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Workforce
still the bulk
of the
population

Assets held by superannuation funds more than tripled in the past ten years to
some $648 billion according to APRA, as above average economic growth,
higher employment and a rising compulsory superannuation levy boosted the
level of funds annually invested into superannuation.  This has helped fuel a
flow of funds into property and driven yields down in some markets to record
lows. However, Australia’s population is ageing, with the fastest growing age
sector expected to be the retirees, or over 65s.  As these retirees look to access
their superannuation to fund their retirement, what will be the impact on the
flow of funds into superannuation and more particularly property and property
yields of the future?

Over the past couple of years Australia’s ageing population has been a major
talking point. However, while the retirees are the fastest growing age group,
the potential working population (15 to 64 year olds) comprise the bulk of the
population, as shown below.

Analysis
Will superannuation investment into
property dry up as the population ages?

Working population stabilises in 2011, while
number of retirees grow until 2040
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• The number of people retiring will exceed the number entering the workforce by 2011.
• We believe a shift to pension style benefits will occur, which will avoid a net loss of contributions.
• This will allow the annual super investment into property to rise, reaching $5.5 bn by 2014.
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From 2011,
the number
of people
reaching 65
will exceed
the number
joining the
workforce

Basis for
forecasts:
Contribution

It should be noted that only 64% of this potential workforce are employed or
looking for employment, and that the number of people in this age group stops
growing from the middle of the next decade.  More importantly, if we take the
forecast number of people joining the 15 to 64 age group, maintain a 64%
participation rate and compare this to the numbers moving into the 65+ age
group, the number of retirees exceeds the number joining the workforce by
2011.  This can be delayed if the participation rate is lifted to 75%, as
illustrated below, but this will only be a stop gap solution.

The negative figures in the early 1980s and 1990s were due to recessions
lifting unemployment and reducing the participation rate.  This resulted in a
loss of workers rather than a surge of retirees.  In the main forecast above, we
expect the continuation of a healthy economy to 2050, with a 64% participation
rate and an unemployment rate of 5%.

Taking these forecasts of working population and retirees, we have made the
following estimates of contributions to superannuation funds and benefits
taken by those retiring;
• Annual wage growth rate of 3.7% per annum, as per Westpac Economics

long term forecasts,
• A compulsory employer contribution levy maintained at 9%
• A calculated employee/member contribution rate, which was 4.6% of

average wages in 2003/4.

The number of people moving into the
working population less those moving into the

65+ age group, 2011 key year

-300,000

-200,000

-100,000

0

100,000

200,000

300,000

197
7/7

8

198
2/8

3

198
7/8

8

19
92/9

3

19
97/9

8

20
02/0

3

200
7/0

8

201
2/1

3

201
7/1

8

20
22/2

3

202
7/2

8

20
32/3

3

203
7/3

8

204
2/4

3

204
7/4

8

Difference

Increasing PR to 75% by 2015

population

Forecast

Source: ABS/Westpac property



The information in this Update is general in nature and should not be relied upon as a substitute for professional advice.  The
forecasts given above are predictive in nature.  While every effort has been taken to ensure that the assumptions and information
on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by risks and
uncertainties.  All opinions, statements and forecasts expressed in this bulletin are based on information from sources that
Westpac believes to be authentic.  Westpac does not warrant the completeness or accuracy of information it has used to prepare
this Update.  Westpac accepts no liability arising from the use of information contained in this Update. The information in this
Update is current as at 30 June 2005.  Westpac Banking Corporation ABN 33 007 457 141

Benefits;
lump sum to
reduce to
40% of total
by 2020

Impact on
net
contribution

In 2002/3 benefits taken amounted to $33.3 billion.  In 2003/4 this fell to
$29.7 billion, despite the number of retirees increasing. This indicates that the
calculation of future benefits is dependent not only on the number of retirees,
but how they take their benefits.  Lump sums amounted to 74.5% of total
benefits in 2003/4, but a recent report from Rainmaker Information Pty Ltd.
suggested that this proportion would fall to around 46% over the next 10 years.
In our forecasts we have started the shift from lump sum to pension in 2009
and taken lump sum benefits down to 40% of total benefits by 2020.  We have
considered that as compulsory superannuation only commenced in 1992, few
are likely to have enough invested before 2009 to take a meaningful annuity.
As the level of superannuation funds for each person grows over time, people
will have a larger base from which to draw an annual pension, leaving fewer
opting for a lump sum.  It appears that the shift has already commenced, with
81% of benefits taken as lump sums in 1999, 79% in 2003 and 75% in 2004.

For the forecasts below, we have taken two main scenarios;
• Lump sums continue to account for 75% of benefits taken in any year
• Pension style benefits are increased to a level of 60% by 2020
We have increased both pension and lump sums by 4% annually.

Although Westpac Economics consider that healthy economic growth will
continue for at least the next 10 years, we have also tested two different
economic possibilities for the “shift to pension” scenario:
• Unemployment rising to a longer term average of 7.5% by 2009
• A recession scenario, where unemployment rises to 11% by 2010 and the

participation rate falls to 61%, before both return to longer term averages.

If retirees shift to pension style benefits, net
contributions stay positive, except in recession
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Impact on
property

As can be seen above, if the lump sum withdrawals continue at 75%, net
contributions turn negative from 2012.  The gradual shift to pension style
benefits in an ongoing healthy economy ensures contributions remain positive,
even with the higher number of retirees.  Even a shift from 5% unemployment
to longer-term 7.5% unemployment from 2009 does not impact significantly.
However, should a recession occur in 2010, just before the number of retirees
growth exceeds employee growth, net contributions will be negative, albeit
only for one year.

Our forecasts have been shown to 2025.  Interestingly, after this date, while the
figures for a 5% unemployment rate generally stay positive, both other
scenarios are more volatile, changing between positive and negative.

Our figures above only forecast net contributions (contributions made less
benefits taken) and do not allow for earnings being reinvested. Although
earnings from superannuation assets being managed are generally higher than
net contributions, they are volatile, which is not surprising given some 49% of
assets are in equities.  Predicting stock market returns for each of the next 20
years is difficult and averaging returns would smooth the challenge caused by
the ageing population in individual years under our scenarios.

Current superannuation holdings in property amount to around 7% of what
APRA call a ‘default strategy’.  This includes both listed property (40% of total)
and unlisted (direct property). Taking the 7% as a standard allocation, the net
contributions to superannuation funds and available for property investment
over the next 20 years are illustrated below.

What does this mean for property?
7% of net contributions allocated to property
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Add net
contribution
to property
income and
new
investment
funds reach
$5.5 bn by
2014

Offshore not
the only
opportunity?

If the shift to pensions occurs, net contributions to superannuation funds and
allocated to property investment will be weakest in 2011 at around $0.5 billion.
They fall negative in 2011, if a recession occurs.  The interesting factor is that
although the amount of net contribution slows as the number of retirees
increase, it is still positive.  This suggests that unless lump sum benefits
continue to be taken at 75% of total benefits, the selling off of assets to fund
retirement payments is unlikely.  Therefore, the weight of funds looking for a
property investment continues to grow, albeit at a slower rate from 2007/8.

APRA suggests 7% of assets are held in property (direct and indirect),
consequently property income will also be available to be invested by
superannuation funds. Although for overall superannuation assets we didn’t
add earnings, we have taken property income (but not capital growth), as it is
relatively steady with only 0.31% annual volatility over the past 19 years.  As a
guide to property income we have taken the 7.6% income yield for composite
property from the PCA investment performance index as at December 2004.
Re-investing this in property suggests that additional superannuation funds
(net contribution plus income from existing property assets) available for
property investment will start at $3.4 billion and rise steadily to $5.5 billion by
2014, and just under $11 billion by 2024.  Even under the recession scenario,
new investment funds available remain positive, with $3.3 billion to invest in
property in 2011, as earnings outweigh negative contributions.

Some veteran property investors find the current low levels of retail and
industrial yields worrying and consider a correction will occur at some stage.
As suggested, although the annual growth in superannuation funds looking for
property investment slows from current levels, growth remains positive.  If we
add other types of investors and the limited amount of investment
opportunities, there is nothing to suggest that yields are about to ease because
of a fall in funds to invest. The question is can they go lower as funds looking
for a property investment continue to grow?

There has been much written about Australian LPTs having to search for assets
offshore to satisfy growth.  With superannuation funds being major investors in
LPTs as they provide some form of liquidity in the commercial property market,
the funds available to back offshore expansion should grow, if the above
occurs.  However, there may be avenues other than offshore for investment.  A
recent paper by Dr David Higgins of the University of Technology, Sydney
suggested that institutions had a significant (68%) share of the $170 billion
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core property asset market (office, retail and industrial property).  His findings
also indicated that institutions only held 4% of the larger, $184 billion non-core
Australian property market.  Non core property includes hotels, prisons,
libraries, schools, hospitals, childcare centres, retirement villages and other
forms of property.  While it may be considered that investment in some of
these is more investing in a business rather than a property asset, property
does form some base for the business.  If this is the case, there appears to be a
wider choice of property available to investors who think outside the core in
Australia.
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