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Abstract

Regional differences in overall income distributions among Australians are widely
acknowledged. In this paper, we examine the extent of these regional differences for
working age Australians and whether they persist into old age. Using data provided
by the Australian Bureau of Statistics, we describe differences in income

distributions between people by state/territory, by level of remoteness and by age
(15-64 and 65+).

Overall, we found that regional differences in income largely disappear in the 65 and
over group, and that regardless of their place of residence, large numbers of older
Australians have very low income. Our findings suggest that a substantial majority
of older adults in both rural and urban areas are living on an income similar to that
provided by the age pension.
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Abstract

Regional differences in overall income distributions among Australians are
widely acknowledged. In this paper, we examine the extent of these regional
differences for working age Australians and whether they persist into old
age. Using data provided by the Australian Bureau of Statistics, we describe
differences in income distributions between people by state/territory, by
level of remoteness and by age (15-64 and 65+).

Overall, we found that regional differences in income largely disappear in
the 65 and over group, and that regardless of their place of residence, large
numbers of older Australians have very low income. Our findings suggest
that a substantial majority of older adults in both rural and urban areas are
living on an income similar to that provided by the age pension.
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1 Introduction

The proportion of the Australian population who are aged 65 years and over will
roughly double over the next 40 years, to almost one in every four Australians by
2040 (ABS, 2003a). At the same time, the growth rate of those in the workforce age
range will fall to zero in 40 years time. As a result, the elderly dependency ratio - the
ratio of people aged 65+ to the population of working age (15-64 years) - is projected
to increase from 18 per cent in 2000 to over 36 per cent in 2040 (Table 1). In other
words, in the future there will be fewer workers to support each retired person. The
increasing elderly dependency ratio for Australia is not as severe as in some other
countries (notably Italy, Germany and Japan) but it still significant and the economic
aspects are a major issue.

Table 1 Elderly Dependency ratios (population aged 65+ as a percentage of those
aged 15-64), selected countries, 2000-2040

2000 2010 2020 2030 2040

% % % % %

USA 19.0 19.5 25.6 33.6 35.1
Japan 25.0 33.8 43.8 46.0 54.3
Germany 24.0 29.6 33.0 433 49.6
France 24.4 25.3 32.2 38.7 43.4
Italy 26.9 314 37.4 49.1 64.4
UK 24.6 25.9 31.2 38.3 42.3
Canada 18.7 20.7 28.0 37.3 39.8
Australia 18.0 19.8 25.9 32.2 36.1

Source: Authors calculations based on OECD Tables and Figures on Ageing, OECD, 2000

The OECD has highlighted that the growing elderly dependency ratio means that
future governments in most countries will be “hard put to finance [retirement
pensions] out of pay-as-you-go contributions from people still in employment”
(2000). In addition, Disney and Johnson claim that most OECD pension systems are
in a state of flux, as governments struggle to meet the costs of their current
retirement income systems and grapple with the issue of future costs (2001).

The Australian government has become increasingly concerned about the challenges
that this high dependency ratio will impose on our society and this has been
reflected in Australian social policy. Policy such as the introduction of compulsory
superannuation in the late 1980s attempted to increase the level of older Australian
self-provision.

In this paper, we attempt to provide some insight into the capacity of people in
retirement for self-provision by comparing the levels and distribution of incomes in
2001. We examine the income distribution among Australians both during their
working lives (ages 15 - 64), and aged 65 and over.
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In addition to differences in income between working and retired Australians, it is
widely known that incomes vary between states of Australia and between
metropolitan areas and country areas. The Australian Bureau of Statistics (ABS)
reports that several states and territories have average incomes well below or well
above the national average (in part reflecting differential age distributions of some of
these regions), and also finds differences in average income between capital cities
and other regions (ABS, 2003a). In this paper, we focus on regional differences in
income patterns both before and during old age.

2 Data Source

This analysis is based on a set of tables specially produced for this project by the
Australian Bureau of Statistics. The tables are from the 2001 Census and classify
individuals by remoteness, age and income. In the ABS tables, income is divided
into 16 income ranges plus ‘not stated” and ‘overseas visitor’. Income is measured as
individual gross weekly income (including pensions and allowances). The original
16 ranges of income have been collapsed into 13 categories in this paper due to very
small numbers of people receiving very low and negative incomes.l

Remoteness is classified in the data as major city, inner regional, outer regional,
remote, very remote and migratory. Age is divided into persons aged 15 to 64 years
and persons aged 65 years and over.

Persons with incomes of not stated or overseas visitor and those with a remoteness
category of migratory are excluded from most of the following analysis. People living
in institutions (such as prisons and nursing homes) are also excluded from the ABS
data on which this analysis is based.

There were a total of 12.65 million people aged 15 to 64 years in 2001. Of these 1.3%
were overseas visitors, 0.07% were migratory and 6.84% had income not stated. For
those aged 65 and over, there were 2.39 million. Of these 0.74% were overseas visitors,
0.05% were migratory and 11.3% had income not stated. Once people in these
categories were excluded, 11.6 million individuals aged 15-64 and 2.10 million aged
65 and over were included in analyses.

1 Negative incomes are normally associated with two types of individuals. The first is a
business owner whose business is currently losing money and the second is a person
whose income is based on investment performance and the investments are currently not
profitable.
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3 Where Australians live

It is well known that the majority of Australians live in the major cities. This is
confirmed with these data (see Figure 1). Of those aged 15-64, 67% live in the major
cities and a further 30% live in either inner or outer regional areas. For those aged 65
and over, a slightly smaller proportion live in the major cities (64%) and a slightly
higher proportion live in regional areas (34%).

Figure 1 Remoteness by age, Australia, 2001

15-64 year olds 65 years and over

20%

Very Very
Remote Remote Out: Remote Re1T/Ote Migratory
1% Migrato uter 1% o
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Data source: ABS Census 2001

The categories of remote, very remote and migratory represent only three percent of
those aged 15-64 and only two percent of those aged 65 and over. Given the
exclusion of migratory from the income analysis and the small number of older
Australians living in these regions, remote and very remote have been amalgamated in
the remaining analyses in this paper. Similarly few income differences were
identified between those living in inner and outer regional areas. With similar
income distributions, it was decided to amalgamate inner and outer regional into one
category. Thus we end up with three broader regional categories: major city
dwellers; regional dwellers; and people living in remote and very remote areas.

In the next section the overall distribution of income of Australians is presented for
those under and over age 65, and then each state and territory is considered
separately.
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4 The income of Australians

4.1 Income distribution during the working years

The incomes of working age Australians are presented in Figure 2. The graph shows
the proportion of people aged 15-64 by their total weekly income in three aggregated
remoteness categories - Major cities, Regional and Remote & Very Remote. The line
on the graph shows the overall proportions. Analysis by remoteness category shows
that there are broadly similar proportions in each of the income ranges. There
appears to be a reasonably wide distribution of incomes in all the remoteness
categories. For example, approximately 8% of those aged 15-64 in the major cities
have an income of zero or less per week. The same is true for those in living in
regional areas and those in remote areas of Australia. At the same time each of these
areas has another 8% with incomes of $800-$999 per week.

While there is a wide distribution of incomes in all areas, there are some differences.
Those living in remote areas (dark grey columns) have a higher than average
proportion of people in the $160-199 income range (11.4% against the overall average
of 7.3%) and higher proportions in the income ranges above $1000 per week. A
higher proportion of those in the major cities (teal-coloured columns) have negative
or zero income compared with those in regional or remote areas, but there are also
larger proportions with high incomes in the major cities ($600 and above).

Figure 2 Weekly income by remoteness category of individuals aged 15 to 64
years, Australia, 2001
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mm Major cities
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Data source: ABS Census 2001
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Those in regional areas (light grey columns) tend to have lower than average income
than their major city counterparts but their income distribution is also more
concentrated. Larger proportions of regional 15-64 year olds have income around
$300-$500 per week than those in the major cities or those in remote areas but fewer
have very low incomes or very high incomes. The distribution for those in remote
areas is more concentrated around both moderately low and moderately high levels
of income than is the case for city or regional dwellers.

4.2 Income distribution after age 65

The same graph of income distribution by remoteness for those aged over 65 is quite
different to the one presented for working age Australians. In Figure 3 it can be seen
that the distribution of incomes for all levels of remoteness areas are very highly
concentrated (note the different scale required to accommodate the high
proportions). For older Australians, almost six in ten have an income of between
$160 and $299 per week. Only 17% of Australians of working age have incomes in
this range. It is worth highlighting here that the Age Pension in 2001 was $201.00 per
week for a single person and $167.75 for a member of a couple. With these pension
rates in mind, it would seem that majority of those aged 65 and over live on an
income equivalent to the age pension or the pension plus a small supplement to the
pension. While fewer older Australians have very low incomes than their working
age counterparts, 70% of all Australians over 65 had individual incomes of less than
$300 per week, compared with only 38% of working age Australians.

Figure 3 Weekly income by remoteness category of individuals aged 65 and
over, 2001
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The differences between remoteness categories that were evident in the working age
incomes are not evident in the incomes of older Australians. The high proportion of
individuals in remote areas living on an income of $160-199 has increased after age
65 (it rose from 11.4 to 24.9%) but the other areas have increased even further and
now remote areas have a similar proportion in this range as the other areas. The
higher proportions of those living in major cities with very low and very high
incomes have disappeared and now the income distribution of those living in the
major cities is the same as those living in regional or remote areas of Australia.

5 State by State comparison

5.1 Working age Australians

The figures above showed that the income distribution of those aged 65 and over
was concentrated around the pension level. The differences, based on remoteness,
were minimal for this age group. The income distribution for those aged 15-64 was
quite different to this. The 15-64 year old income distribution was not concentrated
but significant proportions were found in all income ranges. There were also
differences in the distributions of those in the major cities, regional and remote areas.
The regional incomes were lower than average but fairly concentrated, while the
major cities had higher proportions at both the low and high ends of the scale.

These overall numbers may be concealing some quite different patterns between
individual states and territories. To see if this is the case, this section examines some
of the results at a state level.

Figure 4 Weekly income by state of individuals aged15 to 64 years, 2001
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Figure 5 Weekly income by state of individuals aged 15 to 64 years, 2001
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Figures 4 and 5 show the income distributions of working age Australians by state
(divided between two graphs for ease of interpretation), and show substantial
variations between states, indicating considerable regional differences in average
individual income. New South Wales, Victoria and the ACT have the highest
proportions of individuals with incomes of $800 or more per week, while the other
states and territories have higher proportions of low or moderately low income
earners. The dominance of high-paying public sector employemnt in the ACT is
evident, with 34.2% of working age ACT residents having incomes of $800 or more
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per week, compared twiht the Australian average of 21.3%. After the AC T, New
South Wales has the next highest proportion of high income individuals, with almost
24% of the state’s population in the $800 plus range.

When the state-by-state figures are broken down by remoteness, further differences
emerge, and regional variations within and across states are revealed?. Figure 6
compares income distributions for people aged 15 to 64 in major cities in NSW and
Victoria with distributions for regional and remote areas in these states. The chart
shows clearly that the incomes of working age individuals in the regional and remote
areas of these states are concentrated in the lower income bands, while residents of
major cities are much more likely to have high income. In NSW, over twenty-six per
cent of those in major cities have incomes of $800 or more per week, compared with
only sixteen per cent in regional and remote NSW. The skewing of the income
distribtion in NSW is also apparent in the lower proportions of those in the major
cities having incomes below $500 per week (with the exception of negative and zero
incomes). Thirty four per cent of those in the major NSW cities have an income of
between $1 and $399 while this proportion is forty-six per cent for those in regional
and remote areas. Differences between city dwellers and rural residents are also
evident in Victoria, although the high incomes of city dwellers are not quite as
striking as those of NSW.

Figure 6 Income distribution by remoteness for individuals aged 15 — 64, NSW
and Victoria, 2001
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2 According to the ARIA definitions of remoteness used in this paper, Tasmania has no
major cities, the Northern Territory has no major cities or inner regional areas, and the
ACT has no outer regional, remote or very remote areas, and the numbers in ACT inner
regional areas are too small to be reliable. Thus the capacity for regional analysis within
these states and territories is limited.
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Note:
Data source:

Not all states, however, share the pattern of wealthier working age major city
residents with less well-off regional and remote counterparts. Figure 6 compares
income distributions in remote and very remote areas of Queensland, South
Australia and Western Australia with distributions in major cities and regional areas
in those states. In all these states, incomes of major city and regional dwellers follow
a very similar pattern, with the substantially higher incomes of working age city
dwellers in NSW and Victoria not evident here. In addition, residents of remote and
very remote areas in these states are more likely to have higher incomes than people
living in the big cities. In Western Australia, over 20 per cent of those in remote
areas have an income of $1000 or more (16 per cent in Queensland, 12 per cent in
South Australia). This is likely due to the influence of the mining industry in the
remote areas of these states. The other peak in this distribution occurs at relatively
low levels of income, possibly reflecting the low incomes of indigenous Australians
in these remote areas.

Figure 7 Income distribution by remoteness for individuals aged 15 — 64,
Queensland, South Australia and Western Australia, 2001
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5.2 Older Australians

The income distribution by state for retirement-age Australians is shown in Figure 6,
shows that differences betweens states largely disappear for this age group, with all
states following a similar pattern of concentration of the distribution between $160
and $299 per week. Only the ACT and the Northern Territory differ slightly from this
pattern. Both Territories having a slightly lower percentage of their older
populations in the $160-$299 band (51.6% for NT and40.4% for the ACT compared
with the Australian average of 58.5%), although the Northern Territory figures need
to be interpreted cautiously due to the small population of over-65 adults in this
region.

The ACT has somewhat higher proportions of older adults with incomes in the
higher ranges, perhaps reflecting the superannuation benefits of public sector
employment. Whereas 82.4% of all Austrlians 65 and over ahave an income under
$400 per week, only 64.7% of older adults in the ACT have this income. A different
perspective on these satistics is that the proportion with an income of $400 or moore
in the ACT is twice the national average.

Figure 7 Weekly income of individuals aged 65 and over, by state
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Data source: ABS Census 2001

Differences in terms of remoteness categories also largely disappear when incomes of
older Australians only are examined. For example, Figure 8 shows the distribution of
incomes for people aged 65 and over for NSW and Victoria by remoteness category.
The differences in distribution between the major cities and other areas evident for
these states in the working age population is no longer present. In NSW, for

example, the one-in-four proportion with incomes over $800 for those in the cities
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under 65 is now only one-in-twenty. The proportion of people in the NSW major
cities aged 15-64 wih income in the range $1 - $399 is one-third but it is close to
eighty per cent for those aged 65 and over.

Figure 9 shows the distribution of incomes after age 65 for Queensland, South
Australia and Western Australia, and shows a similar pattern of a

Figure 8 Weekly income of individuals aged 65 and over, by remoteness
category, NSW and Victoria
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The same NSW graph for those over 65 is quite different (Figure 7). The differences
between the major cities and the other areas are no longer present. The one-in-four
proportion with incomes over $800 for those in the cities under 65 is now only one-
in-twenty. The proportion of people in the NSW major cities aged 15-64 with income
in the range $1 to $399 is one-third but it is close to 80% for those aged 65 and over.
In the major cities a very significant change in the distribution has occurred.

In the regional and remote areas of NSW, there are also higher proportions of people
with low incomes in the later life group compared with the working age group, but
not to the same extent as the major cities. These combinations of changes to the
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distributions have produced income distributions for the three areas that are very
similar. The proportions for major cities, regional and remote areas with incomes
over $800 per week are 5.5, 3.4 and 5.3 respectively. And those with incomes
between $1 and $399 are 78.8, 82.7 and 77.0%.

The differences between remoteness categories that were evident in the working age
incomes are not evident in the incomes of older NSW residents. The concentration
of higher incomes among major city dwellers has disappeared and in this age group
the income distribution of those living in the major cities is the same as those living
in regional or remote areas of NSW. For older NSW residents, no matter where they
live, incomes are very highly concentrated around $160-$299 per week (58.5% have
income in this range).

The large proportion of the population employed in the public sector in the ACT
gives it a unique income distribution both before and during old age. The
proportion on high incomes during their working lives is much higher in the ACT
than in most parts of Australia. In addition the retirement benefits of public sector
employment appear to be influencing the retirement incomes of those in the ACT.
The proportion living on an income of around the Age Pension is the lowest in the
country and the proportion living on an income of $400 per week or more is twice
that of the overall figure.

5.3 Income distribution summary

This analysis suggests that the area in which an older Australian lives is not related
to the distribution of income, at least at the national level. It appears that the
majority of older Australians are living on an income similar to that provided by the
Age Pension. Almost 60% of older Australians have a weekly income of between
$160 and $299.
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Figure 9 Proportions of those aged 65 and over by weekly income and by state
and territory, 2001

100%
23
1 =
12 12 12 12 " 12
11

°
80% 1

60%

Proportion of those age 65 and over

40% 58 58 60 62 57 61 52 59
40
20%
W T® o w o wmw e
NSW Vic Qld SA WA Tas NT ACT Australia

m<$160 = $160-$299 m $300-$399 m $400+

Data source: ABS Census 2001

Examination by state and territory suggests once again that while the incomes of
those aged 15-64 do vary by remoteness and by state/territory, the variation for
those aged 65 and over is small. The distribution of incomes for this age group is
concentrated around the pension level. Figure 20 shows that, with the exception of
ACT and NT, all states and territories had around 60% of their 65+ population with
incomes in the $160-$299 range. The ACT distribution was less concentrated with a
significantly higher proportion of people having high incomes. The NT also had a
high proportion with income over $400 per week but not as high as the ACT. The
small number of people in this age range in the NT may have influenced the
findings.

6 Conclusion

The absence of regional differences in later life income across Australia raises two
concerns. First, the concentration of the income distribution at between $160 and
$299 per week confirms that low income is the norm rather than the exception
among older Australians. This overall low level of income suggests that many older
adults at present may be only supporting themselves at a basic level of comfort, and
are unlikely to be able to make substantial financial contributions to the costs of any
long-term care they may require. It also reflects the reliance on the Age Pension as
the primary source of income for most people in this age group (King, Walker &
Harding, 1999).
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Second, the absence of regional variations in this pattern of generally low income
means that many older Australians living in regions in which the cost of living is
relatively high are likely to be experiencing difficulties in providing for their basic
needs. Contrasts between the income levels of working age and older Australians
are particularly marked in the big cities of Victoria and New South Wales, where the
very high incomes of large groups of younger people are starkly contrasted with the
modest incomes of so many older Australians in these cities.

While expenditures, particularly housing costs, may be lower for older households
than younger ones this is not necessarily the case for all older adults. For example,
King, Walker and Harding (1999) found that real housing costs for single aged
people had actually risen since the 1970s, in contrast to flat housing costs for aged
couples.

A recent study found that a single person in retirement would spend around $326
per week on a “‘modest but adequate’ lifestyle in retirement — while a more
comfortable lifestyle would cost $631 per week (Saunders et al., 2004). These figures
assume the retiree owns their own home but recent ABS statistics indicate that over
one-quarter of older adults living in single person households do not own a
mortgage-free home (ABS, 2003b). Similarly, most financial planners suggest at least
$30,000 per annum ($600 per week) is required for a comfortable lifestyle in
retirement for the average person. The results in this paper imply that more than
70% of current retirees have an income of less than $300 per week and are surviving
on an income of less than “modest but adequate’. Only 8% have an income of $600
per week or more and could be considered to be ‘comfortable’.

The ACT has a lower concentration of older people with low incomes than other
states and territories (although even here over half older adults have weekly incomes
of less than $300 per week). This may be due to the prevalence of public sector
employment in the ACT, and the superannuation benefits that go with it.

The next generation of retirees, those currently aged 50-64, for who only slightly
increased levels of superannuation savings by retirement are envisaged, may not be
willing to accept a living standard that is less than modest (Kelly et al., 2002). An
improvement to a modest or comfortable standard will require a contribution from
the retiree’s private savings. Unfortunately, one thing that the baby boomer
generation has have not done well is to voluntarily save for their retirement. The
superannuation that they have compulsorily saved will provide a small supplement
to the pension — but only if it is not exhausted before the official retirement age is
reached. The use of superannuation to self-fund early retirement could easily result
in little superannuation remaining at age 65, let alone at age 80 or 90.

This study did not include a consideration of the assets held by older Australians
(except to the extent that income generated by assets is included in total income), and
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it may be that some of those people with low incomes may have substantial wealth.
However, this will not be true of all older Australians. Asset tests attached to the age
pension mean that those people receiving the pension will not have large assets
outside their family home, and wealth among older Australians is not equally
distributed among household types (ABS, 2002).

Only one measure of economic well-being - gross individual income - is used here,
and it is possible that measures which incorporate family size, tax rates, or asset
holdings could produce a different picture of older adults” financial independence.
However, such changes in measurement are unlikely to change the overall picture of
a lack of regional variability among the incomes of older Australians.

While the absence of substantial regional variation among the incomes of older
Australians suggests a lower degree of regional income inequality among older than
younger Australians, this does not necessarily translate into equality of advantage
(or disadvantage) across regions among older people. More research is needed to
assess the regional effects of the concentration of the income of older Australians
around the pension rate. How do older Australians with low income provide for
themselves in areas where the cost of living is high, and what types of older
households in which regions are most needy? To what extent are low old age
incomes in some regions accompanied by higher rates of ill health, and poorer access
to health care? Finally, what regional differences are likely to emerge in income
distribution as successive cohorts of Australians reach old age with greater access to
superannuation income? Given that superannuation is a fixed proportion of earned
income and higher incomes of 15-64 year olds are apparent in the major cities, the
retirement incomes of those that live in major cities should also be higher. Will this
increase regional inequality in the future?
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