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Introduction

Australian households haveamongst the highestincomes and wealth in the developed world?. In spite of
being a highly educated, resource rich and wealthy nation we still have many who struggleto make ends
meet and a growing homelessness problem. This report considers trends and patternsin financial stress
and develops anindex of financial wellbeing for Australian households usinga comprehensiverange of
socioeconomicvariables that capture those factors most likely to determine a household’s financial

vulnerability.

Typical analysisin Australia of household financial wellbeing focusses on the concepts of income and
income poverty. While such measures are important the single focus on income may oversimplify
financial wellbeing. This report considers financial wellbeing through a range of variables in addition to
income, including financial wealth, housing costs and housingtenure, disability, region, education status,
gender, household sizeand family type, age and labour force status. Consideration ofa wide range of
factors associated with financial wellbeing provides a more holistic and comprehensive account of

financial wellbeing thanincome alone.

Poverty estimates based on income are binary and arbitrary by nature. In reality, being a little aboveor
below a poverty line is unlikely to make any meaningful difference toa household’s standard ofliving.
This report shows thatincome alone correlates with financial wellbeing butthere are many other factors
that play an importantrole in determining financial wellbeing. Understanding that financial wellbeing is
influenced by many factors is useful for policymakers in determining the type and magnitude of
assistancerequired for different households who rely heavily on welfare payments. Forexample, it may
be that younger people searching for work have greater financial needs than older people who are notin
the labourforce. It may also be that older persons are more likely to have access to greater liquid assets

relative to younger people which greatly improves financial wellbeing.

The financial wellbeing index constructed in this research relies uponthe ABS Survey of Income and
Housing and uses the survey’s range of financial stress variables (Appendix A). First we consider trends
between 1998-99 and 2019-20 in financial stress for different demographicgroups using simple

summary measures such as the percent of the population who suffer from financial stress.

To better understand thedistribution of financial stress for each demographicgroup we develop a
regression model of financial stress relating financial stress to various demographicand economic

variables. Usingthe model to predict financial stress for each household a distribution of the risk of

2 Global Wealth Report, Credit Suisse (2021).
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financial stress for each demographicis calculated. The distribution of risk enables the understanding of
notonly the average rate of stress for each demographicbut how spread that risk is. For example, it may
be that couples with kids have lower stress than single parents but they have greater variability in risk. A
high level of variability suggests that a single focus on the average may be quite misleading in

understanding financial stress for a particular household type.

The model used to predict probability of stress for each household can also be used to estimate stress
rates for hypothetical and real families. The last section compared the expected rate of stress for typical
families and individuals. We compare the predicted rate of stress for typical welfare families such as
thoseon the JobSeeker payment with individuals and families on minimum and/or average wages. This
approach has been extended with the development of an app that allows anyoneto predict their
household risk of financial stress and to check how that risk compares to other households in Australia

with a score between 1 (lowest financial wellbeing) and 100 (highest financial wellbeing).

This paper provides insightsinto the groups in society that are under the greatest financial pressure. The
model describes the factors that correlate most closely with financial stress and provides estimates of
the relative importance of each factor. This information can be used by policy makers to not only better
understand whois and who isn’tlikely to be in stress but also to better understand which measures are

more likely to help alleviate financial stress and improvefinancial wellbeing.

Methodology and Policy Proposal

To gain an understanding of which groupsin society face the most financial disadvantage we consider
their financial stress as observed in the ABS Survey of Incomeand Housing and Household Expenditure
surveys between 1998-99and 2019-20. These surveysincludethe 1998-99, 2003-03, 2009-10, 2015-16
and 2019-20surveys. The surveys are large, nationally representative household surveys covering a wide
range of social, demographicand economic variables. Since 1998 these surveys include self-reported

financial stressvariables.

Usingthese surveys we provide estimates for financial stress trendsin the simple form of the percent of
households reporting financial stress —any stress. For consistency through time we consider only the 9
guestions that relate to financial stress and that are available in each ABS surveys. We ignore the ‘missing
out’ questions asthey are not included in the 2019-20 survey. There are also methodological concerns
around the missing out questions as certain demographicgroups may have varying degrees of responses
based on their preferences for the various activities covered. For example, an 85 year old person may be

less likely to go on a holiday for reasons that have nothing to do with financial constraints.
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Appendix A shows the 14 ABS financial stress questions used in the ABS expenditure and incomesurveys.
There are various potential metrics based on financial stress responses. Some of the more common
versionsinclude binary variables of either ‘any stress’ or ‘4 or more stress’, simply summing up the
number of stress responses out of a possible 14, and finally selecting some of the more serious forms of

stress and developinga binary responsevariable for the selection (Phillips 2022).

In this paper we havesimply chosen the ‘any stress’ option which meansthat a household experienced
any of the 9 financial stress measures. Forthe financial stress regression modelling later in this paper we
include all 14 possible forms of stress as the modelis based only on the 2019-20survey. Thisis the least
restrictive option and naturally means that the overall rate of stress will be higher than other options.
The least restrictive option was taken for two principal reasons, firstly to ensure a large sample size for
the analysis of sometimes relatively small demographicgroups and secondly, this project focuses on
comparing financial wellbeing across the full spectrum of households including higherincome and wealth
households. It could be expected that higher income and wealth households are extremely unlikely to
face the most severe forms of stress and are unlikely to respond ‘yes’ to a large number of stress
guestions. The expectation in this report is that a less restrictive stress metric will better differentiate
between the financial wellbeing of high income and wealth households. Inanalysing financial stress and
in developinga model of financial wellbeing our interest is not directed only towards lower income

households but across all households.

The next section of the project involves developing a regression model to enable an understanding of not
only the factors that correlate with financial stress butalso the distribution or the variability of financial
stress for different demographicvariables. It may be, for example, that a particular demographichas a
high risk of stress with little variation whereas some other group may have relatively less overall risk of
stress but there is considerable variation. Froma policy perspective looking at averages alone may well
hide considerable variation in the risk profiles of different demographicgroups. Theregression approach
also enables the calculation of risk of financial stress for any individual household and the relative
position against all other households in Australia via an index of financial wellbeing. The index of 1 to 100
simply reflect a ranking of all households in Australia in the form of each percentile between 1 and 100
where 1 is the lowest 1 per cent of financial wellbeing (highest risk of stress) and 100 is the 100t

percentile of financial wellbeing (lowest risk of stress).

The regression model is based on the 2019-20income and housing survey. Various regression models
were tested including a range of models with interaction terms with the incomeand wealth variables.
The final model was chosen based on the model that provides the best overall fit and included only

variables that were significant in their association with financial stress. Appendix B provides the
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specification and regression results for the logistic regression of financial stress (any stress) againsta

range of economic and demographicfactors3.

The regression model is then applied to the ANU PolicyMod model of the Australian tax and transfer
system. PolicyMod itself is based on the 2017-18Survey ofIncome and Housing but has been updated to
2021-22financial year using a range of inflation factors and benchmarks for important population, labour
force and social security and taxation benchmarks. Two key advantages of using PolicyMod is that the
demographics, economicand policy variables are updated to the latest financial year and the report

analysis can be repeated in future yearsincorporatingany changes in the responses to these variables.

Results

In the first section we considerthe trends in financial stress for our major economic and demographic
variables. The second section considers the distribution of financial wellbeing (risk probabilities and
financial wellbeing index) and the third section provides some cameo examples of typical individuals and
households to gain a better understanding of their financial wellbeing and to comparetheir place in the

financial wellbeing distribution.

Before showingthe summary financial stress results it is worth considering the differences between the
financial stress measure and poverty. Overall, around 33 per cent of households have someform of
financial stress compared to 12 per cent in poverty*. Of thosein poverty, around 53 per cent are in
financial stress. Of thosein financial stress around 22 per cent are in poverty. 6.4 per cent of households

are in both poverty and financial stress.

These results showthat there is a correlation between poverty and financial stress but one does not
imply the other. With nearly one half of households who are in poverty reporting no form of financial
stressand nearly 4 in 5 householdsin stress not in poverty it is importantto understand the limitations

of income-based measures such as poverty. In this report we focus on financial stress measures which

3 The use of a logisticregression on cross-sectional data should be expected to provide useful predictions of
stress for those households inthe ABS survey. The model may be less useful for determining the impact of
changes in explanatoryvariables such as incomeor housing costs on financial stress. Itis quitelikely thatthe
model includes variables thatarerelated to other independent variables which leadsto bias in marginal effects
calculations. Itis also likely thatimportantvariables havebeen excluded that are alsoimportantin determining
financial stress. Utilising the longitudinal nature of HILDA may offer better prospects of correctlyidentifying
marginal impacts of specificvariables.

4 Poverty measured here deducts housingcosts from disposableincome and excludes the bottom 2
percentage points of the disposableincomedistribution. Disposableincome was equivalised usingthe OECD -
Modified method.
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directly ask households financial stress rather than usinga poverty measure which is arbitrary and solely

focusses on income (sometimes with a deduction for housing costs).

Financial Stress Trends

This section considers trends in financial stress for different household types in Australia
between 1998 and 2019. Estimates are developed using the ABS’ Household Expenditure Survey
from 1993 to 2015 and the ABS Survey of Income and Housing 2019-20.

Financial stress declined in Australia between 1998 and 2015 but then increased to 2019-20.
Between 1998 and 2015 there has was considerable economic growth with real GDP per capita
gains of around 28 per cent or 1.5 per cent per year. In the years between 2015 and 2019 this
growth rate halved. With such strong economic growth it would be expected that households
have experienced some reduction in overall financial stress. What is less clear is whether the
gains of growth have been shared equally. It may be that certain groups in society have not
enjoyed such strong increases inincome and related to that reductions in financial stress. We
know that certain social security payment groups have had no real increase in their payments
through this period. We also know that certain groups such as those on JobSeeker, have had
their mutual obligations increased to receive the payment. Other payment types such as the

disability support pension have experienced tighter eligibility requirements.

Table 1 shows financial stress results for Australian households has trended down over the 21
years to 2019-20. Included in the table is both the ‘any stress’ measure. Households with any
stress has lowered between 1998-99 and 2019-20 from 36.5 per cent to 32.8 per cent but was
aslow at 28.5 per cent in 2015-16.
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Table 1: Household Financial Stress Trends

Year Financial Stress Financial Stress
Rate (Any) % Households (000s)
1998/99 36.5% 2,538
2003/04 35.9% 2,730
2009/10 31.1% 2,555
2015/16 28.5% 2,509
2019/20 32.8% 3,100

ABS Household Expenditure Surveys, Survey of Income and Housing 1998-99 to 2019-20

Of interest beyond the broad aggregatesis how these trends vary by household type? Are there

particular groups in society that are doing particularly well, or bad?

2.1 Main Source of Income

Key findings

e In 2019-20, 79 per cent of households where allowances were the main source of income
were living with some financial stress compared to only 30 per cent of those earning wages and
salaries. In 1998, 80 per cent of allowance households were living with some financial stress.

e For those on working age pensions, 77 per cent were living with some financial stress by
2019. In 1998, 67 per cent of these households were in financial stress.

e |n 2019-20 32 per cent of households whose main source of income was the age pension had

some form of financial stress in 2019 compared to 33 per cent in 1998.

In this section we divide households up into their main source of income. The ABS survey data
splits households into wages and salaries, business, government benefits and other sources. We
further split the government benefits between working age pensions, age pensions and
allowances (JobSeeker). A further group called ‘Other Government Payments’ is excluded as the

group has only a small sample size.

Working age (adults below pension age — 66 years and under) pensions include the Disability
Support Pension (DSP), Carer Payment and Parenting Payment. These payments are typically

paid to persons under the age pension age but who are not expected to be in the labour market
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for the immediate future. Their payments are typically higher than working age allowances (such
as the JobSeeker Payment) where there is usually an expectation that persons will only be on

the payment for a temporary period.

Figure 1: Any Financial Stress Trends, Main Source of Income

80 795 789
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Any Financial Stress %

227226
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W&S Business Working Age Age Pensioners JobSeeker Other
Pensions

Main Source of Income
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Source: ABS Household Expenditure Surveys, 1993-4to 2015-16, Survey ofIncome and Housing 2019-20

Figure 1 shows the stark difference in the likelihood of financial stress by different sources of
income. Wage and Salary, business, age pension and other income categories all have relatively

low rates of financial stress —typically between 20 and 30 per cent of these households’

experience some form of financial stress>.

Since 1998 those households relying on working age pensions (disability, carer, and parenting

payment) and JobSeeker experienced significantly higher rates of financial stress. In 2019-20, 79

5 ‘Other’ income includes all other sources such as superannuation, property income, interest, dividends,
royalties, trusts and child support.
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per cent of JobSeeker households were in financial stress —similar to 1998. Working age pension

household financial stress ratesincreased from 67 per cent to 77 per cent.

2.2 Family Type
Key findings

e Financial stress rates for single parents in 2019-20 were much higher than other family types,
with 63 per cent or almost 2 in 3 reporting some financial stress. This was an improvement on
rates reported in 2003-04 (74 per cent).

e In contrast, couples with dependent children reported a financial stress rate of 33 per cent in
2019-20 compared with 38 per cent in 1998-99.

e Lone persons tend to have slightly higher rates of financial stress at 35 per cent in 2019-20
comparedto 37 per cent in 1998-99.

e Families with younger children (under 5 years of age) have a greater rate of stress than
families with older children. Single parent families with younger children have a stress rate of 81

per cent.

Figure 2 shows that single parent families consistently have the highest rates of financial stress
amongst different family types. They are typically twice as likely to suffer financial stress
compared to couples with children families, with 63 per cent in severe stress in 2019-20. There
has been a modest reduction in stress for single parent families. Overall, couples have the
lowest rates of stress (23 per cent in 2019-20), followed by couples with children. Lone persons

have the second highest rates of stress.
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Figure 2: Any Financial Stress Trends, Family Type
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Source: ABS Household Expenditure Surveys, 1993-4to 2015-16, Survey of Income and Housing 2019-20

Financial stress rates are higher for families with younger children. Couple families with at least
one child under 5 are estimated to have a rate of financial stress of 35 per cent compared to 32
per cent for the older families. Single parent families with younger children have higher rates of

financial stress at 81 per cent compared to 58 per cent for those with older childrenin 2019-20.
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2.3 Income Level

Key findings

e Lower income families (quintile 1) are more than four times more likely to be in financial
stress compared to high income families in 2019-20 with a low income household having a 56
per cent chance of stress compared to 14 per cent for a high income household (quintile 5).

e Middle income households have a 33 per cent chance of financial stress.

e Financial stress has generally declined since 1998-99 across the income distribution, however
some of that decline has reduced with increases across all income groups between 2015-16 and

2019-20.

Figure 3: Any Financial Stress Trends, Income Quintiles (equivalised disposable income)

60

Any Financial Stress %

1 2 3 4 5
Income Quintile

year [ 1998 [ 2003 @ 2009 @ 2015 M@ 2019

Source: ABS Household Expenditure Surveys, 1993-4to 2015-16, Survey of Income and Housing 2019-20

Figure 3 shows a clear relationship between income and financial stress. Higher income
households have a much lower risk of having any financial stress. The relationship is

approximately linear but the largest decline does take place between quintile 1 (lowest income)
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and quintile 2 (second lowest income) households with a 16 percentage point drop inany
financial stress. This result suggests that moving from a very low to a low income household

(quintile 1 to quintile 2) canimprove a household’s financial wellbeing significantly.
2.4 Tenure Type
Key findings

e Financial stress rates are higher for renters and lowest for those who own their house
outright.

e Renter financial stress at 49 per cent is higher than purchaser stress at 28 per cent and 22 per

cent for outright owners.

Financial stress rates have declined for all tenure type, most notably for renters and purchasers.
Financial stress rates are considerably higher for renter households when compared to those

purchasing. This would be expected due to purchaser households typically having higher

incomes. Renter financial stress lowered between 1998-99 and 2019-20 (34 to 28 per cent).
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Figure 4: Any Financial Stress Trends, Tenure Type
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Source: ABS Household Expenditure Surveys, 1993-4to 2015-16, Survey ofIncome and Housing 2019-20
2.4 Regions
Key findings

e Regional Australia tends to have moderately higher rates of financial stress when compared
to capital city regions with 34 per cent in some form of financial stress compared to 28 per cent
inthe capital cities®.

e Thereisno dramatic difference between the major states financial stress rates. The

combined territories have lower rates of financial stress in recent years.

6 The ABS income and expenditure surveys do not sampleremote areas.Remote areasinAustraliaoften
include high proportions ofindigenous Australians who haveinthe pastbeen found to have much higher rates
of financial stressthan non-indigenous Australians (Breunig2017).
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e All states and the combined territories have lower rates of financial stress in 2019-20
compared to 1998-99 although all these regions stress rates increased between 2015-16 and

2019-20.

Financial stressis relatively even between the states of Australia. The general reductionin
financial stressis common to all states and territories. The territories have enjoyed the largest
fallsin financial stress. That the headline rate of financial stress differs little between states does
not necessarily imply there are no cost of living differences between states. For example, While
NSW and Queensland have similar rates of stress there are other confounding factors that may
partly impact this result such as differences in income, wealth and other demographic and social

factors.

Figure 5: Any Financial Stress Trends, State
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ABS Household Expenditure Surveys, 1998-89 to 2015-16
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2.4 Age of head of household

A particularly interesting finding is that older households, in spite of typically lower incomes in
retirement have, on average much lower rates of financial stress than younger households. Financial
stressrates havedeclined across the age distribution with particularly strong declines for the youngest
age group (< 35years). The oldest age group (75+) has a financial stress rate of 22 per cent compared

with 39 per cent for households headed by a person aged under 35 years.

Older Australians enjoyed a significant reduction in financial stressin the 2009-10 survey (likely assisted
somewhat by the increase in the age pensionrate). Some of these gains were erodedin 2015 where

stressrates increased, bucking the trend for younger households.
Stress rates have increased for all age groups between 2015-16and 2019-20.

Figure 6: Any Financial Stress Trends, Age of Head of Household
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2.5 Gender

The preceding analysis focusses on the ‘head of household’. For example, Section 2.4 focusses
on age where age is the age of the head of the household rather than the age of individual
members of the household. Head of the household is the focus as the financial stress questions
relate to the household rather than the individual. The person in the ABS survey who responds
to this question also may not be the head of the household so the assumption is being made

that the respondent for this question is representative of the full household’.

With these caveats in mind the 2019-20 income survey shows that households headed by a
female have a 39 per cent change of financial stress compared to 33 per cent for male headed

households.
2.5 Disability Status

Households with at least one person with a disability or a long term health condition would be
expected to have higher living costs all other things equal. Such households, for example, may
have more significant health costs, greater transport costs, special housing requirements. Such

households may also have limited earning capacity due to their health or physical condition.

It is estimated that overall, such households have a rate of stress of 44 per cent compared to
households without a disability or long term health condition 30 per cent. Such a finding is
particularly important as the survey also estimates that a substantial number of household (39

per cent) have at least one person with either a disability or long term health condition.

Households with a disability or long term health condition tend to have lower incomes and this
is likely to partly drive the finding that their financial stress rates are higher. To better
understand the impact of disability Figure 7 considers stress rates by income level (quintiles of
equivalised income). The result of higher financial stress for households with atleast one person
with a disability or long term health condition holds across the income distribution. The resultis

particularly clear cut for the lowest income households where the financial stress rate for those

7 The Melbourne Institute’s HILDA Survey also asksthehousehold a series of questions regardingfinancial
stress and there is evidence that partners in couple households do not always agree with their financial stress
responses and this can have material impacts on financial stressrates (Breunig2004).
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with such conditions have a stress rate of 65 per cent compared to 48 per cent for those that do

not.

Figure 7: Any Financial Stress, Disability or Long Term Health Condition Status by Household Income Quintile

65.3
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Disability [ Disability B No Disability

2.5 Variation in Financial Stress

In the previous section the focus was on the share of households who experienced some form
of financial stress. In this section we consider the variation in financial stress for different
economic and demographic groups. Variation in financial stress isimportant to consider as it
may well be that the average rate of stress masks considerable variation in rates of stress. For
example, it may be that age pensioners have a relatively low rate of stress but this masks
substantially higher rates of stress for some age pensioner households. Such a finding could
suggest that the low rate of stress for age pensioners does not necessarily imply that all age
pensioners are financially advantaged and that from a policy perspective the group should be

ignored or that current levels of financial and other support could or should be lowered.
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Variationin financial stress is not directly observed from the survey data. Variation is estimated
in this research using a logistic regression model that predicts the probability of financial stress
for each household using a range of variables that best predict stress. For each household a
probability is calculated and this probability is used to show how financial stress varies for
different groups in society. This probability is ranked and provides an index value for each
household which converts to a rank between 1 and 100 where 1 means the household isin the
bottom 1 per cent of financial wellbeing (indicating a very high risk of financial stress) and 100

means the household isinthe top 1 per cent of financial wellbeing indicating almost no risk of

financial stress.

Appendix B shows the regression model used to estimate the probability of financial stress (any
stress) for each household. The model was limited by the variables included in the survey. Not
all variables that were considered potential candidates explained financial stress. Regional status
(capital city/rest of state), age of children and child care status of the household were all

excluded from the model due to not significantly adding to the explanatory power of the model.

That a variable is not significant in explaining financial stress does not imply that there are no
differencesin financial stress when considering that variable. For example, we don’t find that
age of children is significant, however it may be the case that households with younger children
have different rates of financial stress to those with older children - the differences may be
better explained by other factors that are significant —such as income or wealth of the

household.

The predicted rates of financial stress and the resulting financial wellbeing index are derived from a
model that captures many of the important factors that are expected to drive financial stress and
wellbeing. However, it is not possible to fully explain financial stress and the model will miss some
importantvariables that are not included in the ABS survey and also considerable individual variability. As
an example, the modelling does notinclude information on whether a household memberis a smoker —
which would likely increase the likelihood of financial stress. Beyond what can be explained there are
also many unobservable differences between individuals/households such as financial literacy and

money management.
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2.5.1 Variation in Financial Stress: Main Source of Income

The earlier analysis shows that financial stress is highest for working age welfare recipients —in

particular the JobSeeker and Disability Support and Parenting Payments.

Figure 8 shows the distribution of the probability (or risk) of financial stress for households
grouped by their main source of income. The plot shows a box and whisker chart where the
middle line is the median value, the diamond is the mean (or average) and the ends of the
rectangle represent the 25t and 75t percentile. The whiskers (the two ends of the plot) show

the top and bottom 5 per cent of the distribution.

For JobSeeker households the average is around 83 per cent, the medianis 87 per cent and the
whiskers are for the top 5 per cent just under 1 and the bottom 5 per cent nearly 52 per cent.

Quite clearly, Jobseeker recipients are distributed at the very top end of financial stress. In fact,

more than 95 per cent of JobSeeker households are in the top 20 per cent of risky households.

Figure 8: Probability of Any Financial Stress/Financial Wellbeing Rank, Main Source of Income
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The other group that stands out for a very high rate of financial stress are those households who
rely mostly on working age pensions (disability support pensioners, parenting payment single
and carer payment). These households receive a pension payment without the mutual
obligations of those on JobSeeker. These households are likely to have additional costs to other
households through disability and/or caring responsibilities. The results are very similar to
JobSeeker, albeit with slightly lower rates of financial stress. The average stressrateis 77 per
cent and median stress rate is 84 per cent —again well above the average rate across all

households of around 33 per cent.

At the other end of the scale households whose main source of income is ‘Other’ (interest,
dividends etc) have the lowest rates of financial stress and relatively low variation in stress. Age
pensioners and wage and salary households the next lowest rates of stress and a similar spread
of stress —with most households having mid-range predicted stress rates (between the bottom
and top 20 per cent. Some of these households have high rates of predicted stress but this is
very rare compared to those households on working age pensions or Jobseeker payments who
almost as a rule have very high predicted rates of stress. Business owners have higher average
and median rates of stress and also a greater variation in predicted stress rates than those

relying mostly on wages.
2.5.2 Variation in Financial Stress: Family Type

Financial wellbeing as measured by financial stress varies significantly by family type. Couples
with or without children tend to have the lowest rates of financial stress (highest financial
wellbeing). Couple families also tend to have less variability in terms of very few households
falling into the most stressed households with only a small number of outlier households in the

top 20 per cent of financial stress but the majority falling under the median level of stress.
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Figure 9: Probability of Any Financial Stress/Financial Wellbeing Rank, Household Type
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Single adult households, in particular, those with children (single parents) typically have much higher
rates of stress. Single parent households have close to three-quarters of householdsin the top 20 per
cent of most stressed households. Thebox plots showthat single parent households mostly have
stress rates between 50 per cent and 90 per cent. This compares poorly to couples with children that
typically vary between 10 and 50 per cent. ‘Other’ households are typically group households and
they have a similar distribution offinancial stress distribution to the broader population of

households.
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2.5.3 Variation in Financial Stress: Income

Figure 10: Probability of Any Financial Stress/Financial Wellbeing Rank, Income Quintile
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Income has a strong linear relationship with financial stress. Higher income households (quintiles) are
expected to have much lower rates of stress. Those in the top income quintile (Quintile 5) mostly sit
between 5 and 20 per cent chance of any form of financial stress. This compares the lowest income
households (Income Q1) with stress rates typically between 20 per cent and 90 per cent. Itis
importantto note that the lower income households have much greater variability in predicted stress
rates. Somehouseholds, in spite of low income, have quite low predicted stress rates while others
have very high predicted stress rates. The expected reasons for this relate to all the other factors that
determine financial stress and wellbeing such as age, wealth, home ownership. Many low income
families in the survey may report quite a low income but havesignificant wealth, or havelow housing
costs as they own a houseoutright or they may just be headed by an older person that typically has

lower consumption needs.
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2.5.4 Variation in Financial Stress: Wealth

Figure 11: Probability of Any Financial Stress/Financial Wellbeing Rank, Wealth
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As for income, wealth is strongly correlated with financial stress. Higher wealth households have
much lower predicted rates of financial stress and therefore expected to have much higher financial
wellbeing. Households with less than $2000 in net wealth have, on average, financial stress rates

nearly 5 times that of the highest category (5500K+).

Households with net wealth lower than $2000 have the lowest financial wellbeing of any household
typein thisresearch. With regard to variability it is possible to have relatively high wealth and still
have some moderate risk of financial stress. Households with low wealth, however, are extremely
likely to have high rates of financial stress and are unlikely to have low rates of financial stress. While
other factors such as high income may help to lower the risk of stress, it would seem that most

households with very low wealth are unlikely to also have very high income.

An importantfinding is that even a modest amount of wealth appears to have a protective effect on

household financial stress. Households with between $20,000 and $50,000 in net wealth have an
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expected stress rate of 62 per cent compared with 96 per cent for those with less than $2, 000.

Financial stress is almost guaranteed for the lowest wealth category households..

2.5.5 Variation in Financial Stress: Tenure Type

Figure 12: Probability of Any Financial Stress/Financial Wellbeing Rank, Tenure Type
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Financial stress is much higher for renters thanit is for outright owners and those who are purchasing
a house. It alsois the case that renters’ predicted financial stress rates are more variable with 90 per
cent of renter households’ predicted financial stress between about the bottom 20% of stress rates

and close to 100 per cent.

Very few home owners (those who own outright and those with a mortgage) have predicted financial
stressrates in the top 20 per cent of financially stressed households. Theanalysis for tenure type
shows that home owners tend to have much higher and less variable financial wellbeing than renters.

Renter households tend to have much lower financial wellbeing and at much greater risk of being a
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household with high financial stress and low financial wellbeing. Only around 20 per cent of renter

households have predicted stress rates below the all households median stress rate.

2.5.6 Variation in Financial Stress: How well does income correlate with

financial wellbeing?

Figure 13: Financial Stress Probability Rank and Household Income Rank
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A finding throughout this paperis thatincome, while very important for lowering financial risk and
ensuringfinancial wellbeing, is not always sufficient to ensurefinancial wellbeing. The Figure 13
shows the relationship between estimated financial stress and income (equivalised) with regard to
percentile rank. As expected, those households with very low income (or a low income rank) tend to
have higher rates of financial stress and therefore lower financial wellbeing. Conversely, Figure 13
shows that higher ranked households by incometend to have much lower predicted rates of financial
stress. While thisis expected perhaps what is surprisingis the degree of variation. Many high income
households haverelatively high rates of financial stressand many low income households havelow
rates of financial stress. This demonstrates thatincome alone is not necessarily a guarantee of low

financial stress and high financial wellbeing.
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Households defined as being in income (after housing costs are deducted from income) poverty do
have a much higher rate of financial stress, however, roughly 40 per cent don’trecord any form of

financial stress comparedto 70 per cent of households notin poverty.

The chart above shows that there are many households who are defined asin poverty thathaveboth
high and low risks of financial stress, reinforcing the conclusion that financial wellbeing is

multifactorial in nature.

2.5.7 Calculating a financial wellbeing index for typical families and

individuals

In this section we apply the modelling approach in the previous section to understand the financial
stress and financial wellbeing position of a range of typical family types in Australia. The emphasisis
placed on lower income and families dependent upon social security. Some families with higher
income and wealth are included to provide perspective on relativities between lower income families

andthose in a stronger financial position.

The logistic regression model for financial stress/financial wellbeing allows the calculation of the
probability of stress for a given household. From this probability an index of financial wellbeing can be
constructed. Households with a low score have low financial wellbeing and those with a high score

have high financial wellbeing.

Included in the analysisis a deeper form of stress where a household responds to at least 4 forms of
financial stress — deep stress. Across all households the probability of deep stressis 8.3 per cent

comparedto 34.2 per cent for any form of stress.
A few typical families and individuals of interest include the following:

Jobseeker living alone and renting: Jeromeis a 30 year old unemployed man livingalone and renting in
public housingin NSW at $125pw. Hisannualincome is sourced solely from JobSeekerandis around
$320pw. He has $7,000 in net wealth includinga small amountofcash in the bank, a 10 year old car

and some basic furniture. He has no disability or long term health condition.

Jerome’s chance of someform of financial stress is 93 per cent which ranks him in the bottom 5 per

cent of financial wellbeing. Jerome’s chance of deep financial stress is 31 per cent.

Single unemployed parent with 1 child and renting: Sally is a 35 year old single mother living with her 8
year old daughterJess. Sally is unemployed and receives around $620 per week in JobSeeker and

family payments which includes somerent assistance. She hasaround $12,000 in net wealth including
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a 10vyear old car, some furniture, a small amount of cash in the bankand somedebt on a credit card.

Her housing costs for her 2 bedroom unit in Western Sydney are $400 pw.

Sally’s probability of financial stressis 96 per cent, ranking her family in the bottom 4 per cent of

financial wellbeing. Sally’s chance of deep stressis 40 per cent.

Age pensioner couple homeowner: Gerry and Liz are couple age pensioners (part-rate) in their early
70’swho own a house outrightin regional NSW. Their combined income from their part pension and
drawdown from superannuation is $750 pwand they pay rates of $40 per week as their only housing
costs. They have combined net assets of $840,000 which mostly includes a housevalued at $550,000

and superannuation valued at $250,000.

Their chance of financial stressis 34 per cent, rankingthem at 43 out of 100 in financial wellbeing.

Their chance of deep stress is 2.8 per cent.

Age pensioner single renter: Mikeis an age pensioner in his early 70’s who rents a housein regional
NSW. His income from his age pension and rent assistance is $570 pw and his rent is $300 per week.
Mike has net assets of $10,000which mostly includes a 10 year old car and somecash in a savings

account.

His chance of financial stressis 74 per cent, rankingthem at 12 out of 100 in financial wellbeing. Their

chance of deep stressis 8.7 per cent.

Single minimum wage renter: John is a worker on a minimum wage of $812 per week who receives no
social security benefits and lives in a rented apartmentin western Sydney at $ 300 pw. He has $20,000

in net assets and is 35 years of age with no disabilities or long term health conditions.

His chance of somefinancial stress is 63 per cent and this ranks himin the bottom 17 percentile of

financial wellbeing in Australia. His chance of deep financial stress is 10 per cent.

Average weekly earner couple who rents: Janet and Peter earn the average wage in Australia with
Janet working 2.5 days a week the couple have a combined income of $2,700 pw. They rentin

regional NSW at $500 pw and the family has no disabilities or long term health conditions.

Their chance of some financial stress is 31 per cent which ranks them at the 49t percentile for

financial wellbeing in Australia. They have a 4.3 per cent chance of deep financial stress.

Disability Support Pensioner who rents: Sam is on the disability support pension and rents a small unit
in Orange, NSW for $250 pw. Her weekly income from the DSP and rent assistanceis $570 pw. Sam

has $10,000 in net wealth mostly through a small savings account and some basic furniture.
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Her chance of some form of financial stressis 93 per cent which ranks herin the bottom 5 per cent of
financial wellbeing. Her chance of deep financial stress is 43 per cent or around 5 times that of the

nationalaverage.

High income couple home owner: Erin and Steve are both 45 and are a couple with two children and
they have a combined income of $250,000 mostly from their full-time jobs. They have a mortgage
with repayments of 5400 pw. They have net wealth of one million dollars mostly in their family home

and superannuation accounts. Nobodyin the family has a disability or long term health condition.

They havea chance of some financial stress of 14 per cent placing them in the top 17 per cent of
financial wellbeing in Australia. They have a 2.5 per cent chance of deep financial stress — less thana

third of the national average.

Self-Funded Retiree Couple: Terry and Kath area retired couple both aged 75 years who own their
house outright and have $1 million in superannuation. Through investment returns and drawing down
on superthey havean income of $2000 pw and net assets of $2.5 million. Neither has a disability or

long term health condition.

Their chance of some financial stress is 7 per cent which places themin the top 7 per cent of financial
wellbeing in Australia. They have a 0.3 per cent chance of deep financial stress — about one 30" of the

national average.

Low income couple with two children: Toby and Erin are both 35 and havetwo children in primary
schooland they have a $400 pwrental in regional NSW. They have a weekly income of $1500 which
includes a small amount of family payments and rent assistance on top of their minimum wage jobs
where Toby works 3 days per week and Erin works full time. They have net wealth of $40,000with
some money in a savings account, a car and household furniture and modest superannuation

balances each.

They havea chance of some financial stress of 60 per cent (nearly doublethe average for Australia)
placing them in the bottom 17 per cent of financial wellbeing. They have a 11.6 per cent chance of

deep financial stress.

2.5.7 Conclusion and Policy

The research shows that financial stress in Australian households declined between 1998-99 and

2015-16buthasincreased to 2019-20. Overall, financial stress has, for most household typesin
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Australia improved moderately. This is a good outcome and likely related to a long period of economic

growth which has seen living standards increase.

While financial stress may not haveincreased it remains the case that significant differences exist
within Australia for different household types. Key household types that typically suffer higher rates
of financial stress include single parents, younger households, those households with a disability or

long term health condition, renter households, households headed by an unemployed person.

The research uncovers dramaticdifferences in rates of financial stress for households whorely on
social security payments. Of particular concern is that households who mostly rely on working age
social security payments havea much higher rate of financial stress than other households. Age

pensioner households havefinancial stress rates much morein line with the rest of the community.

Those on the JobSeeker paymentare doing very badly with around 80 per cent in some form of
financial stress. Those on working age pensions (DSP, Carer and Parenting Payment Single) are just

under 80 per cent while most other households have financial stress rates around 30 per cent.

Persons with a disability or longterm health condition also have considerably higher financial stress

rates at nearly 50 per cent higher rates (44 per cent) compared to 30 per cent for other households.

A particularly strong finding was that households with very low net wealth (less than $2,000) are
almost certain to have financial stress. This is an important finding highlighting the importance of

wealth in determininga household’s financial wellbeing and stress.

A logistic regression model was used to understand not just estimates of the rate of stress for
different households but also how variable predicted rates of financial stress can be for different
household types. Animportant finding here is thatthere is considerable variation in predicted
financial stress rates by income. The analysis shows thatlow income households can have high or low
predicted rates of stress. What this implies is that otherfactors, such as wealth, education levels,

housingtenure, age and family type can also determine financial stress.

The variation in the predicted rate of financial stress tended to be quite significant for most
household types. Forexample, an age pensioner household can potentially have low, moderate or
high rates of stress depending on many other factors. It’s quite clear that high income households do
tend to not only have lower rates of stress but also much less variation around their predicted rate of
stress. Lower income households do have much higher rates of stress butthere is considerable
variation due to the impact of important otherfactors such as wealth and disability status or
education level. A near certainty (which was unusualin this analysis) is that households whose main

source of income was a working age pension (DSP, Carer or Parenting) or JobKeeper dependent
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household would have someform of financial stress. Other factors that may be at play in these
households were a high likelihood of having both low income and low wealth. Those households with
less than $2,000 in net wealth had high rates of predicted stress with almost no variability around that

high rate.

The take home message from this analysis for social security policy is that current payment rates for
recipients of a working age paymentare very low and are associated with a very high rate of financial
stress for those households dependent upon them. Age pensioners (in particular those with some net
wealth and/or own their home outright) are much less likely to be in financial stress. Age pensioners
are often protected by home ownership and they typically have much higher net wealth. Additional
protectionin retirement comes from older persons having lower financial stress (all other things
equal). One can speculate on the reasons but it would make sensethat older households have lower

financial requirements with older age.

The final section shows a series of cameo families with an emphasis on lower income households and
those dependent upon various social security payments. This analysis shows that those households
dependent on social security havevery high expected rates of stress and rank very poorly in terms of
their financial wellbeing with mostin the bottom 10 per cent across all households. Increasing social
security payments forthose of working age would appearto be a priority. With that said, many of
these families even with modestincreases in their income will remain low income and significantly
more likely to be in financial stress due to all the other factors that tend to work against these
households—such as low wealth, renting, single parents and higher likelihood of disabilities or longer

term health conditions.
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Appendix A

M easures of Financial Stress — ABS Survey of Income and Housing 2019-20
1. Assistance sought from welfare/community organisations dueto shortage of money
Pawned or sold something dueto shortage of money
Soughtfinancial help from friends/family due toa shortage of money
Unableto heat homedue to shortage of money
Went without meals due to shortage of money
Whether could not pay gas/electricity/telephone bill on time due to shortage of money
Whether could not pay registration/insurance on time due to shortage of money
Could not raise $2000 within a week
Could not raise $500 within a week
Spend more money than we get
. Could not make minimum repayment on credit card
. Went without dental treatment dueto shortage of money
. Could not pay mortgage or rent ontime due to shortage of money
Could not pay homeor contentsinsurancedue to shortage of money
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Appendix B — Financial Stress Regression Results

Variable Parameter PR>ChiSq
Intercept 12.26 <.0001
DisposableIncome (pw, log) -0.96 <.0001
Wealth (log) -0.43 <.0001
2 Adults -0.36 <.0001
3 Adults 0.17 0.0212
4 Adults 0.58 <.0001
1 Child -0.05 0.3975
2 Children 0.16 0.0121
3 Children 0.35 0.0001
Employed FT (Head) -0.31 <.0001
Employed PT (Head) -0.21 0.0046
Unemployed 0.80 <.0001
Age (<35) (Head) -1.00 0.0214
Age (35t0 49) 1.27 0.0017
Age (50to 64) 1.85 <.0001
Age (65 to 74) -0.12 0.7882
Couple with children -0.10 0.3677
Single Parents 0.41 <.0001
Couple Only -0.07 0.3608
Lone Person -0.30 0.049
NSW 0.21 <.0001
VIC 0.16 0.0021
QLD -0.05 0.4306
SA -0.13 0.0187
WA -0.13 0.019
TAS -0.13 0.0607
NT -0.03 0.7409
Own Outright -0.13 0.0353
Mortgage 0.14 0.0007
Wealth (log)*Age (<35) 0.09 0.01

Wealth (log)*Age (35to0 49) -0.08 0.0119
Wealth (log)*Age (50to 64) -0.11 0.0006
Wealth (log)*Age (65to 74) 0.00 0.9888
Housing Costs (pw, log) 0.08 0.0256
Degree or higher (Head) -0.23 <.0001
Male (Head) -0.05 0.0569
Disability/Long Term Health 0.33 <.0001

*All variables (grouped where categorical) significant at 5% level, 'Male' at 10%

level
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