990, and the effectdetflines thereafter. In contrast, the
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second, third and fourth quintiles of have mairddinmost of their relative
improvement. In this context, it is worth notingththe second quintile of pensioners
have a higher degree of reliance on governmentmecsupport than do the first
quintile, primarily because the first quintile inde persons of pension age who have
low incomes from self-employment. It is also notatiat the average income of all
pensioners is higher than the average income ofain¢h quintile of pensioners in
each year. This implies that the distributionstaghly skewed, presumably reflecting
the coexistence of the high concentration of peresi® around the statutory rates of
pension and a very long tail of high incomes.

Table 11 shows the distribution of persons of pemsage by (OECD) equivalent
income quintile. It can be seen that nearly halalbfpensioners are in the lowest 30
per cent of the total income distribution. The éalsluggests that there has been
relatively little change in this situation over thast decade, although the proportion
in the richest 30 per cent of the population mayehacreased slightly.

Table 11: Distribution of pensioners by equival@ebme decile, 1986 to 1995-96

Proportion of pensioners in each income decile

1986 1990 1995-96

Lowest 19.1 20.0 19.6
2nd 15.6 15.8 14.7
3rd 14.4 14.3 13.8
4th 13.0 12.8 124
5th 11.2 11.1 10.9
6th 9.0 8.9 9.1
7th 7.1 7.1 7.3
8th 5.2 5.2 5.8
9th 3.7 3.4 4.2
Highest 1.9 1.5 2.3

Source: Estimated from unit record files, ABS Income Syw&980 and 1990 (catalogue humber
6543.0) and 1995-96 (catalogue number 6541.0.1%.001

Table 12 shows income inequality among pensiongrage and income unit type,

using the ratio of the incomes of the 90th per¢entif each group to the 10th

percentile of each group. Inequality among singtéed men aged 60 to 64 is highly
variable, because of the small sample size of tbepg Overall, this measure suggests
a small decline in inequality, although the trefaisdifferent age and income unit

types diverge. Generally, the highest degree ajuabty is among the 60 to 64 year
age group, inequality is usually greater amonglsimgen than single women, and
inequality is lowest among those aged 75 yearsoaed

Table 12: Inequality among pensioners—ratios ofoih to the 10th percentiles of pensioner incomes

60 to 64 65 to 69 70to 74 75 plus All pensioners

1986

Couples 3.0 2.8 2.5 1.7 2.0
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Single men* 4.4 3.6 2.7 2.4 3.0
Single women 3.9 2.5 2.6 2.5 2.5
All pensioners 3.6 2.8 2.7 2.6 3.0

1990
Couples 2.2 1.9 1.7 1.7 2.9

Single men* 7.1 2.9 2.4 2.1 2.8
Single women 3.1 2.3 2.6 2.1 2.6
All pensioners 3.4 3.1 3.0 2.4 2.8

1995-96
Couples 2.7 2.9 2.8 3.2 3.1

Single men* 2.9 3.4 2.3 3.1 3.1
Single women 3.1 2.5 3.2 2.0 2.4
All pensioners 2.8 2.7 2.8 2.6 2.6

Note: *Subject to very high sampling variability.

Source: Estimated from unit record files, ABS Income Syw&980 and 1990 (catalogue number
6543.0) and 1995-96 (catalogue number 6541.0.1%.001

Table 13 shows trends in pensioners' income solrgesjuivalent income quintile.
The notable patterns here are the continued doménahgovernment income support
up into the fourth quintile of pensioners. Overalgcome support provides just over
half the total cash income of older people in 1985-

Table 13: Pensioners' income composition by quingl, 1986, 1990 and 1995-96
Per cent of quintile income by source
Wages Business Income support Investment Super Other
1986
1st 1 1 92 6 0 0
2nd 0 0 95 4 0 0
3rd 1 0 85 13 1 0
4th 5 2 60 23 10 1
5th 23 7 12 42 15 1
All 10.9 3.5 51.2 25.5 8.4 0.5
1990
1st 1 0 88 10 1 0
2nd 1 0 90 8 1 0
3rd 1 0 80 15 3 0
4th 6 2 56 23 13 0
5th 20 5 11 48 14 1
All 10.3 2.7 47.7 29.6 9.3 0.4
1995-96

1stl 1 92 6 0 0

2nd 0 0 96 3 1 0
3rd 1 1 86 9 3 0
4th 4 1 63 16 15 0
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5th 26 9 13 31 21 1

All 11.6 3.6 53.8 18.1 12.4 0.4

Source: Estimated from unit record files, ABS Income Syw&980 and 1990 (catalogue number
6543.0) and 1995-96 (catalogue number 6541.0.1%.001

Results for 1990 differ significantly from the othgears, particularly in the greater
significance of investment income. The role of istweent income for the highest
quintile group is much lower in 1995-96 than inheit 1990 or 1986, apparently
reflecting a large increase in the contributionsoperannuation and a more modest
increase in the role of earnings. Over the wholeade, between 1986 and 1996, the
contribution of investment income has fallen frof t® 18 per cent. Most of this
declining share matches an increase in the coitritbof superannuation income.

6 Trends in household expenditure levels

There are strong arguments that measures of corisumgye more appropriate than
incomes as indicators of household living standafdss is because incomes may
reflect temporary variations, which may be smoothgdorrowing or saving or by
running down assets. This is particularly importamnthe case of older people, who
typically have lower incomes than the non-retireghydation, but who have had the
opportunity to accumulate wealth. To the extent gwech smoothing is possible, it
would be expected that consumption and incomes dvdivierge, with consumption
being the better indicator of long-term living stands. However, available data are
limited to household expenditures rather than condion. The most notable problem
with available expenditure data is that it does inotude the flow of services from
ownership of durables, including the family homéeTdata should be considered as
an imperfect indicator of consumption, albeit ire ttame way that income is an
imperfect indicator of economic resources

Table 14 shows trends in the income and expendiawels of older households
between 1984 and 2003-2004. Over this period, srandhousehold incomes and
expenditures are significantly affected by changesiousehold size, which have
fallen, but more substantially for younger housdieahan for older households. To
partly adjust for this, the table also shows tremdsncome and expenditure per
person.

Table 14: Trends in household incomes and expendites, Australia,
1984 to 2003-2004

1984 1988-89 1993-94 1998-1999 2003-2004

Households with reference person 65 years and over

Average $229.48 $323.01 $348.68 $384.67 $550.00
income

Average $196.23 $273.44 $335.81 $395.93 $509.42
expenditure

Income per $133.42 $187.80 $211.32 $234.56 $338.15
capita

Expenditure $114.09 $158.98 $203.52 $241.42 $313.20

per capita
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Food share of 22.60% 21.90% 21.30% 20.38% 19.98%
total

expenditure

All households

Average $453.60 $636.05 $723.23 $879.22 $1,128.00
income

Average $361.84 $502.71 $602.11 $698.97 $883.45
expenditure

Income per $159.72 $228.79 $274.99 $338.24 $445.05
capita

Expenditure $127.41 $180.83 $228.94 $268.90 $348.57
per capita

Food share of 19.70% 19.10% 18.40% 18.17% 17.30%
total

expenditure

Older households relative to all households

Ratio of 50.60% 50.80% 48.20% 43.75% 48.76%
average
incomes

Ratio of per 83.50% 82.00% 76.85% 69.35% 75.98%
capita incomes

Ratio of 54.20% 54.40% 55.80% 56.64% 57.66%
average
expenditures

Ratio of per 89.50% 87.90% 88.90% 89.78% 89.85%
capita
expenditures

Source: Calculated from Australian Bureau of Statistidsusehold Expenditure Survey, Australia
(catalogue number 6537.0) various years.

Figures 18 and 19 illustrate these trends. Reatg@gita incomes of older households
rose by around 17 per cent, but real expendituregata rose by nearly 27 per cent.
This compares with an increase for all househofd&9aoper cent in real income per

capita and 27 per cent in real per capita expergditlAs a result, the average income
per capita of older households has fallen from @4 & per cent of the per capita

household income of the population as a whole. l@ndther hand, the per capita
expenditures of older households remained remaylsible at around 90 per cent of
the population generally.
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Figure 18: Trends in real household expenditures ahincomes, Australia, 1984

to 2003-04
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Figure 19: Trends in relative household expenditure and incomes, Australia,
1984 to 2003-04
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Source: See Annex.

The differences in the income trends shown heretlaoske found in the earlier tables
are likely to reflect a number of factors. The pds covered differ to some extent and
in addition, these results refer to household ine®@nd earlier results to income unit
incomes.
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7 The impact of non-cash benefits and indirect taxes

Government non-cash benefits in the form of sesvared subsidies have a substantial
impact on the living standards of the populationegally, and particularly on those of
older people. The ABS (catalogue number 6537.0)dséisnated that in 2003-2004
the value of government services and subsidiesdaseholds with a reference person
aged 75 years and over was $281 per week, compareash benefits of $257 per
week. On average, indirect taxes paid by theser dideseholds are estimated to be
roughly &72 per week compared to income tax lidied of $29 per week. Health
benefits and other welfare services are most sagmf for the older population and
education benefits are most important for the yeurmgppulation. The average value
of direct government cash benefits is greater @nagrage private income for these
older households, and is particularly significaotdlder single-person households.

These estimates can be used as broader indicatdisusehold living standards,
incorporating the impact of a more comprehensivecten of government policies.
However, it should be emphasised that these essmate the result of many
assumptions. They do not show the redistributivpaan of the welfare state in an
economic sense (Piggott 1987). Nevertheless, thmeyuaeful for illustrating that
government impacts on living standards encompastimmore than cash benefits.

Table 15 compares income components for older mldeyroups with the average
for the population generally. For example, in 2Q@3-the average private income of
older households was only 35 per cent of that efttital population. After including
cash income support, this ratio rises to 52 pet, @l after taking account of income
taxes it increases to 59 per cent. The additiondifect government benefits and the
subtraction of indirect taxes further increases rdo to 65 per cent. Figure 19
illustrates these effects, and also shows the fgignce of adjusting for household
size.

Figure 19 also compares these effects in 1993-848603-04. For example, it can be
seen that there were improvements in relative pivacomes for older households
between 1993-94 and 2003-2004, and also in relgtioes and disposable incomes,
but relative final incomes and final incomes pgsitaahad fallen slightly.
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Figure 19: Comparisons of different household incom concepts, 1993-94 and 2003-04

Incomes of households with reference person 65 yasaand over relative to all households
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Sources: Calculated from ABS, Household Expenditure Survey, Australia, various years and The
Effects of Government Benefits and Taxes on Household Income, ABS catalogue number. 6537.0,
1993-94 and 2003-04.

Figure 20: Effects of benefits and taxes on houselddncome, 1993-94 and 2003-04

250
200
150 -+
100
50 A

0 -

Total direct Direct tax Total indirect Indirect taxes
benefits benefits
W 1993-94 m2003-04

Sources: Calculated from ABS, Household Expenditure Survey, Australia, various years and The
Effects of Government Benefits and Taxes on Household Income, ABS catalogue number. 6537.0,
1993-94 and 2003-04.

Figure 20 shows how the relative impact of differgarts of these systems has
changed over time. For example, in 1993-94, dibeciefits to older households were
191% of the overall average, but a decade latgr\treze around 174% of the overall
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average; direct taxes have increased marginallselative terms; indirect benefits
have fallen and indirect taxes have risen. Thessmgds all reflect rather complex
developments. First, it should be noted thathedke estimates are in relative terms —
that is how the benefits received and taxes pai@dldgr households compare with
those of households generally.

Another way of considering these issues is to coephe composition of final
incomes across households. Thus, Table 16 shogvsntome components as a
percentage of the ‘final income' for each househgid. It can be seen that, in 2003-
04 private income was around 54 per cent of tha fmcome of older households, but
98 per cent of the final income for the populatamna whole. Cash benefits for older
households raised this ratio to 90 per cent ofl fineome. Income tax reduces this
somewhat, so that the cash disposable incomesdef bbuseholds are about 82 per
cent of their final incomes. Indirect benefits étindirect taxes then contribute the
‘remaining’ 18 per cent of final income.

Overall, between 1984 and 1993-94 the net effecindirect benefits and taxes
became slightly more 'pro-aged’. This can be saehable 16. While the relative
contribution of indirect benefits remained stalde &ll households (20.3 to 20.4 per
cent of final income), they rose for older houselsdirom 26 to 34 per cent of final
income. This appears to reflect an increase inréhative contribution of health
benefits for older couples and older single pefsouseholds, and an increase in the
relative contribution of other welfare services fder couples. Between 1993-94
and 2003-04in contrast direct cash benefits feltersharply as a share of income for
older households, probably because their privatenres increased so significantly.
Income tax had roughly the same impact in bothsydaut indirect benefits rose more
for the general population than for the older papah, while indirect taxes rose
significantly overall, but more so for the oldempodation.
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Table 15: The effects of government benefits andxas on household income
compared to all households, 1984 to 2003-04

Income, benefits Couple only, Single All households, All
and taxes reference person 65 with reference households
person 65 and over person 65
and over years
and over

1984
Private income 28 12.4 30 100
Total direct benefits 239.5 159.5 208.9 100
Gross income 52.3 29.4 50.6 100
Direct tax 23.2 12.2 27.2 100
Disposable Income 59.7 33.8 56.5 100
Indirect Benefits
Education 8 100
Total health benefits 141.2 89.2 122.5 100
Other welfare 212.2 222.9 221.9 100
Total indirect 81.1 61.1 77.5 100
Indirect taxes 52.4 24.2 46.7 100
Final income 64.7 40.2 61.7 100
1993-1994
Private income 29.7 10.4 26.1 100
Total direct benefits 210.9 153 1914 100
Gross income 53.9 29.5 48.2 100
Direct tax 224 10.1 22.1 100
Disposable income 61.3 34 54.3 100
Indirect benefits
Education - - 4.9 100
Total health benefits 195.3 115.5 159.5 100
Other welfare 267.5 168.9 227.1 100
Total indirect 127.1 79 107.7 100
Indirect taxes 62.3 25.7 49.1 100
Final income 74.6 43.9 65.7 100
2003-2004
Private income 33.8 19.6 35.4 100.0
Total direct benefits 208.8 136.0 173.9 100.0
Gross income 54.9 33.7 52.2 100.0
Direct tax 17.9 11.6 23.7 100.0
Disposable income 63.5 38.8 58.7 100.0
Indirect benefits
Education 0.3 0.5 5.4 100.0
Total health benefits 213.1 122.3 142.5 100.0
Other welfare 169.2 87.1 142.7 100.0
Total indirect 126.7 73.7 91.9 100.0
Indirect taxes 74.7 40.6 70.7 100.0
Final income 76.8 46.8 64.9 100.0

Sources: Calculated from The Effects of Government Benefits and Taxes on Household Income, ABS
catalogue number. 6537.0, various years.
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Table 16: The effects of government benefits andas on household income by
household type, 1984 to 2003-04

Income, benefits Couple only, Single All households, | All
and taxes Reference person 6b person 65 with reference households

and over and over person 65 years

and over

1984
Private income 42.7 30.5 48 98.6
Direct benefits
Age Pension 34.5 42.8 325 4.5
DVA pension 11.3 6.7 8.2 1.8
Total direct benefits 47.4 51 43.4 12.8
Gross income 90 81.5 91.4 111.4
Direct tax -8.1 -6.8 -9.9 -22.5
Disposable income 82 74.7 81.5 88.9
Indirect Benefits
Education * * 1.2 9.3
Total health benefits 18.9 19.2 17.2 8.7
Housing benefits 0.5 1.7 0.8 0.6
Other welfare 5.8 9.8 6.4 1.8
Total indirect 25.5 30.9 25.6 20.3
Indirect Taxes -7.5 -5.6 -7 -9.3
Final Income 100 100 100 100
1993-94
Private income 37.7 22.4 37.7 94.8
Direct benefits
Age Pension 26.7 39.3 29.4 4.5
DVA pension 13.1 11.1 10.6 1.6
Total direct benefits 41.4 51 42.7 14.6
Gross income 79.1 51 80.3 109.4
Direct tax -6.2 -4.8 -7 -20.7
Disposable income 72.9 68.6 73.3 88.7
Indirect benefits
Education * * 0.6 7.9
Total health benefits 23.6 23.6 21.8 9
Housing benefits * 1.7 0.9 0.6
Other welfare 10.5 11.3 10.1 2.9
Total indirect 34.8 36.7 335 20.4
Indirect taxes -7.7 -5.3 -6.8 -9.1
Final income 100 100 100 100
2003-2004
Private income 43.3 41.3 53.8 98.5
Direct benefits
Age Pension 29.8 30.8 30.5 4.4
DVA pension 5.4 8.2 1.9 1.1
Total direct benefits 36.8 39.3 36.3 135
Gross income 80.1 80.7 90.1 112.1
Direct tax -4.9 -5.2 -7.7 -21.1
Disposable income 75.2 75.4 82.4 91.0
Indirect benefits
Education 0.0 0.1 0.7 8.7
Total health benefits 31.0 29.2 24.5 11.2
Housing benefits 0.3 1.5 0.6 0.3
Other welfare 7.6 6.5 7.6 3.5
Total indirect 39.0 37.2 33.5 23.7
Indirect taxes -14.2 -12.7 -15.9 -14.6
Final income 100.0 100.0 100.0 100.0

Note: * Subject to high sampling variability. Sources: Calculated from ABS Household Expenditure
Survey, Australia, various years, and The Effects of Government Benefits and Taxes on Household
Income, ABS catalogue number. 6537.0
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8 Trends in relative low incomes

In assessing trends in the wellbeing of the Ausinapopulation, a common form of
analysis is to estimate how many people have insdméow the Henderson Poverty
Line or other measures of relative low incortieThis is to be expected in a system
that gives priority to assisting those most in naad emphasises poverty alleviation.
There is considerable controversy about the nadfineoverty in wealthy societies
such as Australia. Much of the controversy is comeg with whether poverty is
purely relative, whether it has an irreducible dbigst component, or whether these
terms are at all useful. To review the literaturetbis topic is outside this paper's
scope. We emphasise that our analysis simply réderslative low income, and does
not provide direct evidence on the extent of haplsir deprivation among low-
income groups. When discussing the new resultgjoveot use the term poverty, but
refer to relative low income. However, other reshars using the same data and
similar methods have described their results awstgpestimates of poverty, so when
discussing their research, their term is adopted.

Studies using the Henderson line give a mixed pgctd trends in the circumstances
of older income units. King (1998) estimates thetween 1972-73 and March 1996,
the Henderson poverty rate (before housing costg)ng single older people rose
marginally (but was more than 30 per cent in bahqals) and among older couples
it fell slightly (from 5 to 3.8 per cent). After bsing costs, poverty rates were
substantially lower for singles but not couplesd dhey fell over this period. In
contrast, Saunders (1994) estimated that betwe8h-82 and 1989-90 'Henderson
poverty' increased from 10 per cent to 28 per cetile among older couples it
increased from 4.3 to 6.7 per cent. Part of thdamation for these differences is the
different time periods used. However, to be coesisthis would imply a reduction in
poverty among older people between 1972-73 and-828&an increase in the 1980s
and a fall for couples in the 1990s.

The variability of these results also reflects tachl choices made in measurement,
and the interaction between these choices andetyehigh degree of concentration in

the incomes of older people discussed earlier. lB#ao many older Australian have
incomes in a relatively narrow income range of laetw40 and 60 per cent of average
income, small differences in the level of the lowwome line used can have a large
impact on rates of low income.

The sensitivity of poverty and low-income estimateshese technical choices is well
illustrated in Tables 17 and 18, which give a widege of estimates of the level of
relative low income among the older population &nedds over time. All the results

in Table 17 refer to incomes over the relevantrfaial years. Table 17 shows trends
over time using the Henderson line, plus half-mediecome adjusted by different

equivalence scales, and a half average income meea$his last measure uses
household incomes and is consistent as far ashpessith the Households Below

Average Income Statistics produced by the Unitedgdom Department of Social

Security (referred to as the HBAI measure).
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The Henderson Poverty Line shows the largest iseréa poverty over the period
1981-82 to 1995-96. The low-income rate for oldenples rises from 5 per cent to
21.4 per cent over the period, for singles fromtd 132 per cent, and for the total
population from 13 to 21 per cent. As is well knguammajor contributor to this is that
the Henderson line has been rising faster tharageegncomes in the income surveys.
When the Henderson measure is adjusted only tectgfrice changes—as is the case
in the second panel of results—then the increastenoverall low-income rate is
from 13 to 14.9 per cent, and the increase is maaler for older income units,
particularly older singles.

The most consistent result is that low-income réde®lder income units are always

above those for the non-aged population, althohghektent of this difference varies
widely. In addition, all the results—except thoseng half-median income and the
'DSS equivalence scales'—show increases in lownecoates over this period.

However, the extent of this increase varies enostyorhe results using the standard
Henderson measure show an increase of eight pageepbints for the population as
a whole, while the half-median line with the OECBuialence scales shows an
increase that is only 0.8 percentage points.

Table 17: Alternative estimates of trends in the a@ent of low income, Australia,
1981-82 to 1995-96

Percentage of various groups with low income by-ibeome measure

1981-82 | 1985-86/ 1989-90 1994-95 1995-P6
Hender son detailed

Older couples 5.0 5.6 6.9 16.7 21.4
Older singles 10.8 24.5 27.9 31.1 31.7
All non-older 13.6 15.3 16.1 19.1 20.3

Total population 13.0 15.1 16.1 19.6 21.0

Henderson detailed (CPI-adjusted)
Older couples 5.0 4.8 5.3 14.1 16.9
Older singles 10.8 14.2 13.7 20.6 17.1
All non-older 13.6 14.0 13.2 15.6 14.6
Total population 13.0 13.4 12.7 15.7 14.9
Half-median, Hender son equivalence

Older couples 3.5 3.8 4.1 12.9 14.9
Older singles 4.5 4.6 6.8 16.9 13.9
All non-older 9.4 9.4 9.6 12.1 10.5

Total population 8.8 8.8 9.1 12.4 11.0

Half-median, McClements equivalence

Older couples 5.3 4.6 6.2 14.9 16.8
Older singles 4.9 5.9 9.1 17.8 14.9
All non-older 11.2 10.7 10.8 13.0 11.4
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Total population |  10.6 | 10.0 | 10.4 | 13.4| 12.0
Half median, OECD equivalence

Older couples 5.0 3.8 5.2 13.9 15.8

Older singles 3.9 3.9 6.6 16.8 13.8

All non-older 11.1 10.8 10.3 12.7 10.6

Total Population 10.4 10.0 9.8 13.0 11.2
Half median, DSS equivalence

Older couples 50.5 7.3 10.0 17.7 21.3

Older singles 66.4 15.7 14.2 18.1 17.6

All non-older 10.2 10.1 10.1 12.2 9.5

Total Population 15.4 10.2 10.3 12.9 10.8
Half mean, households, HBAI

Older couples 8.9 17.7 21.3 20.0 24.5

Older singles 25.5 40.3 36.4 26.6 28.4

Total population 13.2 14.5 15.4 15.6 15.1

Source: Estimates prepared by the Social Policy Reseaetttr€, University of New South Wales,

using ABS Income Surveys, unit record files, vasigaars

Table 18: Alternative estimates of low-income ragasstralia, mid-1990s

Percentage of the older population with low income

Annual income Current income Final
income
Income | Households Income | Households Households
units units
Henderson 21.4 - 10.8 - -
detailed 31.7 34.8
Henderson, CPI| 16.9 - - - -
17.1
Half-median, 14.9 - - - -
Henderson 13.9
Half-median, 16.8 17.3 7.9 8.6 -
McClements 14.9 17.9 5.7 7.3
Half-median, 15.8 16.5 7.3 8.4 -
OECD 13.8 16.3 5.3 7.2
Half-median, 21.3 21.8 - - -
DSS 17.6 19.7
Half-mean, 24.0 24.5 12.0 12.9 -
McClements 22.2 28.4 9.7 13.5
Half-mean, 23.1 23.4 11.2 11.7 -
OECD 17.7 20.7 7.7 9.8
Half-median, - - - - 5.7
1993, 3.2
disposable 8.2
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Half-median, - - - - 2.6
1993, 2.6
disposable plus 4.2
social wage

Half-median, - - - - 2.8
1993, 2.3
disposable plus 4.9
social wage

per capita

Note: The first number in each series is the low-incoate for older couples, and the second numberr igléter
single people. For ‘'final income' the third numimeeach set is the estimate for the total Austratiapulation.

Source: Estimates prepared by the Social Policy Researchr&ainiversity of New South Wales, using ABS
Income Surveys, unit record files, various years.

Between 1990 and 1994-95, all measures except B#d kHesults show an extremely
large jump in low-income rates for older coupled amost also show a jump for older
couples. As noted by Harding and Szukalska (1988re are doubts about the
comparability of the annual income data in the AlBGome Surveys from 1994-95
onwards due to a change in the ABS treatment cfetlveho altered family or labour
market status during the year.

Table 18 and Figure 20 show there are also sulstalifferences between estimates
of low-income rates at the same point in time, gsirwider range of methodological
variations. The first column shows results for old®muples and older singles,
respectively, which are the same as for the coomdipg results in Table 17. Table
18 then shows results using households rather ith@me units, and then using
current weekly income rather than annual incomeo B&neral conclusions can be
drawn. The use of households rather than incomts @gives slightly higher low-
income rates for all other technical choices. Usingent rather than annual income
gives very much lower low-income rates, exceptdmgle older people using the
standard Henderson methodology.

Figure 20: Alternative estimates of low-income rate for single older people, mid-
1990s
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A final set of percentages in the last column obl€al8 shows estimates of relative
low income after taking account of non-cash ses/aed subsidies and indirect taxes.
Here the relevant income concept is 'final incoasetsed in the preceding section of
this paper. The first set of estimates is simplyhef level of low income using half-
median equivalent disposable cash income, with esplent estimates adding the
value of non-cash benefits per household and peitacaespectively. These low-
income rates are lower for older households thathi® population generally.

In summary, these results show that estimates ef dilze of the low-income
population are sensitive to the precise choice ethmdological approach made in
measuring 'poverty’. Again, this reflects the caorticgion of older people in a
relatively narrow income range around the statutpension rates. However, a
number of conclusions can be drawn from these teahuohoices. On the basis of
cash incomes, low-income rates among older peopléigher when households are
used as the unit of analysis rather than incomesuSimilarly, using cash incomes,
older people are more likely to experience relatoxe income than is the non-aged
population. Finally, using current weekly incomé¢hex than annual income appears
to produce lower estimates of relative low income.
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9 Housing wealth
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Table 19: Tenure of older people and the total pogation 1982 to 2005-2006

1982 1986 1990 1994-5 1995-6 1996-7 1997-8 1999- Change | 2000-01 2002-03 2003-04 | 2005-06 | Change
2000 1982 to 2000-
2000 2001 to
2005-06
Tenure of older couples
Outright 80.0 77.1 81.2 84.9 85.2 84.1 84.9 85.8 5.8 88.5 88.7 85.2 86.4 -2.1
owner
With 7.3 10.0 6.5 55 4.2 4.9 3.8 4.5 -2.8 3.3 3.8 4.0 5.9 2.6
mortgage
Public 4.3 3.9 3.8 *2.0 3.0 *2.5 3.1 2.6 -1.7 35 2.1 4.0 2.1 -1.4
renters
Private 3.6 25 3.3 35 3.9 3.2 4.3 3.1 -0.5 2.3 3.2 4.6 3.3 1.0
renters
Tenure of older singles
Outright 59.8 60.9 64.5 62.9 64.0 67.0 63.9 64.9 51 73.7 71.7 74.4 74.0 0.3
owner
With 35 3.1 35 4.0 *1.9 2.6 2.6 4.9 1.4 2.8 1.6 2.2 35 0.7
mortgage
Public 7.2 8.3 7.9 10.4 9.2 9.0 10.1 7.6 0.4 9.2 10.2 9.6 7.8 -1.4
renters
Private 6.9 6.9 5.6 6.8 7.3 5.7 54 6.9 0.0 7.1 8.0 8.0 8.5 14
renters
Tenure of total population
Outright 27.6 29.2 325 329 324 31.3 30.6 29.8 2.2 38.2 36.4 349 34.3 -3.9
owner
With 254 24.3 225 20.7 21.9 21.4 23.6 25.0 -0.4 32.1 33.1 35.1 35.0 2.9
mortgage
Public 3.9 4.1 4.5 4.2 4.7 44 4.5 44 0.5 5.0 4.9 4.9 4.7 -0.3
renters
Private 15.7 14.2 15.6 175 19.9 20.6 19.8 19.5 3.8 21.0 22.0 21.2 22.0 1.0
renters

Note: Subject to very high sampling variabilitgource: Australian Bureau of Statistics)come Distribution Surveys, various years.
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The most important form of household wealth is hawaership, which is estimated
to have accounted for 49.5 per cent of househdaddtasn 1993 (Baekgard 1998).
Home ownership is a significant factor contributitogthe living standards of older
people. Home ownership is widespread among the gldeulation. Table 19 shows
the level of home ownership, with and without maggs, by life cycle groups in
1996-97.

Table 19: Dwelling tenure type by selected lifeleygroups, Australia,
1996-97
Percentage of income units by type of ownership
Owner without | Owner with
mortgage mortgage
One person, under 35 years 1.7 5.6
Couple without dependent children, 5.2 46.4
reference person under 35 years
Couple with dependent children
by age of oldest child
Under 5 21.2 44.8
5-14 24.1 53.5
15-24 42.4 43.4
One-parent families 11.8 18.7
Couples without dependent children:
Reference person 55-64 72.8 15.5
Reference person 65 years and over 84.0 4.9
One person aged 65 and over 67.0 2.6
All units with reference person 65 and over 74.5 7 3.
All income units 31.3 21.4

Source: Australian Bureau of Statistick)come Distribution, Australia, 1996-97.

Among the older population, the level of home owhey is more equally distributed
by income level than most other forms of privateoime. Table 20 shows levels of
home ownership by equivalent income quintile amtmg pensioner population in
1986, 1990 and 1995-96. While home ownership irsggavith income, the extent to
which this occurs is relatively slight.

Table 20: Pensioners' housing tenure by incometitpiin

Percentage of ownership

Owned Other
1986
1st 72 28
2nd 73 27
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3rd 78 22
4th 79 21
5th 81 19
1990

1st 75 25
2nd 75 25
3rd 79 21
4th 77 23
5th 88 12
1995-96

1st 78 22
2nd 76 24
3rd 77 23
4th 76 24
5th 87 13

Source: Estimated from unit record files, ABS Income Syw&980 and 1990 (catalogue humber
6543.0) and 1995-96 (catalogue number 6541.0.1%.001

Table 21 shows ABS estimates of dwelling valuesemdty by age group in 1995-
96. The value of dwellings owned by people agegeégts and over is lower than
among most of the younger population, but the le¥&ans outstanding is much
lower than for most groups of younger people. Assalt, older people have higher
average equity than people under the age of 45year

Table 21: Dwelling value and equity in the homedamer-occupiers, 1995-
96
Mean Mean loan Mean Owner-
dwelling outstanding equity occupier
value households
Age group | $000 $000 $000 000s
Under 35 | 147.6 62.3 85.3 787.3
35-44 179.0 46.7 132.3 1,082.1
45-54 188.8 22.7 166.1 1,063.5
55-64 179.2 6.7 172.5 750.2
65 and 156.2 11 155.1. 1,106.2
over
Total 170.8 27.1 143.7 4,789.3

Source: ABS, Australian Social Trends 1998, catalogue number 4102.0, p. 155

By modelling imputed income from owner-occupied $iag, the benefits of home
ownership can be taken into account in the incomgiloution. The most notable
Australian study to do so is Yates (1991). Whitdfand Kennedy (1995) used Yates'
estimates of imputed income and applied them tdl885-86 Income Survey (in the
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Luxembourg Income Study). For older people, imputedme from owner-occupied
housing (plus the relatively small imputed rentabsdy for those in public housing)
was equivalent to 26.7 per cent of cash disposatteme, compared to the
corresponding value of 8.9 per cent for the popaads a whole. The inclusion of
imputed income plus non-cash government benefitedathe average income of
older people from 73 to 86 per cent of the popatatnean.
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10 Conclusions

A mixed picture emerges from this analysis. Theraye incomes of older people
increased at a faster rate than for the populagenerally. As a result, their average
incomes have risen as a proportion of the commuaigrage. Among older people,
average expenditures per person have also incre@akohg account of government
non-cash benefits further improves the relativeitos of older people, as does
imputed income from owner-occupied housing. Atshee time, administrative data
suggest that there are sizeable proportions oagi@epensioner population who have
little or no income apart from their pension, aittlel or limited assets. However, the
extent to which this is the case appears to haeeedsed over time. Older people are
also over-represented in the lower income quintdéghe population. The most
striking feature of the incomes of the older popatais the degree of concentration
of incomes around pension levels. This complicatesrpretation of trends in
incomes and the relative position of this age granpluding their vulnerability to
low incomes.

In considering likely future trends in the relatip®sition of older people, it is
necessary to take account of a wide range of fadétopacting on the distribution of
incomes of those in the pre-pension age groupgitume, the wellbeing of the older
population is likely to be enhanced by a wide ranféactors, including increasing
superannuation coverage, increasing labour fordgcgeation among women, higher
real wages, and higher average levels of housirajtiveAt the same time, there are
trends that may tend to offset these, including kbeg-term decline and then
flattening of the labour force participation of maged 50 to 64 years (Ingles 1998),
and higher wage inequality among those of workigg.dn addition, family trends,
including the growth in the incidence of sole parmilies, may also have adverse
effects on wellbeing in retirement. Separated, igd and single older women
appear to have lower incomes and assets in retietinen men or couples. The trend
for women to defer childbirth until later in lifend the consequent compression of
their prime working years, along with increased cadiwnal participation among
young people, may also impact on capacity for gaifssion in retirement (Jackson
1998).

In terms of future monitoring of these and relatezhds, it is desirable to have
improved information about the dynamic processes Hre associated with these
developments. This would be best achieved througbrgoing longitudinal survey.

To capture the diversity of outcomes among thergbdgulation, it is also necessary
to use a broad range of indicators to monitor tsefdhally, the main message of this
paper is that the concept of economic resourced ums@nalysing trends in living

standards is of fundamental importance. Future yaiglshould pay particular

attention to modelling and measuring comprehensis@me measures.
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Appendix A: Pension levels, 1965 to 2008

Table Al: Trends in the level of the standard pamsi
Single pensions as of:

Year GDP HDIPC MTAWE* Process worker's Henderson

per capita wage Poverty Line,

single pensioner

1965 34.5 n/a 22.7 35.5 n/a
1966 33.5 n/a 23.7 35.0 n/a
1967 33.5 n/a 21.9 354 n/a
1968 31.9 n/a 22.3 33.1 n/a
1969 31.1 n/a 22.1 34.4 n/a
1970 30.7 n/a 20.9 35.8 n/a
1971 31.0 n/a 20.6 36.0 n/a
1972 32.1 n/a 23.7 35.9 n/a
1973 33.7 n/a 22.7 35.5 n/a
1974 41.3 57.9 25.9 39.0 94.9
1975 40.2 55.7 26.6 39.3 109.1
1976 39.3 55.4 26.0 39.7 110.7
1977 39.7 57.4 26.6 40.4 110.1
1978 40.3 57.1 26.4 41.4 107.7
1979 37.0 52.7 26.7 38.4 100.1
1980 37.8 54.7 26.7 40.0 103.0
1981 36.8 53.6 254 39.0 99.3
1982 36.9 53.7 24.0 35.2 102.0
1983 38.2 56.4 25.0 39.1 108.1
1984 37.0 54.1 23.9 39.1 104.3
1985 35.7 52.8 24.6 38.8 108.8
1986 35.4 53.5 24.0 42.0 109.0
1987 35.9 54.7 24.9 43.3 110.3
1988 34.6 53.6 24.9 43.6 107.1
1989 33.3 51.6 25.7 44.0 101.8
1990 33.9 52.5 26.2 43.4 108.6
1991 35.8 57.0 26.5 45.5 120.5
1992 36.0 54.8 25.6 44.7 116.5
1993 35.3 53.4 25.8 45.6 117.2
1994 34.3 52.3 25.7 45.4 112.7
1995 33.2 50.0 25.7 44.9 110.4
1996 33.6 50.3 25.8 47.8 111.5
1997 325 49.7 25.3 46.2 109.6
1998 30.5 49.3 25.0 45.4 108.6
1999 30.5 49.3 25.0 45.4 106.4

Note: *This is the value of the standard rate of pensibBeptember each year compared to the relevadAVWE benchmark as
legislated in November 1997.

Sources:Australian Bureau of Statistics Consumer Pricee¥ad\ustralia, Average Weekly Earnings, Austradiagd Australian
National Accounts , Metal Trades Industry AssociatiMelbourne Institute of Applied Economic and i@bResearch, and
Department of Social Securityen Yearly Satistical Summary, annual reports, arfdSS Customers: A Satistical Overview,
various years



