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ACTUARIES
25 July 2012
Sex Discrimination Commissioner, Australian Human Rights Commission Level 3, 175 Pitt Street
SYDNEY NSW 2000
Attention: Varin Singh
Email: Varin.Singh@humanrights.gov.au
Dear Varin,
Female Superannuation Savings Gap
I refer to the application by Rice Warner Actuaries for a Temporary Exemption under the Sex Discrimination Act (SDA). We have requested the right to pay an additional contribution of 1.5% of salary for our female employees to compensate them for their additional longevity in retirement.
You have asked us to quantify the issues facing females in funding adequate retirement and to consider whether the Age Pension covers part of the benefit we propose to fund.
There are a number of variables which impact on a person's retirement income. More than 80% of Australians receive an Age Pension so this is an integral benefit for most Australians. The benefit is means-tested with separate thresholds for:
· single persons and couples
· renters and homeowners
As individuals change their status over time, it is difficult to predict the likely situation for superannuation and social security until a few years prior to retirement. However, we can isolate factors and show their specific impact on retirement incomes.
Female Retirement Adequacy
Females accrue smaller retirement benefits than men. The average superannuation balances for males and females show that this gap is likely to continue even for young females in the workforce. We have estimated the average balances by gender and age and these are shown in Table 1.
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Table 1.
Superannuation Balances by Age and Gender
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	2011

	
	
	Female

	
	
	

	20 - 24
	5,528
	4,819

	25 - 29
	14,120
	14,159

	30 - 34
	28,354
	28,802

	35 - 39
	47,314
	41,395

	40 - 44
	69,178
	47,996

	45 - 49
	98,507
	57,593

	50 - 54
	126,784
	74,575

	55 - 59
	162,114
	114,760


There are a number of factors which cause females to have lower retirement incomes than males. The key ones are:
· Male wages are persistently higher than female wages. As employer contributions are linked to salary, this pay differential carries forward to superannuation.
· Married couples tend to retire together. As there is a 3 year gap on average between bride and groom, females retire earlier than males. Early retirement results in fewer years to accumulate a retirement benefit.
· About 85% of females have children during their life. They take time out of work to bear and raise them. Many women only return to do part-time work for many years. This period results in a reduction in superannuation contributions.
· Young mothers miss promotional opportunities. For many females, the key years for career progression (30 to 40) coincide with the times when their children are young and need most attention. Females can have up to ten years out of the workforce and/or working part-time; it is difficult to progress through management ranks after such a lengthy time away from the business.
· The $450 a month threshold below which mandatory employer contributions need not be paid means many women who work part time do not qualify for superannuation guarantee payments.
· Relationship breakdowns can cause financial dislocation. About one in three marriages end in divorce (and many de facto relationships fall apart). Many single mothers also struggle financially. Many females in all these groups are unable to contribute significant amounts to their superannuation.
Financial impact
Rice Warner has analysed the impact of some of these factors. It should be noted that these figures are based on a set of detailed assumptions so are indicative only'. Appendix A has a summary of results and we would be pleased to explain these to you if required.
The Association of Superannuation Funds of Australia (ASFA) together with Westpac produce a quarterly series showing how much retirees need in order to enjoy a comfortable lifestyle. As at March 2012, this amount is $40,297 a year.
1 Note all figures are in current (2012) dollars.
The Age Pension eligibility age is being increased gradually to age 67 (from 2023). A male house owner would require a superannuation benefit at age 67 of $385,300 to have a comfortable retirement throughout life (based on average life expectancy for a 67 year old retiree). The income would be sourced from superannuation and the Age Pension.
Impact of female longevity
A female retiring at the same age (67) would require $461,500 to receive the same annual income. The additional amount is needed to cover the extra longevity of the average female compared with the average male. In other words, the figures show that, on average, females need an extra $76,200 retirement benefit just to match the same income stream as a male of the same age.
These amounts are indicative as 50% of retirees will outlive their life expectancy and those that live beyond the average will need additional funds to maintain their income for their extended life.
Impact of wages
A male entering the workforce at age 22 on a salary of $35,000 would expect reasonable pay rises for inflation and promotion throughout life. Were he to retire at age 67, he could expect a benefit of about $341,300. This is $44,000 less than the target for a comfortable retirement for his life expectancy.
However, female wages are lower than male wages. Consequently, a female with a similar work pattern would only accumulate $281,600, a deficit of $179,900 when compared to the amount she would require to provide her with comfortable retirement for her life expectancy.
Impact of earlier retirement
The average retirement age for females is about age 59. The accumulated retirement benefit at this age would be $262,200. In order to receive an adequate income for the period to age 67 as well as an adequate retirement benefit, she would need to accumulate $685,900 by this age, yielding a deficit of $423,700.
Impact of broken work patterns
If a mother took 5 years out of the workforce, she would end up with a benefit of $249,600 at age 67 (assuming her income kept pace with male wages). This would result in a deficit of $211,900.
The modelling undertaken has considered each factor in isolation. That is, the impact of each factor demonstrated above is not cumulative. For females who are impacted by a number of factors, for example, lower pay, a career break and early retirement, their retirement savings deficit would be considerably worse.
Possible solutions
There is a range of possible solutions to address the impact the above factors have on female retirement savings. Such solutions are dependent on support from the individual, the government and/or employers. Of course, there is no one universal solution that will suit all, as circumstances vary from individual to individual. Rice Warner considers that adequacy will only be achieved through a package of solutions.
Some examples of possible solutions and where the likely responsibility lies for implementation are set out below.
· Voluntary additional savings (individual)
Females, where possible, could make voluntary contributions to improve their retirement savings.
· Working longer (individual, government and employers)
Our modelling shows the significant adverse impact of early retirement on savings. Whilst individuals should strive to extend their working life, government and employers need to ensure conditions allow this to be possible.
· Compulsory SG on paid maternity leave (government)
Whilst the introduction of a paid maternity leave scheme has provided much needed financial support to
females who stop work to have children, the failure to include superannuation payments as part of the scheme means that contributions cease during this period.
· Wage equality (government and employers)
Females currently earn, on average, 17% less than males. Employers and government should be proactively ensuring wage equality between genders.
Rice Warner has already addressed the above factors where possible. For example, we have processes in place to ensure wage equality between genders and offer flexible working conditions to provide the opportunity for employees to manage career breaks and to extend their working life. We also offer a paid maternity leave scheme that includes superannuation payments for up to 12 months.
Additional superannuation for females to address longevity
The factor that probably receives little attention is longevity, despite this being the one detrimental factor across the female population. Consequently, Rice Warner has elected to address the longevity factor by way of paying additional superannuation to its female employees.
Based on the most recent Australian Life Tables (2008-10), a male currently aged 67 is expected to live on average for another 17.3 years whereas a female currently aged 67 is expected to live for another 20.1 years. A female contribution of 10.5% of salary would equalise a male contribution of 9% (the current SG rate).
As shown earlier, a female will require an additional $76,300 of retirement savings to provide the same income stream as a male throughout retirement to her average life expectancy (ignoring other potential factors that may impact on retirement savings). An equal income stream can be achieved by paying females an additional 1.5% superannuation.
The rate would change as the rate of SG increases as shown in table 2.
Table 2.
Superannuation contribution rates for females
Total superannuation 
rate for females (%)

	9.00
	1.50
	10.50

	9.25
	1.54
	10.79

	9.50
	1.58
	11.08

	10.00
	1.67
	11.67

	10.50
	1.75
	12.25

	11.00
	1.83
	12.83

	11.50
	1.92
	13.42

	12.00
	2.00
	14.00


The rationale behind our initiative is consistent with the government's principle for the Age Pension that the annual benefit should be the same between males and females, even though the cost of meeting the benefit is higher for females.
Our initiative is not designed to achieve retirement adequacy for females, rather it is to place females on an equal funding basis relative to males in terms of providing an equal income stream payable for the period of their average life expectancy at retirement.
The additional superannuation payment would be funded by Rice Warner as an employee benefit. It can be likened to our existing employee benefit of providing life insurance cover to all employees. Whilst the cover provided to each employee is the same, the premium differs by individual as life insurers are permitted to take into account age and gender when setting premiums. This employee benefit costs more for male employees than female employees, however the outcome (that is, the insured benefit) is the same for both genders.
Special measure versus temporary exemption
We have been asked to consider whether we believe our initiative constitutes a special measure. According to the guidelines provided by the Commission:
"a proposal which is necessary for the purpose of achieving equality for a class of persons who currently do not enjoy equal treatment is likely to constitute a special measure".
Rice Warner's female staff do currently enjoy equal treatment in that they receive the same rate of superannuation as our male staff. Therefore, we do not believe our initiative constitutes a special measure and request the Commission considers granting a temporary exemption.
Yours sincerely
Melissa Fuller
Deputy Chief Executive Officer
Rice Warner Actuaries AFSL 239 191
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Appendix A Scenarios
Table 3.
Cameos (Homeowner)
Adequat4
. .
Super Contributions (% of Wages)
Sayinkg'

Break
Super Homeowner/ Expected
Deficit
Scenario Singe/Couple Person
Sex
Age
Salary
Employer Member Years
Retire
Balance
Renter
Savings
Deficit
(2010)

	
	
	
	
	
	
	
	$385,300
	

	$35,000
	9%
	0%
	0
	67
	$0
	Homeowner
	
	$44,000

	
	
	
	
	
	
	
	$341,300
	

	
	
	
	
	
	
	
	$461500
	

	$35,000
	9%
	0%
	0
	67
	
	Homeowner
	
	$120,200

	
	
	
	
	
	
	
	$341,300
	

	
	
	
	
	
	
	
	$556,700
	

	$35,000
	9%
	0%
	0
	61
	$0
	Homeowner
	
	$281,300

	
	
	
	
	
	
	
	$275,400
	

	
	
	
	
	
	
	
	$685,900
	

	$35,000
	9%
	0%
	0
	59
	
	Homeowner
	
	$423,700

	
	
	
	
	
	
	
	$262,200
	

	
	
	
	
	
	
	
	$461,500
	

	$35,000
	9%
	0%
	5
	67
	$0
	Homeowner
	
	$211,900

	
	
	
	
	
	
	
	$249,600
	

	
	
	
	
	
	
	
	$461,500
	

	.
ii,ii-g.'
	9%
	0%
	0
	67
	
	Homeowner
	
	$179,900

	
	
	
	
	
	
	
	$281,600
	

	
	
	
	
	
	
	
	$461,500
	

	$28,875
	9%
	0%
	5
	67
	$0
	Homeowner
	
	$255,500

	
	
	
	
	
	
	
	$206,000
	

	
	
	
	
	
	
	
	Adequate
	

	
	Super Contributions (% of Wages)
	
	
	Savings
	

	
	
	
	Break
	Super
Homeowner/
	Expected
	Deficit

	Salary
Employer
	Member
	Years
	Retire
Balance
Renter
	!pairings
	Deficit



	
	
	
	
	
	
	$357,600
	

	
	
	
	-
-$35;000
--
- 9% - -
-
0%
-
--- 0
67 --
- - $0- - -
-
-- Renter
	
	
	
	$16,300

	
	
	
	
	
	
	$341,300
	

	
	
	
	
	
	
	$422,100
	

	
	
	
	$35,000
9%
0%
0
67
Renter
	
	
	
	$80,800

	
	
	
	
	
	
	$341,300
	

	
	
	
	
	
	
	$535,200
	

	
	
	
	$35,000
9%
0%
0
61
Renter
	
	
	
	$259,800

	
	
	
	
	
	
	$275,400
	

	
	
	
	
	
	
	$655,700
	

	
	
	
	$35,000
9%
0%
0
59-
Renter'
	
	
	
	

	
	
	
	
	
	
	$262,200
	

	
	
	
	
	
	
	$422,100
	

	
	
	
	$35,000
9%
0%
5
67
$0
Renter
	
	
	
	$172,500

	
	
	
	
	
	
	$249,600
	

	
	
	
	
	
	
	$422,100
	

	
	
	
	$28,875
9%
0%
0
67
Renter
	
	
	
	$140,500

	
	
	
	
	
	
	$281,600
	

	
	
	
	
	
	
	$422,100
	

	
	
	
	$28,875
9%
0%
5
67
$0
Renter
	
	
	
	$216,100

	
	
	
	
	
	
	$206,000
	


Assumptions
· Increase in SG from 9% to 12%
· Adequacy is defined as $40,297 per annum (ASFA Retirement Standard for Comfortable Single)
· Age Pension rate is at March 2012
· Normal income is $35,000, typical female is defined as $28,875
· Career break begins at age 27 with 5 years out of work followed by 5 years part-time work.
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1	Si ngle	P1	M	22


. 2	Single	P1	F	22


3	Single	P1	M	22


4	Single	P1	F	22


5	- Si ngle	P1	F	22


Single ,	Pi -	22


7	Si ngle	P1	F	22





Table 4.	Cameos (Renter)





Scenario Singe/Couple Person	sex	Age





$45,000 $117,000 $303,000 $479,000





$251,000





2010





C$393,500


$45,000


$117,000


$303,000


$479,000 _


$177,000


$251,000





1	- Si ngle -	- P1	- - -	M	-	22-


Si ngle	P1	F	22


3	Si ngle	P1	M	22


.-Single-	P1	F	22


5	Si ngle	. PI	F	22


6	Single	PI	F	22


7	Single	P1	F	22








