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g Australia’s debt pandemic

Over the last 40 years we have seen dramatic changes in attitudes — political, social and financial.

During the 1970's, Australians were careful with their money and
disciplined with their savings. In the mid 1970’s Australians were
saving between 15% and 20% of total household income. Property
was the most popular investment vehicle — the “great Australian
dream” of owning a home was the status quo, despite high interest
rates. The view of retirement was that it was a “rest” for a long life of
hard work. Retirees had worked and saved hard to own their home
outright.

Throughout the 1980s, the average Australian household owed less than $50 in debt for every $100 in income. Since
1995, that figure has more than tripled to almost $160 in debt for every $100 of income. The average house price was
much lower but interest rates were much higher so it made sense to pay off the house as quickly as possible. The
environment in the 1980s promoted the “property is king” attitude. That is, the “great Australian dream” was owning your
own home, owning a holiday home, and then owning some investment properties to retire on — an achievable “reward” for
a lifetime of hard work.

By the 1990’s, house prices were on the rise, and though interest rates were falling, people’s ability to afford a home was
declining. More people, not just the wealthy, were dabbling in the sharemarket. Household savings as a proportion of
income steadily declined over this period — people were saving just over 5% of their income. The attitude towards
retirement began to shift from being a “reward” to a “right”.

The noughties finally saw widespread debt on a national scale. At times, the savings rate dipped into negative territory —
households were spending more than they were saving. House prices were on the rise and well in excess of income
growth. Owning property had become out of reach for many Australians, even with low interest rates. More Australians
were comfortable being saddled with debt, particularly younger Australians, and retirement had come to be seen as a
“right”, not a hard earned “reward”.

A number of factors contributed to increase preparedness to take on debt. Real incomes have risen strongly, Australians
are better educated, inflation and interest rates have been low and financial deregulation has increased the amount
households can borrow. With so much money being pumped into housing, it is not surprising that the value of houses has
increased dramatically.

Due to our increasing levels of debt, inadequate savings and
longer life expectancy, many retirees or pre-retirees, those over
55, still take up to 5% of debt with them into retirement.

The retirement issue has been compounded by longevity.

- Longevity is not only increasing but the increase is accelerating.

- Those who survive until 90 could spend a third of their lives in
y retirement. The problem is compounded by the very low fertility
=~ = . rate of baby boomers. Most commentators agree that it is the

retirees’ responsibility to fund their retirement, just as previous
generations have done and subsequently will need to do.
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"So how much will you need in retirement?

A general rule of thumb is that you'll need approximately 65% of your pre-retirement income. ASFA believes a couple can
live comfortably in retirement with an annual income of $51,132 pa, which requires a capital base of $770,000.

To live more modestly on an income of $27,695, you will need $417,000 of capital.

What can you do to be prepared?

. Save - stay in control of your own financial destiny.
. Talk - to find out how much superannuation is enough, feel free to contact Abound Financial and Lifestyle
Planning on (03) 9373 3500.

Source | Investment Exchange
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The information contained in this document is of a general nature only
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