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The broad economic figures provided by the ABS show the challenges facing 

the Australian economy. 

 

Australian Inflation is near historic lows at an annual rate of only 1.0% over 

the year to June 2016 (after itself being negative in the first quarter of 2016). 

 
Interest rates – are low by Australian standards (at a record low 1.5%) but high 
compared to the rest of the world. Interest rates in North America & Western Europe 
are generally at 0% (ZIRP – Zero Interest Rate Policy) or even negative (NIRP – 
Negative Interest Rate Policy). 
 
Real unemployment as measured by Roy Morgan Research is 10.5% and under-
employment a further 9.0%. 
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Consumer Confidence is now the highest since November 2013 – just after 

the election of the Abbott Government. It is at its highest since Malcolm 

Turnbull became Prime Minister (September 2015). 

 

Business Confidence at 116.1 has fallen slightly during the post-election 

turmoil, but remains higher than a year ago towards the end of Tony Abbott’s 

time as Prime Minister. 
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On a two party preferred basis The latest multi-mode Roy Morgan Poll (August 6/7 
& 13/14, 2016) shows the ALP (51.5%) now just ahead of the L-NP Government 
(48.5%) on a two-party preferred basis just over a month past the Federal Election 
which Prime Minister Malcolm Turnbull delivered for the L-NP with a slim victory. 
 
Government Confidence Rating – The latest Roy Morgan Government Confidence 
Rating is 103.5 points in early August (August 6/7 & 13/14, 2016), with slightly more 
Australians believing the country is heading in the right direction than the wrong 
direction. 
 
Parliament is due to sit for the first time since the Federal Election next week, 
Tuesday August 30, 2016. 
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There are many largely external factors that relate to financial risk. They are all 
inextricably intertwined.  
This State of the Nation, focused on Financial Risk, looks in detail at  two of the most 
critical issues facing households: 
mortgage stress (debt); and investor stress particularly as it relates to retirement 
readiness and Australia’s ability to fund its retirement bill for an ageing population.  

 
• These issues are not only critical to households but also to governments and 

financial institutions. 
 

• The data used in this presentation comes from hundreds of thousands of in- 
depth interviews conducted by Roy Morgan Research with Australians and covers 
all aspects of their finances. This unique survey has become the industry 
currency and is subscribed to by most major financial institutions in Australia. 
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Mortgage stress - caused the GFC – like a little speck of sand in an oyster – it was 
worried, nurtured and covered up until it grew into a full blown recession in the US 
and then the Global Financial Crisis. 
 
Of course there was a particular environment of greed, creative financial packaging, 
institutionalised corruption , blind eyes and more….. Including a refusal recognise 
and treat the massive levels of hidden unemployment  
 
• None of that’s changed, so we really should be looking very closely at mortgage 

stress in Australia – and what might be the tipping points. 



The great Australian dream of home ownership is in decline while renting is on the 
rise.  
In 2000 almost 72% owned or were paying off their own home – now it’s just 65%.. 
However the proportion of Australians with a mortgage (paying off their home) has 
remained remarkably consistent at around 30%. 
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APRA reports almost a trillion dollars of mortgage debt ($927 billion). The chart 
shows a steady increase in mortgage debt until 2015, the sudden jump 2015 to 2016 
is due to APRA/Banking reclassification of investment home loans  (including them in 
this category) 
 
Although the proportion of Australians with a mortgage has remained consistent 
over the last 8 years, the ‘number’ has grown with population growth and two other 
drivers are contributing to this growth in the nation’s mortgage debt: 
 
• Property prices have gone up – median value is up 33%; 
• Amount borrowed has gone up – by 41%; 

 
And there seems no great hurry to pay back their loans so mortgage debt is now 
almost double what it was in 2008. 
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A comparison of the growth rates of household incomes and home prices shows 
clearly that household incomes have not kept up (particularly since 2013). Since 
2008 median household incomes have risen by 23.5% , compared to median home 
values up 33.5% and median amount borrowed up 41%. 
 
‘All things being equal’ this differential in household incomes and house values, 
combined with increased debt would be expected to result in increased mortgage 
stress. However ‘ all things are not equal’ and lower interest rates have had a 
counterbalancing effect as we will see. 
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Some 18.4% of mortgage holders are ‘at risk’ and 13.9% at ‘extreme risk’. 
Mortgage stress is based on the ability of home borrowers to meet the repayment 
guidelines currently provided  by the major banks. Mortgage holders are considered 
‘At risk’*  if their loan repayments to pay off their mortgage are greater than a 
certain percentage of household income. They are considered  ‘Extremely at risk’**  
if  even the ‘interest only’ is  over a certain proportion of their household income. 
 

Over the period shown here, mortgage risk peaked in May 2008 when the standard 
variable home loan rate was 9.45%. 

The latest figure  shown on this  chart is for the 3 months ended April 2016 with a 
standard variable rate of 5.65% 

The latest rate reduction brought the standard variable rate down to 5.25 which 
‘would theoretically bring  the proportion of Mortgage holders ‘at risk’ down to 
17.4% and ‘Extremely at risk’ down to 13.4% 

 
* “At Risk” is based on those paying more than a certain proportion of their 
household income (15% to 50% depending on income) into their loans based on the 
appropriate Standard Variable Rate reported by the RBA and the amount the 
respondent initially borrowed. 
** “Extremely at Risk” is based on those paying more than a certain proportion of 
their household income (30% to 45% depending on Income) into their home loans 
based on the cash rate set by the RBA and the amount respondents currently owe on  
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their home loan. 
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This chart shows the impact that changes to the standard variable rate would have 
on mortgage stress levels – all else being equal. 
It is not surprising that interest rates , housing prices and household income have a 
major impact on mortgage stress. 
But when we look beyond the averages- there are some surprising discoveries  
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Like any market – the home loan market presents a very different story depending 
on the unit of analysis – loans or $s. At the lower end, nearly one in four home loans 
(23.7%) have outstanding balances of under $100K but these loans account for less 
than 5% of the outstanding dollars. At the top end only 2% of loans have  over 
$750K, outstanding but they make up 7.2% of total outstandings. 
 
The majority of loans are under $250k, but the remaining 42% of loans represent 
almost 70% of the $ value. So where’s the stress? 
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The major determinant of mortgage risk levels is household income , with a high of 
83.2% for households with incomes under $60k.  
 
It appears on this chart that mortgage risk levels don’t drop to below average (18% 
for the year) until household income reaches $80K. By the time incomes reach above 
$100k risk levels decline to less than 2%. 
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The average level of home loan outstandings is highest in Sydney with $301K but this 
is not far ahead of Perth ($284K) and Melbourne ($269K). 
 
Country areas in all states have lower average outstandings than their capitals. 
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Mortgage stress levels are higher in all areas outside the capital cities except for WA. 
 
The highest levels are in areas outside of Hobart with 31.4%, SA country (26.1%) and 
NSW country (24.9%). 
 
These areas generally have lower household incomes and unemployment issues 
which have the potential to impact on mortgage stress levels. 
 
The fact that mortgage stress is higher in country areas despite the average amount 
owing being less, paints a rather negative picture for rural Australia and points to a 
two speed real estate market. 
 
The high profile Sydney and Melbourne markets in terms of high prices are not 
reflected in high stress levels (17.7% and 17.9% respectively) most likely due to high 
household incomes particularly in the high priced areas that get a lot of publicity. 
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Over 2 in 3 mortgages rely on more than one income. Their Mortgage risk is very low 
– 9% ‘At risk’ and 8% ‘Extremely at Risk’. 
 
However our analysis of the impact of the loss of one income (the lower of the two) 
shows the “at risk” level rises to a very high 38% and the “extremely at risk” goes up 
to 30.2%. 
 
This analysis shows that there is a considerable risk being faced by two thirds of 
households with mortgages if they are relying heavily on two incomes to pay the 
mortgage in the current employment market. 
 
Losing both incomes would obviously increase risk exponentially – but even a 
reduction in work – from full time to part time would have an effect. 
 
The impact of losing an income is greater than that of doubling interest rates. 
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Apart from the ability to keep up mortgage repayments, another critical factor in 
assessing financial risk is to compare the value of the dwelling with the value of the 
outstanding mortgage. 
 
On average the value of the property is well in excess of the amount outstanding. 
BUT…….we have identified some 6% of mortgage holders where their property value 
is less than or not much more than  amount outstanding on their mortgage. In WA 
it’s 8% of mortgage holders , in Qld 7.8% , SA 6.3%, NSW 5.3% and 4.8% in Victoria . 
 
With major company closures effecting local areas we can expect to see more of 
this.  And with little or no inflation we can expect to see more situations where 
people who would previously have relied on inflation and salary/wage increases to 
bring their mortgage commitments under control end up in Mortgage stress. 
 
The localised impact of the situation is even more devastating because 
 
a) The people who lose their jobs are frequently the lower paid more vulnerable to 

mortgage stress; 
 

b) when mortgage stress and unemployment coalesce in a local area there is 
downward pressure on housing prices; 
 

c) the local economy; retail etc. suffers, and spill down is inevitable without  
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intervention. The parallel to Detroit is unmistakeable. 
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We now look at the other end of life- A major problem facing the Australian 
Government and individuals is how to fund the retirement of an ageing population. 
 
We keep hearing about the declining number in the workforce for every retired 
individual.  
 
Let me tell you – we haven’t seen anything yet! 
 



Work status is a key determinant of retirement funding because the longer people 
work the longer they have to save for retirement and the shorter the period that 
needs funding. 
 
Since 2008 the total proportion of the 14+ population that are employed has 
declined only marginally from 60.2% to 59.9% but this hides the fact that there has 
been a decline in the proportion working full time and an increase in part time 
workers. The result is more under-employment and lower household incomes. 
 
The proportion classified as retired is currently 19.3% (marginally up from 18.9%) in 
2008. 
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This chart looks at the current financial position across all age groups excluding the 
value of owner occupied homes. 
 
The focus here should be to look at the 55 to 59 and 60 to 64 age groups as they are 
generally regarded as the closest to retirement. The average net wealth of the 55 to 
59 group is only $287K of which superannuation makes up $195K. The average debt 
of this segment $79K. 
The 60 to 64 group have the highest average net wealth with $342K of which 
superannuation makes up only $170K. 
 
The overall conclusion from this is that there will be considerable reliance by retirees 
on Government benefits for some time yet given the fact that ASFA estimates that 
an individual would need $545K  and a couple $640K for a comfortable lifestyle. 
Given the very low interest rates at the moment and the level of economic 
uncertainty the amount needed is likely to be well above these levels. 
 
The data shown in this chart is for individuals and so for couples it is likely to be 
higher for most people. 
 
We look at three groups retirees, intending retirees and pre retirees- the issues are 
all similar but at different stages. 
 
Young people (under 25) begin with little in the way of assets and debt. Over the  
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next several decades they will gain assets and greater debt – net wealth will 
generally peak just before 65. 
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 3.8 million retirees, their average age is 71.4 
 



There are currently 3.8 million who classify themselves as retired and with an 
average age of 71.4 Over three quarters of this group (79.7%) are over the age of 65. 
 
The current debate is about superannuation and whether $500k is enough in super 
or to retire on, or  whether that should be higher $1mill  – I guess with interest rates 
at 5% an income of $25k is minimum. But with interest rates at 2% or 1% on deposits 
- $500k wont go far. 
 
The reality is retirees today have $250k. 
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The reality is this retiree group has average gross wealth of $250K. This is up from 
$164k in 2008. 
 
Just over half is in pensions, annuities and superannuation. Average debt is very low 
at only $9K, leaving average net wealth of $241k and most reliant on at least some 
aged pension. 
 
Clearly we can see the impact of super has been to increase the wealth of retirees – 
but not enough. 
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Analysis of gross wealth of retirees by age shows younger retirees (under 60) with 
average gross wealth of $271K seriously under-prepared for retirement. 
 
The downward trend in gross wealth with age from $367K for retirees 60-64 down to 
$181K for retirees aged 80 plus represents two drivers: 
 
• Older people will generally have been retired longer and therefore have ‘used’ 

some wealth. 
 

• The impact of compulsory superannuation will be less for older people who had 
less time before retirement to amass superannuation. 
 

Investments outside of superannuation, pensions and annuities make up for more 
than half of the gross wealth of retirees 75 and over and in fact reach 67% for those 
aged 80 and over. 
 
It is perhaps surprising that even the lower aged retiree group , the 35 to 59 segment 
has a high reliance on funds outside of superannuation. 
 
This raises the potential need to make people who are eligible to increase their 
superannuation more aware of the advantages of doing so. 
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The number of people intending to retire in the next 12 months is estimated at 
405,000 , a 22% increase on the level seen in 2008 when it was 331,000. Males 
represent 220,000 and females 185,000. 
 
Since 2008, the average age of those intending to retire in the next 12 months has 
risen from 57.8 to 61.0, most likely as a result of the recognition of the need to work 
longer to fund retirement and qualify for the age pension. This is very positive in 
terms of retirement funding but there may be negative implications for 
unemployment levels with less vacancies becoming available. 
 
Both genders have increased their retirement ages by similar amounts since 2008. 
 
 



Although the average age of intending retirees is 61, this chart shows that a third are 
under 60, with the majority of that group being 
55 to 59. 
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The average gross wealth (excluding owner occupied home) of intending retirees is 
$315K up from $220K or 43% from 2008. Superannuation is playing an increasing 
role in retirement funding now representing 63% of all wealth up from 52%. 
 
Although the average debt level for this group is currently only $25K , it does reduce 
their average net wealth to $290K which is generally inadequate for self funded 
retirement. 
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Pre-retirees are an important group to understand in terms of their retirement 
funding readiness because there are 2.8 million of them with many being close to 
retirement with little time to make up for any shortfall. This group is defined as 
people aged 50 to 64 who are currently working. 
 
The average net wealth of this group is $307K with average debt of $94K, average 
superannuation of $215K and average investments outside of super of $186K. 
 
On these figures many are likely to fall short of adequate retirement funding without 
working past 65 if they are able. Women are behind men in all funding areas. 
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Since 2008 there has been a major change in the gender composition of the 
workforce with more female participation. Currently, 65% of males 14+ are 
employed, down 2.8% points from 2008, while almost 55% of females are now 
employed , up 2.% points since 2008.  
 
However, over the last eight years both genders saw their biggest gains in part time 
work. Retirement levels are highest for females with 20.5% compared to males on 
17.9%. 
 
Higher part-time work and retirement levels for females reduce the adequacy of 
their retirement funding, a topic that receives a great deal of attention. 
 
Males still have much higher full-time participation rates then females (50% vs. 
27.7%). 
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Analysis of superannuation balances of females and males over the last eight years 
shows: 
 
a) Superannuation balances have increased for both women and men; 

 
b) Female balances are still substantially lower than for men – 63% of the male 

average; 
 

c) They are making progress. 63% of male average is up on the 55% of male average 
reported in 2008. However, not the entire story. 

 
For superannuation of intending retirees the female average balance is $149K or 
63.1% of the male average of $236K. The gap has closed considerably since 2008 
when the female balance was only $79K which was equivalent to only 55.2% of the 
average male superannuation balance. A great deal of publicity has been given to 
this issue and it has obviously increased awareness and effort to improve retirement 
funding for women. 
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But in the broader issue of retirement funding  total average net funding levels for 
women intending to retire in the next 12 months, the figure is $228K or 66.9% of the 
male equivalent of $341K. 
 
No real progress has been made to catch up to males since 2008 when it was 66.4%. 
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