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This report aims to examine changes in saving behaviour among consumers 
since mid-2008, using economic data and the results of ASDC savings 
surveys. The report aims to understand past and current consumer 

behaviour and suggest possible future outcomes. Specifically, it will focus on the 
idea that consumers are ‘cocooning’- increasing their savings and reducing their 
debt in order to protect themselves against the possibility of unemployment or 
other adverse financial circumstances. 

Since mid-2008 the economic outlook internationally has been poor, and in March 
2009 the US, UK, Euro area, New Zealand and Japan were all in a technical 
recession, as defined by two quarters of negative GDP growth. All of these countries 
also showed negative growth from March 2008. Australia saw negative growth in 
the December quarter 2008 but avoided a technical recession by posting a quarterly 
growth of 0.4 per cent in March 2009. This growth, though minimal, was largely 
driven by the growth in net exports as China’s GDP continued to grow. 

In order to boost spending and avoid economic contraction, central banks around 
the world have cut cash rates aggressively since 2008. The cash rate in the UK has 
fallen 475 basis points between February 2008 and June 2009, while the US cash 
rate has fallen 288 basis points. The RBA has cut the cash rate in Australia by 400 
basis points over the same period. While Australia 

has seen some of the most aggressive interest rate cuts, the relatively high rates seen 
in early 2008 mean that the Australian cash rate is still high compared to other rates 
worldwide. In May 2009, Japan had a cash rate target of 0.10 per cent, the US was 
at 0.13 per cent, the UK was on 0.50 per cent and the Euro area was 1.00 per cent. 
By comparison, Australia had a cash rate target of 3.00 per cent, leaving room for 
further rate cuts if necessary. 

While Australia is in a relatively good position, it is still not an ideal situation for 
savers. Interest rates on savings accounts have been falling in accordance with the 
official cash rate target, and yet that does not appear to be acting as a deterrent to 
consumers, as other factors come into play. 



52 The Australian Journal of Financial Planning

a Financial Standard publication www.jofp .com.au  Volume 5  Number 1  2010 

Australia has seen a steady increase in unemployment from 
September 2008, and current estimates predict that the 
unemployment rate will rise to at least 7.5 per cent over the 
coming year. In 2007 consumers were spending a record 
amount of their disposable income on servicing debt, according 
to RBA data.1 

With falling confidence in the banking sector and the prospect 
of rising unemployment, Australian consumers have had a 
decreasing appetite for debt, with large falls in personal lending 
and credit card debt in early 2009. The fear of unemployment 
and the effects of a recession mean that consumers have become 
increasingly conservative, and it is likely that further rises in 
unemployment will continue to act as a restraint on consumers. 

Consumer sentiment has reflected these economic concerns, 
with the Westpac-Melbourne Institute reaching its lowest point 
since 1991 in July 2008. Low consumer sentiment has resulted 
in households trying to cut back on spending for increased 
financial security. While the Westpac-Melbourne Institute 
consumer sentiment index remained below 100 from February 
2008 to May 2009, indicating that optimists were outnumbered 

by pessimists during this period, in June 2009 the index rose to 
100.1, followed by a further increase in July which left the index 
on 109.4. This rise in consumer sentiment comes after two 
Government stimulus packages and a number of positive 
economic indicators, including positive GDP growth in the 
March quarter of 2009 in seasonally adjusted terms. Positive 
sentiment suggests that consumers are likely to increase spending 
and start to move from their conservative outlook. 

Westpac-Melbourne Institute results show that consumers are 
less concerned about job security than they were in February, 
though still more concerned than a year ago. Job security is an 
important factor for households when considering household 
spending. But while consumers are feeling more optimistic, the 
Westpac-Melbourne Institute points out that economic factors 
are likely to be negative over the coming year - they predict 
unemployment will rise to 7.5 per cent by the end of the year 
and negative GDP growth over the July quarter.2 If these 
predictions are correct, they will likely have a negative effect on 
consumer sentiment. In particular threats to job security are 
likely to encourage households to spend conservatively. 

Figure 1.  Indexed GDP

Figure 2.  International cash rate targets

Source:  RBA       Indexed by RFI

Source:  RBA 
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SavingS patternS 
As consumption has decreased, savings have increased. According 
to ABS data, consumption fell to 85 per cent of household 
disposable income in December 2008, the lowest point since 
September 1996, while savings rose to 6 per cent of household 
disposable income. Throughout 2004 and 2005 the savings rate 
was negative, but it rose to a high of 6 per cent in December 
2008. This gives an indication of how consumer sentiment has 
impacted on savings behaviour, and reflects a turning away from 
debt and towards savings, to create a ‘cocoon’ in a time of 
economic uncertainty and rising unemployment. While the 
savings rate spiked in the December 2008 quarter, it has fallen 
again in March 2009 to around the same level as September 2008. 
It is difficult to predict how it will change going forward. 

As the savings figures are seasonally adjusted, the spike in the 
December figures may reflect that traditionally consumption is 
much higher in December while savings fall, and as savings were 
higher this December it results in an inflated peak in seasonally 
adjusted terms. Therefore in the future the savings rate may 
show a less dramatic consistent increasing trend. 

Data from the June 2009 ASDC survey of 2,000 savings account 
holders also shows an increase in savings among consumers over 

the last year- the median primary account balance increased in 
size from $1,501-$5,000 to $5,001-$10,000. There was also a 
significant increase in the proportion of respondents holding 
more than $100,001 in their primary account, from 1 per cent in 
June 2008 to 4 per cent in June 2009. 

Not only had account balances increased since June 2008, 
respondents were also less likely to have used their savings to 
fund their lifestyle. The proportion of respondents who stated 
that they had used money from their savings to fund their 
lifestyle decreased from 77 per cent to 69 per cent over the last 
year. Even among those who had used savings to fund their 
lifestyle the average number of uses per respondent had decreased 
from 3.8 in June 2008 to 2.9 in June 2009. 

This suggests a shift in perception of savings accounts from 
‘money that is put aside to be used as needed’ to ‘secure money 
that should not be used unless necessary’. With this shift in 
perception, it can be expected that consumers will not only be 
looking to save more, but will also find savings accounts that are 
less easily accessible more appealing, as they are able to remove 
the temptation to access saved money for everyday uses. With 
uncertain economic conditions, more money in a savings 
account acts as a safety ‘cocoon’ in case of job loss or other 
unforeseen financial difficulties. 

Figure 3.  Unemployment

Figure 4.  Westpac-Melbourne Institute Consumer Sentiment Index

Source:  RBA 

Source:  Westpac-Melbourne Institute 
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Figure 5.  Savings and consumption as a percentage of household disposable income

Figure 6.  Primary account balance

Figure 7.  Over the last 12 months have you used money from your savings to fund your lifestyle? 

Source:  ABS 

Source:  RFI 

Source:  RFI 
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Flight to caSh 
Another influence on increased savings and a cocooning mentality 
has been the poor performance of other investment vehicles and 
an increased aversion to risk. This has driven a ‘flight to cash’, 
which has resulted in savings and deposit products becoming 
more appealing as they are seen as a more secure option than other 
investments. Even though the collapse of several high profile 
banks has meant that consumer confidence in the banking sector 
was shaken, the Government’s deposit guarantee, along with the 
reputation of the major banks as long-standing and safe institutions 
has meant that deposits are still seen as a safer option. 

The Australian adult population has a relatively high proportion of 
shareholders. In the 2000 Australian Securities Exchange Share 
Ownership Survey, the ASX found that direct share ownership in 
Australia increased from 31.9 per cent in October 1998 to 40.6 
per cent in November 1999.3 In 2006, direct share ownership was 
at 41 per cent, but this fell to 36 per cent in 2008.4 The ASX 
noted that the proportion of the adult population holding other 
key investment types had also declined in the period from 2006 to 
2008, and stated that this was likely to be because of volatile 
market conditions and pessimistic economic outlook. 

Share prices have certainly performed badly during this period, 
and the All Ordinaries Index recorded a 42 per cent decline 
from 16 July 2007 to 13 July 2009. The All Ordinaries hit a low 
point of 3,111.7 in March 2009, before rising again to 3,738.0 
by July and remains a lot lower than the 6,456.7 seen in July 
2007. With share markets seeing such a sharp decline, and no 
sustained period of growth, direct shares have become a much 
less attractive option for investors. While a significant proportion 
of the Australian population has traditionally invested in shares, 
many investors are rethinking their investment options in the 
context of a volatile share market. 

The property market has also been less attractive to investors, 
with property prices declining steadily since March 2008.The 
established house price index for Australian capital cities fell 1 
per cent from March 2008 to June 2008, after ten consecutive 
quarters of increase. In the March 2009 quarter, the index had 
fallen 7 per cent from March 2008. While capital growth has 
generally been seen as a safe assumption in the property 
market, steadily falling house prices have made property seem 
like a less secure investment for those looking for short-middle 
term growth. 

Figure 9.  Price index of established homes: weighted average of eight capital cities

Figure 8.  All Ordinaries Index

Source:  ASX 

Source:  ABS
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When asked whether they had moved money from property or 
share holdings to savings in the last 12 months, a consistent 
proportion of respondents had done so in the past two surveys. 
In both 2008 and 2009, 8 per cent of all respondents had moved 
money from share holdings to savings, and 4 per cent had moved 
money from property to savings. Assuming that 36 per cent of 
the adult population are shareholders in 2008, then this means 
that around 22 per cent of all shareholders have moved money 
to savings in the past two years. 

The latter half of 2008 saw concerns over market volatility and 
economic conditions intensifying. The collapse of US giant Lehman 
Brothers in September 2008 prompted further fear in the stock 
market, as more conservative investors move away from shares to 
high interest earning bank accounts over 2008 and 2009. 

Similarly, June 2008 saw property prices fall for the first time 
since 2005. With property markets in the US and the UK 
performing badly and predictions of further falls in property 
prices, property became a far less attractive form of investment 
vehicle. With three further falls over 2008-2009 investors have 
seen consistent movement away from property and into less 
volatile cash investments. 

While a consistent proportion of share and property holders 
have been moving money into savings in 2008 and 2009, 
attitudes towards investments have seen a shift in this period. 
Respondents in June 2009 who had moved money from shares 
or property were much less likely to intend to move funds back, 
almost a third of those who had moved funds had no intention 
to move funds back to savings or property. 

This indicates that people are increasingly distrustful of more 
volatile investment vehicles, and see savings as a safer and less 
volatile vehicle for their money. With trust in other forms of 
investment undermined by recent market volatility, consumers 
who have moved to savings from other investments are looking to 
it for a long-term solution rather than a temporary safe-house. 

inacceSSibility 
Given that consumers are currently looking to accumulate 
savings rather than to spend them. With consumers currently 
favouring cash savings over consumption and other investments, 
there is also a shift toward making savings more inaccessible and 
further differentiated from everyday spending accounts. 

While interest rates have been falling, savings accounts have been 
growing, and term deposits in particular seem unaffected by the 
fall in rates. Term deposit growth and cash rate often follow 
different trends, as term deposit growth is affected by other 
economic factors apart from interest rates. In this case, the 
‘cocooning’ mentality and shift to savings has influenced the 
strong growth rate of term deposit aggregates over 2008 and 2009. 
While there was a slight decrease in growth rate after November 
2008, it does not occur in tandem with the fall in cash rate and 
does not decrease to the same extent. Inaccessible cash funds are 
currently attractive to consumers even with falling interest rates. 

The discrepancy between interest rates and the popularity of 
term deposits is even plainer when yearly growth rates are 
compared to rates on term deposits. Year-on-year growth in 

Figure 10.  Have you moved funds from share holdings or property to savings in the last 12 months?

Figure 11.  For what reason would you move your funds in your savings back to shares or property in the next 12 months?

Source:  RFI

Source:  RFI
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Figure 13.  Term deposit yearly growth and term deposit interest rates

Figure 14.  Interest rates on online savings accounts and term deposits

Figure 12.  Yearly growth in term deposit aggregates and cash rate

Source:  RBA 

Source:  RBA 

Source:  RBA 
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term deposit aggregates has been much steeper than any growth 
in term deposit rates as savings are seen as a stable and attractive 
option in which to invest funds. 

Interest rates on online savings accounts remain higher than rates 
on one, three or six month term deposits, suggesting that the less 
accessible term deposit accounts hold appeal precisely because 
they are harder to access. Interest rates across all term deposits 
and online savings accounts have all fallen severely in the past 
year, suggesting that the push to savings is not based on the 
appeal of interest rates and returns but safety. 

When respondents to the November 2008 ASDC survey of 
term deposit holders were asked about the appeal of term 
deposits compared to other savings accounts, they strongly 
agreed that term deposits gave them peace of mind. With falling 
interest rates, share prices and property prices the security of a 
term deposit became more appealing. 

Inaccessibility also factored into the appeal of term deposits, with 
respondents likely to agree that term deposits removed the 
temptation to spend money elsewhere. Respondents were 

unlikely to consider moving from a term deposit to an online 
savings account, despite the competitive interest rates, because 
online savings accounts cannot offer the same peace of mind and 
inaccessibility. In addition term deposits sit between a savings 
vehicle and an investment, being similar to a bond. This dual 
role is also likely to be placing upward pressure on demand. 

The appeal of inaccessibility has implications for other types of 
savings accounts. ING has seen a significant increase in primary 
account market share between the ASDC surveys in June 2008 
and June 2009, most likely as ING offers an online savings 
account but does not currently offer a direct access savings 
account in Australia, meaning that customers have to link their 
ING savings account to a transaction account at another 
institution and therefore it takes longer to access savings than at 
most other institutions. 

In the current economic climate, the switch to ING shows the 
increasing appeal of a less accessible savings account, in which 
consumers can deposit money and remove some of the 
temptation to spend it in the short term. This increases the sense 
of security consumers feel about their savings. 

Figure 15.  Thinking about your term deposits compared to other savings accounts, 
 how much do you agree with the following statements?

Figure 16.  Change in market share of primary savings account – June 2008 to June 2009

Source:  RFI 

Source:  RBA 

Source:  RFI 
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concluSionS 
With uncertain returns from other forms of investment, and 
concerns over the stability of the economy in general and the 
job market in particular, savings have come to be increasingly 
popular. With positive economic indicators beginning to have 
an uplifting effect on consumer confidence, consumer savings 
behaviour might be expected to change over the next few 
months. Yet in the most recent ASDC survey of savings 
account holders, consumers seemed unwilling to move funds 
back from savings into other investments. This indicates that 
the savings behaviour of consumers may remain conservative 
for some time. 

In order to appeal to this ‘cocooning’ consumer, it is important 
to offer a savings account that offers a sense of security. This 
security is not found so much in financial stability of an institution 
but in a guaranteed rate and low accessibility. As the 
unemployment rate rises and consumers are concerned for their 
economic security they are likely to continue to save and look 
for secure ways in which to do so. However, if consumer 
confidence and GDP continue to grow, it is probable that 
consumers will look for more accessible savings accounts as they 
increase consumption. This is the kind of behaviour that was 
seen during the 1990’s recession, as net worth decreased so 
savings increased, but as GDP and household net worth increased 
savings decreased again. l

Figure 17.  Savings, net worth and GDP growth during the 1990s recession.
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