	
	


	
	



7
Exiting the labour force

	Key Points

	· Women retire earlier than men, but the gap in retirement ages appears to be narrowing, and the retirement ages for both men and women have risen over the past decade.

· Mature aged women are likely to be working part time when they retire. Part time, casual and contract work often play a role in a planned transition from full time work to retirement.

· The main factors influencing the decision to retire are personal health/physical ability and financial security. Social factors such as the desire for a different lifestyle, the retirement of a partner, spending more time with family, and caring for family are important, but less significant. The availability of work may also be a factor influencing the retirement decisions of women.

· More flexible workplace arrangements are expected to encourage mature aged women to remain in the labour force for longer.

· Raising the Age Pension eligibility age may have an impact on participation rates, but the impact is not expected to be large.

· Reducing the implicit taxes on retirement incomes is also likely to increase participation rates, but again the impact is unlikely to be large.

· The gap between the ages at which superannuation and age pensions can be accessed is likely to have an increasing impact on the participation rate of mature aged women as women’s superannuation balances rise.

· Welfare payments, such as the Disability Support Pension (DSP), may provide an alternative route for a transition to retirement and impact on the participation in the workforce of mature aged women. Recent changes to restrict the eligibility criteria for the DSP appear to have reduced this avenue to retirement.

	

	


A key factor affecting the workforce participation of mature aged women is the age at which they choose to leave the workforce permanently through retirement. This chapter examines when and why women retire, and the workforce choices they make on the path to retirement. It also outlines recent changes to retirement policies and pensions, and their possible impact on decisions to retire and hence on future participation rates.
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 SEQ Heading2 1
Retirement age

Retirement ages in OECD countries

Women retire earlier than men in most OECD countries with Australian women and men retiring at ages very close to the OECD average. But the average age of retirement for women is still significantly below some comparable countries such as New Zealand or the United States (figure 
7.1). 

Figure 7.

 SEQ Figure \* ARABIC 1
Age of retirement in selected OECD countriesa
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a( The preferred OECD measure of retirement age is the average age of withdrawal from the labour force. The average effective age of retirement is derived from the average rate of exit from the labour force between 2002 and 2007. This measure may report a different average retirement age than ABS figures.

Source: OECD (2010c).

Retirement age for women

Historically, the process of retirement has been different for women and men. In general, women tend to retire earlier and are slightly less likely to be in some form of work past retirement age than men. This pattern was reflected in the ages at which women and men could receive the age pension which, up until 1995, was 60 years for women and 65 years for men.

The pattern of earlier retirement among women is borne out by the results of the HILDA survey which shed light on the retirement status of women and men as they move closer to retirement age. For example, just under 60  per cent of women aged 55 to 59 years in 2007 were not retired compared with just over 70 per cent of men in the same age group (table 
7.1). For those aged 60 to 64 years, 32 per cent of women were not retired compared with some 42 per cent of men. In the 65 to 69 years age group most people are retired, although around 15 per cent of women and just over one quarter of men were either only partly retired or still working.

Table 7.

 SEQ Table \* ARABIC 1
Retirement status by age, 2007a
	
	50 to 54 yrs
	55 to 59 yrs
	60 to 64 yrs
	65 to 69 yrs

	
	%
	%
	%
	%

	Women
	
	
	
	

	Completely retired
	13.5
	28.9
	56.1
	84.6

	Partly retired
	6.5
	12.0
	11.9
	7.1

	Not retired
	80.0
	59.1
	32.0
	8.4

	TOTAL
	100.0
	100.0
	100.0
	100.0

	
	
	
	
	

	Men
	
	
	
	

	Completely retired
	7.6
	18.8
	41.0
	74.6

	Partly retired
	2.3
	9.7
	17.1
	13.4

	Not retired
	90.0
	71.5
	41.9
	12.0

	TOTAL
	100.0
	100.0
	100.0
	100.0


a Persons who had been in paid work at some stage during their life.

Source: HILDA (2007) Release 7.0 weighted data.
Retirement ages for women appear to be slowly rising. In 2009, the ABS found that among those women who had retired in the previous 20 years, the average age at retirement was 56.2 years while the average age at retirement for those women who retired in the last five years was higher at 59.2 years (ABS 2009d).

Also the gap between the retirement ages of men and women is narrowing. In 2005, the gap in the average age at retirement for women and men who had retired in the last five years was 3.2 years (ABS 2006). By 2009, the gap between the retirement ages of men and women had shrunk to 1.9 years (ABS 2009d). 

Part time work close to retirement age

Another difference between mature aged women and men is that among those who are working, a much larger proportion of women are in part time employment. In the 45 to 54 year age group, 42 per cent of employed women are working part time compared to under 10 per cent of men. The proportion of both working men and women in part time work rises in older age groups, but among those workers aged 65 years and older there remains a significant difference, with 70 per cent of employed women working part time compared with just over 46 per cent of men (table 
7.2).

Table 7.

 SEQ Table \* ARABIC 2
Employed women and men in part time employment, July 2010

	
	Women
	Men

	
	%
	%

	45 to 54 Years
	42.0
	9.2

	55 to 59 Years
	45.5
	13.3

	60 to 64 Years
	55.5
	24.3

	65 years and over
	70.0
	46.4


Source: ABS (2010a).

The same pattern is reflected in the proportion of women who move into retirement from part time work. Reflecting the high overall level of part time work for women, the HILDA data show that a much larger proportion of employed women are working part time at retirement than men. Just over a half of employed women aged 60 to 64 years were working part time at retirement compared with just under 12 per cent of men in the same age group (table 
7.3).

The possible reasons for the high incidence of part time employment for mature aged women are explored earlier in this report and in the Commission’s report on part time work (Abhayaratna et al. 2008). One factor is that some women choose to use part time work as a pathway to retirement. This is discussed more fully in the following section.
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Retirement plans

Both men and women retire earlier than they anticipate

Currently, the average intended age of retirement from the labour force of people over 45 is 62.5 years for women and 64.2 years for men (ABS 2009d). In both cases the intended retirement age is more than three years older than the average age of retirement of recent retirees. The differences between retirement ages of those who have already retired, and the planned age of retirement for those who are still in the labour force, may have several causes. Intended retirement ages may not take account of unexpected shocks such as poor health, retrenchment, or redundancy that can disrupt retirement plans. The gap may also point towards longer labour force attachment by younger cohorts of working women who have not yet reached their planned retirement age.

Table 7.

 SEQ Table \* ARABIC 3
Employment status at the time of retirement, 2007a
	
	50 to 54 yrs
	55 to 59 yrs
	60 to 64 yrs
	65 to 69 yrs

	
	%
	%
	%
	%

	Women
	
	
	
	

	Working full time
	42.7
	57.1
	44.9
	55.4

	Working part time
	51.8
	37.5
	50.2
	41.1

	Looking for work
	2.7
	1.1
	1.1
	0.4

	Not working because of illness or disability
	2.7
	2.2
	1.9
	0.7

	Not working because of some other reason
	0.0
	2.2
	1.9
	2.5

	TOTAL
	100.0
	100.0
	100.0
	100.0

	Men
	
	
	
	

	Working full time
	72.3
	79.2
	83.3
	82.1

	Working part time
	8.5
	12.5
	11.8
	15.6

	Looking for work
	6.4
	2.5
	1.5
	0.4

	Not working because of illness or disability
	8.5
	5.0
	2.5
	1.5

	Not working because of some other reason
	4.3
	0.8
	1.0
	0.4

	TOTAL
	100.0
	100.0
	100.0
	100.0


a(For those who are completely or partly retired.

Source: HILDA (2007) Release 7.0 weighted data.
Factors influencing women’s retirement plans

A number of factors influencing the retirement plans of mature aged women are examined in this section. However, the data from different sources does not always paint a clear and consistent picture of the relative importance of these factors.

A substantial proportion of women (37 per cent) aged 55 to 64 who have already retired cite eligibility for a pension/superannuation as the most important reason for ceasing their last job (ABS 2009d). This differs from the expectations of the current generation of mature aged women in the labour force.

Women currently participating in the labour force expect that financial security or personal health/physical abilities will be the main factor influencing their retirement decision (figure 
7.2). A much smaller proportion of women cite reaching the pension age, declining interest in work, or the retirement of their partner, as the main factor which will influence their retirement decision.

While women retire for a number of reasons, financial security, provided through a variety of sources, is cited as the main factor by most women planning their retirement. The future growth in superannuation entitlements among women may provide a source of financial security for a growing number of women and may, therefore, have an impact on women’s retirement decisions in the future.

Figure 7.

 SEQ Figure \* ARABIC 2
Main factor influencing the decision by women aged 45 years and over about when to retirea
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a Women in the labour force aged 45 years and over who intend to retire.

Source: ABS (2009d).

The level of income at retirement (as opposed to having a minimum secure income) was also a factor in a woman’s decision about when to retire. But there does not appear to be substantial empirical evidence which clearly identifies how important a role the level of retirement income plays in the decision to retire.

The HILDA survey provides further information on the main reasons for retirement. The results are similar to those provided in the ABS survey in terms of the importance of personal health in making retirement decisions. However, financial considerations do not appear to have the same prominence.

According to data from the HILDA survey the main factors driving retirement of women aged 50 to 69 years in 2007 were (table 
7.4):

· own ill health (22.8 per cent of responses)

· financial reasons (11.6 per cent)

· seeking to escape the stress and demands of working (10.3 per cent)

· to spend more time with family members (9.5 per cent)

· and have more personal or leisure time (7.7 per cent). 

The main reason for retiring also changes with age. A much higher percentage cited ill health as the main reason for retirement for those women aged 50 to 59 years than for older age groups. Factors such as financial considerations and desire to spend more time with family members or be involved in recreational pursuits assumed more prominence later in life. 

HILDA data show similar results for men aged 50 to 69 years, but with a higher percentage recorded for ill health (almost 40 per cent) and financial reasons (almost 30 per cent) as the major motivating factor. The proportion reporting increased leisure as the main motivating force for retirement was very similar for women and men (8 per cent for women versus 9 per cent for men), while men were much less likely to report spending time with other family members (almost one per cent for men compared to just under 10 per cent for women) (HILDA 2007).

Table 7.

 SEQ Table \* ARABIC 4
Main reason for retirement of women aged 50 to 69 years, 2007a
	
	50 to 54 yrs
	55 to 59 yrs
	60 to 64 yrs
	65 to 69 yrs
	50 to 69 yrs

	
	%
	%
	%
	%
	%

	Financial reasons b
	6.4
	13.7
	10.6
	13.4
	11.6

	Became eligible for age pension
	
	
	0.8
	4.9
	1.9

	Made redundant or dismissed
	3.6
	6.5
	6.8
	6.7
	6.3

	Reached compulsory retirement age
	
	
	
	0.4
	0.1

	Could not find another job
	0.9
	1.1
	2.7
	1.8
	1.8

	Fed up with stresses and demands of work
	7.3
	9.8
	11.8
	10.5
	10.3

	Pressure from employers or others at work
	
	1.1
	1.9
	1.8
	1.4

	Own ill health
	39.1
	25.0
	19.4
	18.2
	22.8

	Ill health of spouse/partner or other family member
	9.1
	10.3
	10.2
	7.4
	9.1

	Partner had just retired or wanted to retire
	2.7
	4.3
	2.7
	4.9
	3.8

	Spouse/partner wanted me to retire
	0.9
	2.2
	2.7
	3.2
	2.5

	Spend more time with spouse/partner
	0.9
	2.2
	3.0
	2.5
	2.4

	Spend more time with other family members
	15.5
	8.2
	8.7
	8.8
	9.5

	Have more persona/leisure time
	5.5
	7.6
	8.4
	8.1
	7.7

	Have children or care for children
	3.6
	4.3
	3.0
	3.2
	3.4

	Could not classify
	1.8
	0.5
	2.7
	1.4
	1.7

	Other
	2.7
	3.3
	4.6
	3.2
	3.6

	TOTAL
	100.0
	100.0
	100.0
	100.0
	100.0


a For those who are completely or partly retired. b Includes offered reasonable financial terms to retire early, superannuation rules made it financially advantageous, had sufficient income and could afford to, and spouse’s income made retirement possible. 
Source: HILDA (2007) Release 7.0 weighted data.
The data above only show the main reason for retirement of mature aged women. However, there are usually multiple reasons driving retirement decisions. A broader perspective of the factors influencing retirement decisions may be achieved by examining the relative importance of the various factors. When the importance of various factors influencing retirement are rated, health and financial security stand out as the two factors most often considered to be important or very important. HILDA (2007) data showed that over 90 per cent of women aged 50 to 64 years regarded their own personal health and physical abilities as important or very important in making the decision to completely retire from the workforce. 

Financial security was regarded by over 87 per cent of women in this age group as important or very important, along with the ability to access superannuation funds (over 72 per cent) and the desire for a different lifestyle (almost 70 per cent). Of less importance in making final retirement decisions was the timing of retirement of their partner (around 42 per cent considered this reason as important or very important), reaching the eligibility age for an old age or service pension (38 per cent), and ability to access other government pensions (almost 38 per cent). Around 63 per cent of women aged 50 to 64 years had thought about how much money they needed in retirement compared to around 68 per cent of men of the same age. 

Transitioning to retirement

A transition to retirement strategy appears to be important in retirement planning for a large number of workers. While many workers will move directly from full time work to retirement, others transition to retirement by first reducing their workload before retiring permanently. Around 37 per cent of women and a third of men aged 45 years and over who were working full time intended to continue working full time before retiring. But around 38 per cent of women and men in the same age group working full time intended to pursue a strategy of working part time before retiring
 (ABS 2009d).

The HILDA survey also provides information on the extent to which mature aged women would be prepared to change the nature of their current working arrangements in order to make the transition to retirement. HILDA survey data revealed that the proportion of employed women engaged in transition jobs increases with age from just under one quarter of those aged 50 to 59 years to over one third of employed women aged 60 to 64 years. For example, just under 80 per cent of employed mature aged women aged 50 to 64 years reported they would move from full time to part time work as part of a transition strategy and around 37 per cent would be prepared to move from a permanent to a casual or contract position as part of the employment conditions of a transition job. Just over a third of this group would look to change to a less demanding job as part of a transition, while a smaller proportion (under one fifth) would accept completely changing their current occupation as part of that transition (HILDA 2007). 

Mature aged women may have had to accept financial sacrifices in order to make the transition to retirement. For example, just under three quarters of mature aged employed women who accepted a transition job reported that this involved taking a pay cut. The availability of transition jobs has contributed to greater attachment to the workforce with just over a quarter of employed mature aged women reporting they would not be in work if transition jobs were not available (i.e. they would have left the workforce). However, just under a half reported that they had to change employers in order to commence a transition job (HILDA 2007).

Warren (2008a) found that 11 per cent of employed ‘baby boomer’ men and 17 per cent of women were in a transition job as a pathway to retirement in 2003. For ‘baby boomers’ who were not yet retired or in a transition job, 60 per cent indicated that they expected to withdraw from the labour force gradually. A high proportion of this group indicated they would make the transition by moving from full time to either part time, casual or contract work. 

While ABS data indicate that a large proportion of mature aged men and women intend to make the transition to part time work prior to retirement this does not always translate into reality. HILDA data provide evidence of differences in decision making among mature aged workers about how they make the transition to retirement with no single preferred method. 

HILDA data were used to track the labour force status of women aged 55 to 64 years in 2007 compared with their labour force status in 2001. Over half (54.3 per cent) of women who were employed full time in 2001 were still employed in full time work in 2007, 22.6 per cent had moved to a part time job and 21.3 per cent had left the labour force (table 
7.5). 

The data also showed that just over half of women aged 55 to 64 years who were working part time initially were still in part time jobs in 2007, 16.0 per cent had moved to a full time job and 31.1 per cent had left the labour force. The higher proportion of women working part time who left the labour force, compared to women working full time, reflects the processes of transitioning to retirement through part time work or, possibly, a weaker attachment to the labour force by part time workers.

Interestingly, the data reveal that a proportion of women in this age group increased their work load prior to retirement by moving from part time work to full time work. The reasons for this are not clear but it is possible that some women have retired, or begun the transition to retirement, but changed their plans following a reassessment of their lifestyle. They may have found that their superannuation, savings, and other investments have been insufficient to sustain them in retirement. As a result they may have needed to move from part time to full time work to boost their income or retirement savings.

Table 7.

 SEQ Table \* ARABIC 5
Labour force transitions between 2001 and 2007 for women aged 55 to 64 in 2007

	
	Labour force status in 2007

	
	Employed
	Unemployed
	Not in labour force
	Total

	Labour force status in 2001
	full time
	part time
	looking for FT work
	looking for PT work
	
	

	Employed full time
	54.3
	22.6
	0.4
	1.4
	21.3
	100

	Employed part time
	16.0
	51.9
	0.3
	0.7
	31.1
	100

	Unemployed looking for full time work
	16.7
	17.2
	16.6
	0.0
	49.5
	100

	Unemployed looking for part time work
	8.1
	43.7
	0.0
	0.0
	48.3
	100

	Not in labour force –marginally attached
	1.6
	8.4
	0.0
	0.0
	90.0
	100

	Not in labour force – not marginally attached
	3.0
	6.8
	0.4
	0.0
	89.9
	100

	Composition of population in 2007 (%)
	25.4
	25.1
	0.7
	0.7
	48.2
	100


Source: HILDA (2007) Release 7.0 weighted data.
A transition to retirement strategy depends on the availability of suitable work. The availability of part time employment may encourage mature aged workers to delay full retirement. A Commission staff working paper on part time work observed that the availability of part time employment has played a role in maintaining participation in the labour market (Abhayaratna et al. 2008).

More flexible work arrangements and mobility for mature aged workers will also impact on labour force participation. However, Abhayratna et al. (2008) found that while the aggregate labour market was flexible in this regard, in many instances workers had to change employers to achieve their desired working hours, that is individual workplaces did not display sufficient flexibility.

Flexible workplaces encourage continued attachment

Improvements in workplace flexibility allow greater choice for women to reduce their labour force commitment. Extending working lives through increased flexibility could act as a complement to pension and superannuation schemes to increase incomes in retirement. Improving flexibility may be of considerable benefit to firms as well as workers, but not all businesses will be able to provide the level of flexibility sought by workers. Government programs may be able to assist in developing more flexible approaches to employment (box 
7.1). 

	Box 7.

 SEQ Box \* ARABIC 1
Initiatives to improve workplace flexibility and attachment

	The ‘Employer Demand and Workplace Flexibility Strategy’ (DEWR 2005)

· $50 million strategy aimed towards improving employer awareness of the potential benefits of employing those with a disability, parents, mature age job seekers and the long term unemployed.

· training measures for target groups to enable them to join the workforce.

The ‘Fresh Ideas for Work and Family Program’ (DEEWR 2009)

· $12 million program to encourage small businesses to implement practices that help employees balance their work and family obligations as well as improve employee retention and productivity.

The “Productive Ageing Package” (DEEWR 2010b). A $43.3 million package including:

· providing support for mature aged Australians who want to stay in the workforce through retraining as supervisors, trainers or workplace assessors

· face-to-face job support and training for mature aged workers with a health condition or injury which impacts on their ability to do their job

· support of Job Services Australia for mature aged workers in physically demanding roles and for recently retrenched job seekers

· free, professional career advice to help job seekers and workers aged 45 years and over to plan for successful career transitions.


The OECD has commented that reforms to pension and early retirement systems alone will be insufficient to encourage increased participation by individuals in older age groups. Other measures, such as those directed at tackling age discrimination and negative attitudes towards older workers and job seekers, improving working conditions and flexibility, and improving the skills of mature aged workers have been suggested as complements to reforms to pension and early retirement systems (OECD 2005).
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Financial influences on retirement decisions

One of the most important factors influencing decisions to retire is financial security. The evidence discussed in the previous section suggests that the availability of a secure income in retirement has a significant influence on the retirement decisions of women.

Main sources of income in retirement

By far the most significant sources of income for women in retirement are government pension/allowances. Around two thirds of retired women cite ‘government pension/ allowance’ as their current main source of income (table 
7.6).

The next most important source of income is superannuation. Just over 10 per cent of women retirees report superannuation or annuity as their current main source of income, compared to over 20 per cent of retired men. There is also a significant difference in the proportion of women and men who report having no personal income, but who rely on savings, assets or their partner’s income to support them in their retirement. Over three times as many women (8.4 per cent) as men (2.6 per cent) report relying on these financial sources in retirement. 

A similar survey conducted in 1997 identified a lower proportion of women (7.4 per cent) giving superannuation/annuities as their major source of income. The same survey found that 9.2 per cent of women cited ‘Other person’s income’ as their main source of income (ABS 1998).

Table 7.

 SEQ Table \* ARABIC 6
Main source of current income for retirees, 2009

	
	Women
	Men

	
	%
	%

	Government pension/allowance a
	66.5
	62.9

	Superannuation/annuity/allocated pension
	10.7
	20.9

	Dividends or interest
	8.8
	7.3

	No personal income b
	8.4
	2.6

	Rental property income
	2.7
	2.6

	Other c
	2.9
	3.7

	Total
	100.0
	100.0


a Government pension/allowance includes income support under programs for the aged, disabled, unemployed, sick, families and children, veterans and students. b No personal income category includes living off savings, assets, partner’s income etc. c Other includes: unincorporated business income, wages and salaries, workers’ compensation, child support or maintenance, other, did not know, refusal to answer.

Source: ABS (2009d).

Importance of the Age Pension 

Women accounted for a higher proportion of people on the Age Pension in June 2009 (57.2 per cent of the total) due to a combination of their higher life expectancy and lower qualifying age. The Age Pension remains the most important source of income for retirees. In 2009-10, just over two third (69 per cent) of the pension age population were recipients of either the part or full rate Age Pension (FaHCSIA 2010a). The dependence on a full pension is slightly higher for women with 65 per cent paid at the full rate compared to 62 per cent of men (FaHCSIA 2009). Changes in the age at which women become eligible for the Age Pension are expected to have some impact on their participation in the labour force, but how large this will be is difficult to assess.

For many years the eligibility age for the Age Pension for women was 60 years and 65 years for men. However the qualification age for women has been gradually increased since 1995 so that it will be equal to that for men by 2013. In the 2009 Federal Budget the Australian Government announced an increase in the qualifying age for the Age Pension. From 1 July 2017 the eligibility ages for both women and men will begin increasing until they reach 67 years on 1 July 2023.

As discussed in earlier chapters, participation rates of mature aged women have been increasing for a number of years. Part of this change is likely to have been attributable to the change in the pension eligibility age. However, the evidence on the possible size of the impact of changes in pension eligibility age in Australia on the participation rate of mature aged female workers is unclear.

The majority of women retirees (67 per cent) cite Government pension/allowance as their main source of income (table 
7.6) and, as discussed earlier, a substantial proportion of women report eligibility for a pension/superannuation as the most important reason for ceasing their last job. But only a small proportion of women cite eligibility for the Age Pension as the main reason for retirement (under five per cent) (table 
7.4) or as the main factor influencing their intentions about retirement (11.1 per cent) (figure 
7.2). In both of those cases many of the women who report ‘financial security’ as a key factor may have the Age Pension in mind as a key component of that financial security. It is also possible that while retirement decisions are primarily driven by other factors, Age Pension eligibility is important in allowing mature aged women to act on their wish to retire. These broad findings are supported by a recent study by Warren and Oguzoglu (2010) who found that financial incentives did not play a significant role regarding retirement decisions of women before reaching the eligibility age of the pension. However, they did provide a weak incentive to retire after age pension eligibility was reached.

Access to Age Pensions – OECD Comparisons

Across OECD countries there is a range of ages (57 to 67 years of age) at which women can access public age pensions (figure 
7.3). Comparing participation rates for women aged 60 to 64 in these countries suggests a correlation between higher participation rates and higher eligibility ages for age pensions. Having said that, there is considerable variation around this broad trend and the extent to which changing the eligibility age for the age pension will, by itself, lead to a change in participation rates is not clear. 

Nor do changes in official retirement ages and effective retirement ages suggest that there is a strong or consistent relationship between the two variables across OECD countries (figure 
7.4). Most of the countries (including Australia) which have increased the official age of retirement have also experienced an increase in the effective age of retirement. But the size of the change in effective retirement ages does not seem to be significantly different to that in countries which have not made a change in the official retirement age. This suggests that broader cultural and institutional differences are operating between countries leading to increases in retirement ages. This finding is also consistent with a recent study that found that policy changes aimed at prolonging people’s working lives are generally not reflected in attitudinal changes towards paid work (Hult and Stattin 2010).

Figure 7.

 SEQ Figure \* ARABIC 3
Women’s pension eligibility ages and participation ratesa
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a For OECD countries in 2005.

Source: OECD (2010b).

Figure 7.

 SEQ Figure \* ARABIC 4
Changes in effective and official retirement ages of women, 2002–2007a
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a (For OECD countries. Some data points represent more than one country. Countries which are not named and have not changed the official age of retirement (the figure in brackets is the change in effective retirement age) are: Greece (0.0); France (0.1); Italy (0.3); Canada (0.5); Luxembourg (0.5); United Kingdom (0.7); Germany (0.8); Sweden (0.9); Norway (1.0); Korea (1.2); Finland (1.3); Belgium (1.5); Spain (1.8); Portugal (2.0); Netherlands (2.2); Turkey (2.5); New Zealand (2.6).

Source: OECD (2010c).

The impact of implicit taxes and benefits on retirement decisions

While financial security in retirement is largely determined by the accessibility of income from pensions and superannuation, the level of income is affected by both implicit taxes and the value of other benefits available to pensioners. 

Pensioners are subject to implicit taxes on their pensions in the form of income and assets tests which can reduce their pension entitlement. A single pensioner (both age pensioner and disability support pensioner) will receive a full pension if their income is less than $146 a fortnight. As their income increases the value of the pension falls until their income reaches $1548.20 per fortnight, at which point they are no longer eligible for any payment. For a couple, the income test is higher and is based on their combined income (Centrelink 2010a). This income test applies to all sources of income although, under the Work Bonus Scheme, half of the first $500 of fortnightly employment income will be disregarded from the income test for age pensioners.

The age and disability pensions are also progressively reduced if the pensioner’s assets, excluding the family home, exceed a minimum threshold (table 
7.7). For example, a single homeowner’s pension will be reduced if they have over $181 750 in assets other than the family home. They will receive a part pension if their assets (excluding the family home) are below $649 250. 

Table 7.
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Assets test for pensionsa
	Family situation
	For full pension/allowance assets of up to:
	For part pension assets of less than:

	Single home owner
	$181 750
	$649 250

	Couple home owner (combined)
	$258 000
	$963 000

	Single non-homeowner
	$313 250
	$780 750

	Couple non-homeowner (combined)
	$389 500
	$1 094 500


a As at September 2010. Other limits apply in some circumstances. The value of the family home, and some other assets, are exempt from the assets test.

Source: Centrelink (2010c).

In addition to the pension payment pensioners are also eligible for other benefits. The most commonly available of these other benefits are access to the Pensioner Concession Card, and the Health Care Card or the Commonwealth Seniors Health Card. The Pensioner Concession Card gives pensioners access to a wide range of concessions from Australian and state and territory governments including bulk billing for doctor’s appointments and additional refunds for medical expenses, assistance with hearing services, a telephone allowance, fare reductions on public transport and free rail journeys, and reductions on property rates, water rates, energy bills and motor vehicle registration (Centrelink 2010b).

Some private businesses also offer discounts to people who have a Pension Concession Card. These benefits can be significant and their availability is generally restricted to persons who are eligible to receive a pension or part pension.

Implicit tax rates and labour force participation – OECD comparisons

The OECD has prepared data on the implicit tax rates in OECD countries. The implicit tax rate measures the change in net (expected) pension wealth due to continuing to work past the retirement age. Pension wealth is defined as the present value of the future stream of pension payments to which a person is entitled over his or her life in retirement. If the cost of forgone pensions, and contributions paid, is not exactly offset by an increase in future pension benefits, the pension system is said to be “actuarially non-neutral” and carries an implicit tax on continued work. Changes in pension wealth from continuing working can be regarded as an implicit marginal tax or subsidy on continued work. 

When benefits are not income tested and no contributions to the pension system have to be paid, the implicit tax is simply zero because the present value of the stream of future payments is the same whether individuals keep working or not. In New Zealand, for example, the implicit tax on continued work is almost zero for this reason.

In Australia, the implicit tax rate on workers at age 60 years, at close to 21 per cent, is only slightly above the OECD (2010b) average. The implicit tax rates are lower in comparable OECD countries such as New Zealand, the United States and Canada. The incentive effects of implicit taxes on workforce participation after the retirement age can be ambiguous (Mitchell and Fields 1984). Generally, implicit taxes reduce both the return from work and the opportunity cost of retirement (through lower foregone income). On the other hand, it is possible that an implicit tax can increase the opportunity cost of not working as an individual now needs to work longer (or more) in order to attain a desired income level for retirement. However, it is more likely that an implicit tax will discourage work past retirement age by lowering the ‘true wage’ from remaining at work. International evidence from observed participation rates suggests that there are disincentive effects related to high implicit tax rates (Duval 2004).

Figure 
7.5 shows that countries with lower implicit tax rates generally had higher participation rates in older age groups. Countries with the highest implicit taxes on continued work, such as Luxembourg and Greece, experienced relatively low participation rates for women aged 60 to 64 years. However, there are wide variations in participation rates between countries with the same implicit tax rate. Iceland and Austria, for example, have approximately the same implicit tax rate but the participation rates for women aged 60 to 64 years vary from just over 10 per cent to over 70 per cent (OECD 2010). This suggests that the level of implicit tax rates is not a major factor in explaining international variations in the level of labour force participation for mature age workers.

Figure 7.
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Implicit tax rates and workforce participation for women aged 60 to 64, 2007a
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a(Implicit tax on continued work in regular old-age pension systems, for 60-year-olds. The average implicit tax rate is based on an individual who continues to work for five more years (at the age considered). It incorporates both payments embedded in old-age pension and superannuation systems.

Source: OECD (2010b). Data derived from Duval, R. (2004), ‘The Retirement Effects of Old-Age Pension and Early Retirement Schemes in OECD Countries’, OECD Economics Department Working Papers, No. 370 and OECD calculations.

In Australia, the key drivers of the implicit tax rate are likely to relate to the income taper rates associated with the Age Pension. Whilst implicit taxes might affect the retirement decisions of women who would be eligible to receive the Age Pension, about a third of retirees do not receive an Age Pension and their decisions are unlikely to be influenced by implicit taxes. Similarly, women who have retired for health reasons, family reasons or are coordinating their retirement with their partner are unlikely to be strongly influenced by changes in implicit tax rates.

The Australian Government has introduced a range of policies aimed at mitigating the impact of these implicit taxes. As outlined above, it has introduced the Work Bonus Scheme and changes to superannuation regulations to encourage workers to remain in the workforce after becoming eligible to access superannuation and age pensions. In 2004 the Government introduced the Mature Age Workers Tax Offset as a measure aimed at encouraging individuals over 55 years to continue working. It provides an annual $500 tax rebate with the full offset available when earned income reaches $10 000 and phases out at 5 per cent for every dollar earned above $53 000. As expected, the offset has greatest effects on those with the lowest eligible incomes. For those who earn $10 000 per year, the average tax rate is reduced by 83 per cent, while for those earning $53 000, the average tax rate is reduced by 4 per cent. 

The impact of these measures will reduce financial disincentives from continuing to work, but as noted above, the impact on participation rates is difficult to quantify and may not be large.

The role of NewStart Allowance and the Disability Support Pension

For some mature aged women, unemployment and disability benefits may be seen as alternative pathways to ‘retirement’ or exiting the workforce. The impact of any changes to the age of eligibility to the age pension and superannuation balances on participation rates may be undermined by these alternative pathways to ‘retirement’.

But unemployment benefits do not appear to be a significant source of income for Australian women over the age of 50 years. While the participation rate of mature aged women falls significantly through the older age groups, the proportion of mature aged women in the labour force who are unemployed is low and falls with age (table 
7.8). Moreover, in September 2010, around 21 500 women aged 50 years and over were in receipt of Newstart Allowance who accounted for 1.1 per cent of the population of women aged 50 to 64 years and 1.7 per cent of women of this age who were in the labour force. This information suggests that this form of income support does not provide a significant pathway to early exit from the labour force (ABS 2010a, DEEWR 2010a).

However, the Disability Support Pension (DSP) is paid to a larger proportion of women aged over 50 years than Newstart Allowance. The DSP is available to persons with a disability who are below the Age Pension age. It is paid at the same basic rate as the Age Pension. As at June 2008 the DSP was paid to 9 per cent of the female population aged between 50 and 64 years. Of those women aged 50 and over receiving the DSP, just over half had been receiving the DSP for 10 years or longer. By comparison, in 2007‑08 just over half of new female entrants to the DSP were aged 50 years and over (FaHCSIA 2010b, ABS 2009f).

Table 7.
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Unemployment and participation rates for women approaching retirement, September 2010

	Age group
	Unemployment rate 
	Participation rate 

	
	%
	%

	45 to 54
	3.7
	79.8

	55 to 59
	3.0
	65.2

	60 to 64
	2.7
	44.7


Source: ABS (2010b).

The proportion of the female population aged 60 to 64 years receiving the DSP more than doubled in the period 2001-2008 while that for younger age groups remained largely unchanged (figure 
7.6). In the 60 to 64 years age group this is associated with a rise in the eligibility age for the Age Pension. As discussed above, commencing on 1 July 1995, the eligibility age for women to receive the Age Pension has been progressively increased from 60 years so that by 1 July 2013 the eligibility age will equal that for men at 65 years. Prior to this change women over 60 years would not have been eligible for the DSP because they would already be eligible for the Age Pension.

Nevertheless, the increase in the numbers of mature aged women on DSP is also consistent with some mature age women viewing the DSP as part of a transition to retirement on the Age Pension. Just under half of all women who exit the DSP transfer to the Age Pension (46 per cent) or other payments (3.9 per cent) while only a small number returned to work (9.6 per cent) (Cai et al 2006). It would be expected that among women approaching retirement age the proportion exiting the DSP and transferring to the Age Pension would be even greater.

Significant changes to the DSP were introduced as part of the ‘Welfare to Work’ reforms in the 2005-06 Federal Budget
, with the objective of tightening eligibility requirements for new applicants for the DSP. These changes did not affect those who were already in receipt of the DSP on 10 May 2005 and would therefore not affect the stock of those already in receipt of the DSP (Centrelink 2010e). However, the changes may impact on the inflow of new entrants due to the new assessment criteria. Data show that the rate of DSP recipients in the 60 to 64 years age group has remained unchanged in recent years even though the effects of the rise in the Age Pension eligibility age continue to operate. Restricting the accessibility of DSP may have reduced the flow towards the DSP as a means of transitioning to retirement.

Figure 7.
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Trends in Disability Support Pension receipt for womena
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a( For 2001 to 2008, as a percentage of the population.

Source: FaHCSIA (2010), ABS (2009f).

Superannuation

As noted above, around 11 per cent of women reported superannuation as their major source of income in retirement in 2009. This is a much lower proportion than for men and reflects the lower average balances that women have in their superannuation accounts. There are several possible reasons for this. Women are more likely to experience discontinuous workforce participation, have a higher prevalence of part time work, and work in lower paid occupations. It has been argued that, as a result of lower contributions over time, women have missed out on the benefits of Australia’s superannuation system. This difference has been labelled the ‘other’ gender wage gap by Jefferson and Preston (2005).

While superannuation balances for women are lower than those for men they have been increasing for mature aged women. Figure 
7.7 shows that in the period 2000‑2007 the proportion of women with superannuation balances below $25 000 has fallen, while the proportion of women with superannuation balances above this amount has risen. While the proportion of women with a superannuation balance over $100 000 has been increasing strongly (from 17.9 per cent of women aged 55 to 64 years in 2000 to 31.2 per cent in 2007) it is still below that of men (43 per cent in 2007). This trend of increasing superannuation balances for women is expected to continue. It is estimated that by 2040 average superannuation balances for women aged 55 to 64 years will be $200 000, although significant growth in the average balances for both women and men implies that women’s balances are projected to rise from 50 per cent to 60 per cent of balances for men at the same age (AMP NATSEM 2009).

During the period 2004‑05 to 2006‑07 the proportion of women who retired at age 55 to 59 years who had contributed to superannuation for longer than 15 years increased from 36 to 43 per cent. Not surprisingly, the length of time women contributed to a superannuation scheme increases with retirement age. In 2007 only 27 per cent of women who had retired aged 45 to 54 years had contributed to superannuation for 15 years or more compared to 46 per cent of women who retired aged 60 to 64 years (ABS 2009e). 

The expectation of women who are still working is that superannuation will play a significant role in their retirement income. Among women in the workforce aged 45 years and over, 47 per cent expect their main source of income at retirement to be from superannuation or an annuity (ABS 2009d).

Figure 7.
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Superannuation balances for women aged 55 to 64a
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a(Refers to the average balance for women with superannuation between 2000–2007 in 2007 dollars.

Source: ABS (2009b).

At present women and men can access their superannuation from the age of 55 years (the ‘preservation age’). In 1997 the Government announced that from 1 July 1999 all future superannuation contributions would be preserved until the preservation age which will be progressively increased to 60 years between 2015 and 2025 (Warren 2008b).

The gap between the age at which the Age Pension can be accessed (67 years at the end of the transition period in 2023) and the lower age at which superannuation benefits can be accessed (60 years at the end of the transition period in 2025) may have an impact on the participation of mature aged women in the workforce. The steady rise in superannuation balances, and proposed increases in compulsory contributions, will enable a larger number of mature age women to rely on superannuation as their primary source of income, at least in the early years of retirement. Those women who have accumulated sufficient superannuation entitlements will be able to take advantage of the younger age at which superannuation can be accessed to retire up to seven years earlier than the minimum age for accessing the Age Pension. This can be expected to have an impact on the rate of participation in the workforce of women in the 60 to 67 year age bracket.

In July 2005, the Government allowed people in employment who had reached their preservation age to access their superannuation as a non-commutable income stream, thereby enabling mature aged workers to supplement reduced earnings with superannuation entitlements. This was intended to remove a disincentive to work for those preferring a phased reduction in their workforce commitments. From July 2007, superannuation benefits taken as a pension after the age of 60 years have been either tax free or subject to a reduced rate of tax (Australian Government 2006). The removal of taxes placed on superannuation withdrawals after the preservation age will decrease the implicit taxes imposed on those who continue to work. 

The survey evidence of mature aged women’s reasons for retiring and the international evidence suggest that changing age pension eligibility requirements and implicit tax rates will be factors for consideration by some mature aged women when deciding to retire or not. But the extent to which such changes will increase the overall participation rate of mature aged women is uncertain. Many other factors also affect the decision of mature aged women to retire such as sufficient workplace flexibility to allow working hours to be tailored to individual preferences, whether their partner is working, whether they have caring responsibilities and their own health status.







�	Includes offered reasonable financial terms to retire early, superannuation rules made it financially advantageous, had sufficient income and could afford to, and spouse’s income made retirement possible.


�	28 per cent of men and a quarter of women working full-time in this age group did not know if they would work part-time before they retired


�	Prior to 2006, applicants were eligible to receive the DSP if they were unable to work 30 hours per week. Since July 2006 only applicants who have been assessed as unable to work 15 hours per week are eligible to receive the DSP. Those assessed as being able to work 15-29 hours per week have had an obligation to seek part time work and receive an enhanced Newstart Allowance. (Centrelink 2010d, 2010f)
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