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O

ne of the great things about Australia’s
compulsory superannuation is that
it is founded on the belief that all
Australians deserve a dignified retirement.
Yet when it comes to debating the big issues
around superannuation – the objectives of the
system, the tax rules or indeed, what makes for
a dignified retirement - all too often the debate
centres on the expectations of high income
earners as opposed to what is relevant for the
majority of working Australians.

For a start, $1 million retirement balances are far
from the norm: most people retiree with a lot
less super and most still enjoy their retirement.
Talk of the $1 million nest egg as a retirement
benchmark also places undue emphasis on the
size of superannuation balances when we need
to be talking about income. And in the case of
most Australians approaching retirement now
and for the foreseeable future, this income will
be made up of two components, super and a
Government pension.

Increasingly, the public commentary around
superannuation is telling us that you need
at least $1 million to retire in comfort. Some
financial ‘professionals’ go even further and
claim $2 million is a more realistic figure.

Australian Institute of Superannuation Trustees
(AIST) and VPR have considered the value of
superannuation to members facing retirement
with relatively low balances. We aim to debunk the myth that $ 1 million is necessary for a
dignified retirement and provide much-needed
clarity about how even small amounts of super
can make a big difference in retirement.

There are several problems with this messaging,
aside from obvious one that it is probably
making a great deal of Australians feel
despondent about their future.
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Executive summary
nn The Age Pension and Super work together:
The Age Pension and superannuation are
intrinsically linked as key pillars of Australia’s
retirement income system. However the
public lacks a good understanding of how
super works in retirement alongside the Age
Pension.
nn Age Pension can’t be ignored:
Commentators routinely ignore the
significant role of the Age Pension in
supplementing superannuation retirement
income – and providing a hedge against
significant market drops – for the vast
majority of retirees. This is leading to
uncertainty and lack of confidence in the
super system.
nn Averages rarely provide the true picture:
Due to the very high super balances of a
relatively small number of people, ‘average’
super balances can be misleading and
significantly overestimate retirement
savings. The median super balance is more
likely to represent the typical super balance
because it shows the balance for a person
in the middle of the super system. (Median
balances represent the amount at which half
the balances are below the median and half
the balances are higher than the median).
Where possible median figures should be
used rather than averages when talking
about the size of super balances.
nn Busting the $1 million myth: Claims that
you need $1 million in super to enjoy your
retirement are misleading. Most published
calculations of the amount of income
available from a $1 million lump sum either
completely ignore the role of the Age
Pension and/or are based on preserving
capital, which is not how super was
designed. Super wasn’t set up to fund taxfree accumulation of inheritance for the kids.
nn Reality check: Australia’s super system is
still more than four decades away from full
maturity. The Superannuation Guarantee
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(SG) rate, currently 9.5%, will not reach 12%
until July 2025.
nn Average SG Rate much lower than 9.5%: The
Superannuation Guarantee (SG) introduced
compulsory superannuation in 1992. It began
at a rate of 3 per cent of wages, rising to 9
per cent in 2003 and recently to 9.5 per cent.
Over this time period, the average SG rate
has been about 7.5%
nn Typical balance for soon-to-retire workers:
Based on SG contributions alone, a fulltime
worker on average wages from 1992 to
2014 should have super assets of around
$131,000.1 Those on median wages over
this period should expect to have around
$95,000 in super. Anyone on lower wages
(by definition half the working population),
or who spent time out of the workforce
over the last 23 years, will have less, in
some cases a lot less. Not surprisingly,
for members in major industry funds
approaching retirement – ie those in the 6065 age bracket – average balances are below
$100,000. It is estimated that less than 5 out
of every 1000 (ie less than 0.5%) members
of APRA-regulated funds (ie Non-SMSF)
have $ 1 million or more in super.
nn What the future looks like as we move to
12%: A person entering the workforce on
median wages (around $55,000 pa) can
expect to retire with about $325,000 in
super (in today’s dollars).3 A superannuation
balance of $325,000 could be expected
to provide $18,400 in just super income
(indexed to wages). Under the new Age
Pension asset test and taper rate a single
homeowner with this level of super assets
would qualify for a part-pension of around
$16,600 at the start of retirement, giving total
retirement income of around $34,000. This
is 45% above the ASFA Modest retirement
standard and represents a retirement income
equivalent to around 79% of the individual’s
pre-retirement income – ie their take-home
pay. The part-pension would increase during

their retirement if they draw down on their
super assets.
nn What the future looks like for an average
wage earners: A person entering the
workforce on the average wage (around
$80,000 pa) can expect to retire with about
$550,000 in super (in today’s dollars).2
Under the new Age Pension asset test and
taper rate* a single homeowner with these
super assets would not qualify for any
pension at the start of retirement, but would
soon qualify for a part-pension as they draw
down on their super assets. The income
generated at the beginning of retirement
from this level of super would depend on the
individual’s chosen drawdown rate but could
reasonably be expected to range between
$31,000 and $40,000 (in today’s dollars).
nn Even small amounts of super go a long way:
A super retirement balance of $150,000
delivers a weekly income of $163 over
and above the Age Pension. That’s a 38%
increase in retirement income.
nn Better communication needed:
Government, industry and regulators can
do more to communicate a positive and

relevant message to near retirees that their
super will make a positive difference to
their standard of living. There needs to be
less focus on balances and more focus on
expected retirement income, the tax-free
aspect of super income streams and the
fact super is not designed to be preserved
beyond retirement.
nn Need to define super’s objectives: The
public’s understanding of super would
improve if clear objectives for super were
defined and enshrined in legislation.
Despite more than 20 years of compulsory
super, there is still no universally-accepted
definition of what is an adequate retirement
income and what the public can reasonably
expect the super system is meant to deliver.
nn Age Pension to remain a vital component:
The important role of the Age Pension in
supplementing super incomes – particularly
while the system remains immature –
underscores the importance of maintaining
the Age Pension at current wage indexation
rates, which will ensure it keeps pace with
community living standards.

*Retirement income projections used in this paper are based on the new Age Pension Asset Test and Taper Rate which is due to
come in effect on 01/01/2017. See box below for further details on how the new test applies.

IMPACT OF CHANGES TO THE AGE PENSION ASSET TEST
Under the new Age Pension asset test and taper rate (to come into effect on 1 January, 2017),
singles approaching retirement now with balances of $100,000 to $150,000, could expect to
receive a full pension or close to it. This range of super balance could provide income of around
$5,700 to $8,500 per year or $220 to $330 per fortnight (indexed to wages) in addition to the
Age Pension income. For a single, this would represent 25 – 38 per cent increase on income
from the public pension alone. Such super balances also provides a store of assets for use in
emergencies or for bulky expenditures.
However the outcome for individuals with super balances above $350,000 is negative as there
is a now steep drop-off of the Age Pension as workers increase their super holdings within
expected ranges for workers on median to average wages. This raises the potential for perverse
incentives which need to be considered carefully.
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Super reality check

I

n recent years we have seen a lot more
media coverage and public commentary
about superannuation. This reflects both the
steady growth of the nation’s savings pool
and an increasing appetite among our ageing
population for stories about retirement issues.
But too often the narrative and debate about
superannuation centres on the savings targets
and aspirations of high income earners or
the very wealthy, rather than the majority of
Australians.
Some financial commentators suggest that
retiring with $1 million in super – or even $2
million in one case – is not enough.

However, most Australian workers approaching
retirement have nothing like this in savings.
This debate is leading to angst among the
majority of individuals about their retirement
prospects. We believe this angst is unnecessary
if Australians understood the role their
superannuation will play in combination with the
Age Pension and the kind of retirement income
they can look forward to.
The median superannuation balance for
Australians approaching retirement is currently
around $100,000 (ISA, 2014). For these older
workers, and many other workers on lower
incomes or with broken work patterns, an
accumulation of $1 million is unachievable.

50% of workers approaching retirement
have less than $100,000 in super.

PETER & MERYL’S STORY
Meryl: Retirement has been better than we thought. We’re very
happy. I play tennis with friends, Peter does Thai Chi and we do
lots of walking. You need to budget while you’re working and put
a certain amount aside when you can so you’ve got a bit extra.
Peter: You certainly need a pension plan! The Age Pension is
essential for us – we need it. Work paid super and it made a
difference because we had some money but you need both. Our
general living is more expensive as the cost of living has gone up
but from a travel perspective we only travel when we have saved
up enough money.
You probably do need one million dollars to retire these days – but
we had nowhere near that. You don’t need 60 or 70 percent of
your normal income to live in retirement. You probably need about
$35,000 for an adequate retirement – I’d say about $50,000 is
good it just depends on your expectations. The secret to a good
retirement is getting along with your spouse!
Meryl: We don’t eat out a lot, or go to heaps of shows – we just
do those things occasionally. We spend time together, read books,
watch programs.
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Anecdotal evidence suggests that calls to
achieve such a level of savings is causing further
disengagement and potentially deterring them
from saving for their retirement. Moreover, many
Australians are questioning why they haven’t
accumulated enough super and whether the
system has failed them.
This paper explains how universal
superannuation was designed to augment
Australia’s safety-net public Age Pension,
especially for low and middle income earners.
It explains how relatively modest balances can
make a meaningful contribution to an adequate
retirement income when combined with the
pension.
It also explains why the transition to greater
financial self-sufficiency in retirement is
occurring, but will take a considerable length of
time and why the value of Australia’s effective
and affordable public pension should be
protected via maintenance of wage indexation.

Superannuation does not exist in a vacuum. It
should be understood in the proper context
of Australia’s three pillar retirement system – a
system that is still several decades away from
full maturity.4
Superannuation makes an important
contribution to the retirement income system
as retirement benefits are now close to double
public pension outlays. However, for most
current retirees, and indeed, for many yet to
enter retirement, retirement income will be
delivered by a combination of superannuation
and other major social programs, particularly
the public Age Pension.

Super does not exist
in a vacuum.

MARG’S STORY
Money isn’t everything, it’s about attitudes. I enjoy my retirement
and the freedom to do whatever I want to do – you just have to
budget. It’s not a big deal.
I’m overwhelmed by the kindness of most people. If you’ve got a
walker they take you to the front of the queue…
Don’t put things off – travel and do the things you want to do
while you can. As a younger woman my husband and I made use
of long service leave to get out and see the world.
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The Age Pension
Australia’s public Age Pension, established
in 1909, was among the world’s first. It is a
safety net system, quite different from the
generous, contributory systems in place in many
comparable countries. Its safety-net status is
evident in two important characteristics: its
maximum rate is set at a relatively low level (just
over one-quarter of average male wages) and it
is means-tested.
This last feature means that instead of paying
relatively high pensions to higher income
earners, as under a contributory system, the
Australian pension is usually lower for higher
income earners due to the assets and income
tests. For low income workers, the Australian
Age Pension provides retirement income close
to the OECD average; however, for average and
higher income workers, the Pension provides
retirement income that is near the bottom of the
OECD league table (see Appendix A).5
Although the Age Pension is a safety net
system, until very recently it was the only source
of retirement income for the overwhelming
majority of retirees. Treasury modelling in the
early 1990s showed that almost 70 per cent
of households reached retirement with no
financial assets outside of housing equity and
only the wealthiest 5 per cent of households
had significant financial assets other than bank
deposits (Bacon, 1995). Besides the wealthiest

households, relatively few professions (including
public service workers) had superannuation.
Universal superannuation was intended to
boost retirement incomes for workers across a
range of income brackets – without incurring
the demographic risks associated with more
generous contributory public pension systems.
These systems have become increasingly
unsustainable with population ageing.
The ‘take-away’ here is that universal
superannuation was designed to increase
adequacy and dignity in retirement primarily
by augmenting the previously existing Age
Pension. In particular, it should be recognised
that the initial implementation of universal super
– with contributions starting at 3 per cent – was
only a single step towards an ultimate goal
of 15 per cent contributions. Superannuation
at these early, low contribution rates was not
expected to replace the Age Pension. However,
replacement of the Pension will occur over time
as means-testing reduces Pension eligibility for
those with more savings.
This transitional process is unavoidably
incremental, with a recent estimate anticipating
the proportion of retirees on a full Pension will
fall from 50 per cent to 30 per cent by 2050,
while the proportion of part-pensioners will rise.

MARY’S STORY
I lost my husband three years ago and I live by myself which I find
very lonely. I still work five hours a week doing alterations – which
I’m allowed to do – the Age Pension isn’t enough. We didn’t have
superannuation.
I pay for health insurance each month which I don’t want to stop.
It’s hard with money; you have to watch every cent.
It would be lovely to have $1 million to retire – I wish I had more
money but I can’t complain. I live day by day. If I had money I’d go
back to Italy for a holiday to visit my relatives.
I’ve enjoyed my retirement but I miss work. I wish I could go every
day because you it keeps you busy and you can talk. But I can’t, as
they will cut my pension. For every $10 they would take $5 away.
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What the future looks like: super will significantly reduce the
percentage of retirees receiving the full Age Pension.

Source: Commission of Audit 2014

BEVERLY’S STORY
I worked 17 years at the council and then they brought contractors
in and we all got laid off so I got a part time job where my son
worked, until I was old enough to get the pension and retire. I
retired at 62 and a half – I was happy to retire at that age.
I’ve done alright. I reckon it would be tougher not having the Age
Pension to help. I heard they might be making people work longer
- it’s not right. Especially if older people have got physical work
and they’ve got to work until they’re in their 70s or something.
I used to travel but not anymore. There’s too many strange things
going on in other countries but I did go to Bali a few times but
wouldn’t go back, someone might put drugs in my bag. I’ve been
everywhere in Australia a long time ago, I’m just happy to do what
I want to do when I want.
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Australia’s Age Pension is amongst the lowest
cost of all OECD countries. Modelling by the
Productivity Commission (2013: 148) taking
population ageing into account found the cost
of the Pension would plateau at about 3.7 per
cent of GDP by 2050.

Nonetheless, the Age Pension is tremendously
valuable to individuals. The full Age Pension
including supplements is around $22,500 for an
individual and around $33,500 for a couple. To
replace this level of income with personal saving
would require around $390,000 in assets for an
individual or around $590,000 for a couple.6

OECD public pension expenditure as a percentage of GDP, 2005

The full
Age Pension
is worth at
least $390,000
for a single
person and
$590,000 for a
couple during
retirement.
Source: OECD (2010) OECD Factbook 2010: Economic, Environmental and
Social Statistics

ANN’S STORY
As a child of the depression I’ve learnt to deal with whatever
comes up. I’ve had seven kids, worked on a farm with my husband,
and returned to teaching. I have thoroughly enjoyed every
experience and retirement is no exception.
I spent three months overseas with my daughter when I retired –
paid for by my annuity money. I added up all my outgoings and
worked out what I need each week – without the pension it would
be difficult to maintain a reasonable lifestyle.
When I started working superannuation wasn’t around, we weren’t
encouraged to save for the future like people are today.
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Super’s coverage
Superannuation is now a large and highly visible
part of the Australian economy. It covers 94
per cent of the workforce (ABS Cat 6361), with
compulsory contributions at 9.5 per cent of
wages and total contributions representing 7.5
per cent of annual GDP. The system holds $2
trillion in assets, pays over $70 billion in benefits
annually and is estimated to cost a substantial
amount in tax concessions.
And yet, most current retirees remain
dependent on the Age Pension and, as we
have already seen, despite means-testing, this
is changing only slowly. As one commentator
recently asked what has the ‘super guarantee’
actually guaranteed?7
To understand this picture we have to consider
how super developed. A significant proportion
of the $2 trillion belongs to a relatively small
proportion of members: those who had
superannuation coverage earlier and at much
higher rates than the rest of us (such as public
sector workers and corporate executives), and
those on higher incomes who have boosted their
accumulations with extra voluntary contributions.

The majority of workers who have been reliant
on Award and compulsory superannuation
phased in during the 1980s and 1990s, only
stepped up to 9 per cent contributions in 2003.
This part of the superannuation system is a
long way from maturity. It will only be achieved
when the group of workers who joined the
labour force in 2003 reach retirement. Most
workers aged 60-65 now had contributions
of 9 per cent for only one decade (around a
quarter of their time in the workforce). For
the 23 years from 1992 to 2014 (inclusive) this
group’s SG contributions averaged around 7.5
per cent of income. For those aged 65 in 2014,
if they entered the workforce at 30 in 1979 and
only received SG contributions, their super
contributions average out at less than 5 per
cent per year over their working life. For this
group financial self-sufficiency in retirement is a
remote prospect.

Most older workers have
had 9% super for only one
decade.

YVONNE’S STORY
I haven’t worked for years so in retirement life continued as it was
before. My husband retired just under 60. I like going on holidays
but lately we can’t because my husband has back problems.
We’re not living the high life but I like to go to cinemas and
theatres. We go out to lunch a couple of times a week. There’s no
downside to retirement – it’s good! I just bought a ticket to Strictly
Ballroom. He doesn’t want to come, that means I can go to two
different shows!
Don’t waste all your money while you’re working because you’ll
end up short. Only my husband had super. If we didn’t both get
the part pension we couldn’t get the cheaper scripts and my
husband needs a lot of medication. We never had big plans – we
like to have a nice life but we don’t need big plans to do that.
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The different tiers of membership are visible to
some extent in the average assets of members
approaching retirement in different kinds of
super funds.
Wealthier households have always had a variety
of financial assets including in superannuation.
This is reflected in the average assets per
member in SMSFs, which are well over
$500,000 (Table 1, below). The second most
advantaged workers are a relatively small cohort
of older members of defined benefit schemes
(e.g. CSS, RBA, QSuper and Unisuper). The next
group includes those in industry or corporate
funds established before the 1980s, such as
Maritime, Auscoal, Telstra, Qantas and NGS.
Trailing behind are the majority of members
in industry and retail funds who gained
superannuation coverage during the 1980s and
1990s. Sixty per cent of accounts held by super
fund members age 60-65 are in funds with
average balances for those members of less
than $100,000.
As the Table shows, a typical superannuation
account balance at retirement for a member of
AustralianSuper – Australia’s largest super fund
with 2 million members – is about $88,000.
This figure simply reflects the experience of
older workers in an immature super system. For
female members of AustralianSuper in this age
group the average is around $77,000 and for
male members the average is around $99,000;
the discrepancy reflecting differences in pay
and broken work patterns.
As contributions move to 12% p.a. and the
system continues to mature, balances of retirees
will continue to improve.

Super balances for older workers vary widely
by fund type
Average super balance per fund member age
60-65; projected retirement income, June 20138
Super
balance

Est Income
p.a.9

SMSFs (all ages)

$525,000

$29,700

Corporate

$287,000

$16,200

Public sector

$225,000

$12,700

Industry
(Pre-1980)10

$180,000

$10,200

$84,000

$4,800

$81,000

$4,600

$110,000

$6,200

CSS

$792,000

$44,800

RBA

$636,000

$36,000

Telstra

$266,000

$15,100

Maritime Super

$224,000

$12,700

Plum Super

$208,000

$11,800

Unisuper

$194,000

$11,000

Auscoal

$194,000

$11,000

NGS Super

$108,000

$6,100

AustralianSuper

$88,000

$5,000

HESTA

$64,000

$3,600

Cbus

$62,000

$3,500

Sunsuper

$57,000

$3,200

AMP

$57,000

$3,200

BT Lifetime

$56,000

$3,200

REST

$54,000

$3,100

Type of fund

Industry
Retail
All non-SMSF
members
Name of fund

Source: APRA (2014, 2014a) Annual Superannuation

An important point to recognise, however,
is that the average balances currently being
achieved by retirees can make a substantial
contribution to standard of living in retirement.
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Statistical Bulletin and Annual Fund Level Profiles

What small super balances deliver
The fundamental purpose of any retirement
income system must be to provide an adequate
income to older individuals who have retired
from the workforce. There are a number of
definitions of what is adequate income.
This paper uses the ASFA Retirement standards
– modest and comfortable – as a reasonable
range for government support for retirement
income.11 The most recent ASFA standards show
a range (for homeowners) for singles of $23,500
to $42,600 per year, and for couples of $33,800
to $58,300.12
All Australians need to understand what kind
of retirement their superannuation will deliver.
But to provide a meaningful understanding
of the likely retirement income an average
Australian will receive, it is necessary to consider
the relationship between the Age Pension and
superannuation.
At time of writing, the full annual Age Pension
is approximately $22,200 for an individual and
$33,500 for a couple.
The interaction between super savings and
the pension is complicated, with super assets
assessed under both the assets and income
test. An income calculator such as MoneySmart
would be a good start to estimate the potential
income from both pension and super.13

Retirement income steps upwards from the
pension full rate ($22,000 for an individual) as
superannuation provides more income (Keeping
in mind that retirement for most people will last
over 20 years, there is potential for someone
who is above the top threshold to fall below the
threshold as they draw down on their super, to
eventually receive some public pension later in
retirement.
The role of the Age Pension as a hedge and
smoothing tool during market downturns is also
important and often overlooked. In the event
of a significant downturn, the part pension will
increase for eligible retirees to reflect the drop
in asset levels.
The Age Pension and ASFA Retirement
standards, p.a.
Single

Couple

Full pension
(including
supplements)

$22,200

$33,500

ASFA Modest
Retirement
standard

$23,500

$33,800

ASFA Comfortable
Retirement

$42,600

$58,300

Source: DHS (2014), ASFA (2014).

The role of the Age Pension as a hedge
against market downturns is often overlooked.

13

How super works with the Age Pension at retirement
– what most Australians currently approaching
retirement can expect
Expected retirement income for home-owning couples with
combined super of up to $450K

Source: DHS (2014), ASFA (2014), vpr modelling.

Expected retirement income for home-owning singles with
up to $300K in super

Source: DHS (2014), ASFA (2014), vpr modelling.

KEY TAKEOUTS: BOOSTING THE AGE PENSION
nn Retirees with super balances of $100,000 will achieve a retirement income that is 25% more
than the full Age Pension and an additional $110 a week.
nn Those with balances of $300,000 will achieve an income that is 60% higher than the Age
Pension.
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As average super account balances of non-SMSF
funds among 60-65 year olds are $110,000, it
remains the case that the majority of those soon
to retire will receive a Age Pension, and a fairly
small proportion will be ineligible for any Pension.
In effect, many workers approaching retirees
with average balances won’t be adversely
affected by the means-test. For home-owners,
individuals with less than around $150,000 in
super and other assessable assets, or couples

with less than around $200,000, will qualify for
a Age Pension, or close enough to it.
The interaction of superannuation and the Age
Pension for people on low to middle incomes
to boost retirement incomes is an intended
outcome of the system. It enables workers to
improve the adequacy of retirement incomes
from both sources, which is necessary as the
system matures.

Projected super savings at retirement (age 67), according to annual wage

Source: DHS (2014), ASFA (2014), vpr modelling.

Wages, projected accumulation and annual retirement income
Wage
(single)

Balance

Age
pension

Super
income

Total
income

$30,000

$186,000

$21,400

$10,500

$31,900

$40,000

$213,000

$20,900

$12,100

$33,000

$50,000

$268,000

$20,000

$15,200

$35,200

$60,000

$323,000

$16,800

$18,300

$35,100

Wage
(couple)

Balance

Age
pension

Super
income

Total
income

$60,000

$341,000

$31,800

$19,300

$51,100

$70,000

$404,000

$26,700

$26,400

$53,100

$80,000

$466,000

$17,600

$33,300

$50,900

$90,000

$526,000

$12,900

$36,800

$49,700

Source: vpr modelling using ASIC method for static retirement income projections. Balances are based on 37 years in the
workforce and the Super Guarantee rising to 12% under the current timetable.
*Assumes retiree does not drawdown on his or super superannuation above the minimal withdrawal rates.
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Moderate balances do improve retirement income
With much of the focus of superannuation
commentators on whether $1 million or $2
million should be the right target, there is little
consideration of what workers approaching
retirement with average balances can expect.
Workers with $50,000 or $100,000 might easily
despair reading the ‘Money’ pages of major
newspapers, but in fact their super balance
gives them options they would not otherwise
have, and modest additional savings will make a
significant difference to weekly budgets.
As the previous table shows relatively small
super balances – when combined with Age
Pension payments – can be expected to deliver
retirement incomes that are only marginally
below the current take-home of many low to
middle income earners.

A median
income earner
can expect
a retirement
income
equivalent to
about 79%
of their preretirement
income or takehome pay.
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For example, an annual income of $55,000
(plus 9.5% super) can be expected to produce
an after-tax income of about $45,700.
At retirement, this worker could expect a
retirement income of about $34,000, which is
equivalent to 79% of his/her take-home pay.
Moreover those approaching retirement with
low balances get a substantial boost from
making extra contributions leading up to
retirement. For example, an additional $25,000
saved at retirement that sees a balance rise from
$55,000 to $75,000, can increase retirement
by 10% year for the life expectancy of a single
person. A couple boosting their $100,000 to
$150,000 could expect a similar 10% increase.

Retirement spending patterns
Comparing the budgets of Age Pensioners and
self-funded retirees, there are many similarities
in the proportions spent on various items
(Figure 2).14 However, one important area of
significant difference is spending on ‘Recreation
and culture’, with Pensioners spending under 12
per cent of income on this category, compared
to a little over 21 per cent for self-funded
retirees. In dollar terms, in 2011, this was the
difference between around $62 per week for
pensioners, compared to around $215 per week
for self-funded retirees.

Breakdown of household expenditure for
retirees – recreational spending the key
differentiator
Pensioners

Drilling down within the ‘Recreation and culture’
category, the biggest spending difference is on
holidays and travel, with pensioners spending a
little under $20 a week (around $1,000 a year)
compared to a little over $115 a week (almost
$6,000 a year) for self-funded retirees.
A smaller but still material difference is apparent
in transport costs, with self-funded retirees
spending more on fuel costs, perhaps getting
to and from recreation and cultural activities,
including holiday travel. The point is that
seemingly small differences in income (based
on relatively small holdings of superannuation)
can have a material impact on quality of life
in retirement, such as through an increased
capacity to participate in more cultural events
and recreation.
A balance of $150,000, for example, would
translate to estimated income of $163 per week,
indexed to wages (to keep pace with community
standards). This translates to an additional annual
income of around $8,500 per year (indexed to
wages), or $330 per fortnight, equivalent to a
38 per cent increase on income from the Age
Pension alone. Such an amount could go a long
way to removing the deficit in spending on
recreation between pensioners and self-funded
retirees and have a significant positive impact on
an individual’s standard of living.

Self-funded retirees

Source: ABS Cat 6472.0, 2011

A balance of $150,000
delivers an extra $163 a
week on the Age Pension.
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Conclusion
Commentary about superannuation balances
and the adequacy of retirement incomes needs
to be more informed and realistic. There is far
too much focus on the size of super balances
at retirement and not enough on the actual
incomes delivered by our retirement income
system. Key factors that work to significantly
boost the income for most retirees – the
Age Pension, the tax-free status of super in
retirement and the fact that super is designed
to fund income in retirement and not for estate
planning purposes– are all too often ignored.
Many commentators frequently discuss the
adequacy of $1 million superannuation nest
eggs. However, most workers nearing retirement
are likely to have closer to $100,000. Even
when the system reaches full maturity in 2060,
the average retirement nest egg for a full
time worker is expected to be in the order of
$550,000 in today’s money (taking into account
rising costs and community standards).
But the message about this reality shouldn’t
be one of anger or despair. As our modelling
has shown, $550,000 will deliver adequate
retirement incomes for the vast majority of
retiring Australians. And even the modest
superannuation balances most workers
approaching retirement have today can provide
a reasonable retirement income when combined
with the indexed Age Pension.
Retirees relying on both the pension and super
doesn’t mean that super isn’t doing the job it
set out to do or that the average Australian
should give up any hope of achieving a decent
standard of living in retirement. In fact, the super
system is functioning as it was intended to, by
boosting retirement incomes while keeping the
cost of public pensions sustainable.

decades, the proportion of retirees achieving a
more comfortable and dignified retirement will
increase, as will the proportion who are fully
self-funded.
But as we discuss the challenges of ensuring
that our super system is both equitable and
sustainable in the long term and whether or not
more changes are needed, we can do without
the feverish scaremongering that $1 million of
super isn’t enough and that the Age Pension
is unaffordable and can’t be relied upon. If the
debate about super is to be meaningful, we
need less focus on the fears of a privileged
few and more on what is relevant to most
Australians. Importantly, the full story on super
is a good news story: With every passing year,
more and more Australians will achieve what
is widely considered to be a comfortable
retirement – some without, but many with, a
little help from the Age Pension.
The Government, super industry and media
commentators can do more to communicate
a relevant message about super for all the
members of funds struggling to improve their
understanding of super.
While this paper aims to highlight the significant
role of the Age Pension in supplementing and
improving retirement income, it also highlights
the need for policies to improve future
retirement income adequacy, particularly for
medium to low income earners. Such policies
include bringing forward the timetable to
increase the Superannuation Guarantee to 12
per cent; improving the fairness of the super
system with better targeting of generous tax
concessions and reinstating the Low Income
Super Contribution (LISC) scheme, due to
terminate from 2017.

The super system has only had universal
contributions of 9 per cent or above since 2003
– for 12 around years. As it matures over coming

We need less focus on the fears of a privileged few
and more on what is relevant to most Australians.
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Notes
1

Average returns; balance $0 at June 1992 and
$154,456 at June 2014 (see Appendix B for
modelling).

2

Around $547,000, starting at 30 and working to
70 or around $437,000 working to 65. Based on
current timetable for 12% SG.

3

Around $370,000 starting at 30 and working to
70 or around $325,000 working to 65. Based on
current timetable for 12% SG.

4

The system could be considered mature when
the first generation of workers to receive 12%
compulsory SG contributions from the beginning
of their working life retiree some 4 decades later.

5

Only recently-joined members of the OECD
such as Chile, Iceland, Mexico, Israel and Poland
have similar numbers. At the time universal
superannuation was conceived in the 1980s and
1990s, Australia was an outlier in the OECD on this
metric.

6

This is based on the method ASIC recommends
super funds use for converting accumulations
to income streams when sending projections of
retirement income to members (see Footnote 8).
There are grounds for a higher estimate. Some
commentators argue longevity risk coverage, the
Australian Government’s excellent credit rating
and the way the means-test can compensate
pensioners for risky investment elsewhere mean
the pension is still more valuable.

7

ACOSS CEO Dr Cassandra Goldie.

8

These are account balances. Individuals may hold
higher superannuation assets if they hold multiple
accounts. The distribution of multiple accounts by
age is known only to the ATO.

9

international comparisons (such as in Appendix
A), partly due to the availability of data. However,
replacement rates produce perverse outcomes at
the edge of the income distribution, with very low
estimates of adequacy for people on low incomes
during working life and absurdly high estimates
for the very wealthy. The ASFA budget standards
are instead based on analysis of retiree lifestyles,
and have been used to discuss retirement
income adequacy in Australia for a decade. The
original estimates of the consumption needs for
retirees associated with ‘modest but adequate’
and ‘comfortable/affluent’ lifestyles were based
on detailed focus group research performed by
the Social Policy Research Centre (SPRC) at the
University of New South Wales by ASFA in 2004.
The standards have been indexed to price changes
for the basket of goods since that time (ASFA,
2014). The basket of goods covered are published
by ASFA. In the absence of superior or updated
research, these would appear to be entirely
reasonable boundaries for an adequate range for
retirement income.
12 The ranges in-between the modest and
comfortable/affluent standards are quite wide.
For singles, the higher budget is 81 per cent
higher than the modest; for couples it is 72 per
cent higher. The comfortable/affluent budget for
couples is higher than the male median wage of
around $55,000.
13 See Appendix C for a discussion of the means test
under current and new rules recently proposed by
the government.
14 The charts are based on the survey by the ABS
in 2011 to establish the basket of goods used for
the pensioners and self-funded retirees indices of
living cost.

Using ASIC static projection multiplier: Income
stream = Lump sum * 0.0566.

10 Equipsuper, Maritime, Unisuper, Auscoal, Victorian
Independent Schools, Catholic Super, NGS Super.
11 It is common to use gross replacement rates
to consider retirement income adequacy in
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Appendix A
Comparative pension replacement rates, OECD and
selected countries
Table 3. Public pension replacement rates, OECD countries and other major economies
Replacement rates
Multiple of average wages
OECD Countries
Austria
Spain
Hungary
Italy
Turkey
France
Luxembourg
Finland
Portugal
Greece
Norway
Czech Republic
Germany
Belgium
New Zealand
Korea
Canada
Slovenia
United States
Slovak Republic
Ireland
Japan
Sweden
United Kingdom
Switzerland
Denmark
Netherlands
Estonia
Poland
Israel
Australia
Iceland
Chile
Mexico
OECD34
EU27
Other major economies
Argentina
Brazil
China
India
Indonesia
Russian Federation
Saudi Arabia

Ranks

0.5

1.0

1.5

0.5

1.0

1.5

76.6
73.9
73.6
71.2
73.5
64.8
77.7
64.1
67.5
75.4
57.9
71.8
42.0
58.2
81.1
59.2
63.1
62.0
49.5
45.9
73.4
49.8
48.6
55.2
49.3
68.0
59.1
40.4
24.5
44.5
52.4
25.9
20.4
30.7
57.4
59.2

76.6
73.9
73.6
71.2
64.5
58.8
56.4
54.8
54.7
53.9
45.7
43.5
42.0
41.0
40.6
39.6
39.2
39.2
38.3
37.6
36.7
35.6
33.9
32.6
32.0
30.6
29.5
27.4
24.5
22.2
13.6
6.5
4.8
3.8
40.6
47

74.0
73.9
73.6
71.2
64.5
47.5
53.0
54.8
54.1
46.7
34.3
34.1
42.0
30.2
27.0
29.2
26.1
36.7
33.4
35.1
24.5
30.8
25.7
22.5
21.4
18.1
19.7
23.0
24.5
14.8
0.6
4.3
0.0
2.5
34.5
41.3

3
5
6
10
7
13
2
14
12
4
20
9
29
19
1
17
15
16
24
27
8
23
26
21
25
11
18
30
33
28
22
32
34
31

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
17
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

1
2
3
4
5
9
8
6
7
10
14
15
11
18
20
19
21
12
16
13
23
17
22
26
27
29
28
25
23
30
33
31
34
32

115.2
55.4
97.9
75.6
14.1
30.6
100.0

90.4
57.5
77.9
55.8
14.1
30.6
100.0

82.1
61.7
71.2
49.2
14.1
30.6
100.0

Source: OECD, 2013: Table 4.4, p137
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Appendix B
Accumulation from SG contributions, 1992-2014
Table 4 shows the estimated accumulation to
June 2014 for a fulltime worker on average
wages (both genders), receiving average
returns with SG employer contributions only,
beginning at 3 per cent in 1992, less 15 per cent
contributions tax. This worker might expect to
have had an accumulation of around $131,000 at
June 2014.

Average wages are higher than median wages.
ABS Cat. 6310.0 (most recent data 2011) shows
that for all workers (both genders and both
fulltime and part-time workers), median wages
were 72.5 per cent of average wages over the
period. The median worker would be expected
to have around $95,000 in super assuming no
break from work between 1992 and 2014.

Table 4. Accumulation from SG contributions, 1992-2014
SG Rate
(%)

Rate of
return (%)

Wages
(annual)

Super assets
Begin

Contributions

Returns

End

A

B

C

D

E

F

G

Dt = Gt-1

= A * C * 0.85

= (D + E/2) * B

=D+E+F

1992

3

10.6

30,614

0

781

41

822

1993

3

11.5

32,053

822

817

142

1,781

1994

4

8.8

32,630

1,781

1,109

206

3,096

1995

5

7.9

33,706

3,096

1,433

301

4,830

1996

6

10.5

35,038

4,830

1,787

601

7,217

1997

6

13.3

36,208

7,217

1,847

1,085

10,149

1998

7

7.0

37,736

10,149

2,245

793

13,188

1999

7

6.9

38,922

13,188

2,316

990

16,494

2000

8

10.2

40,513

16,494

2,755

1,823

21,072

2001

8

3.0

42,578

21,072

2,895

676

24,643

2002

9

-4.9

44,725

24,643

3,421

-1,291

26,773

2003

9

-2.1

47,466

26,773

3,631

-600

29,803

2004

9

12.2

48,828

29,803

3,735

3,864

37,403

2005

9

12.2

51,678

37,403

3,953

4,804

46,160

2006

9

13.3

53,342

46,160

4,081

6,411

56,652

2007

9

14.5

55,994

56,652

4,284

8,525

69,460

2008

9

-8.1

58,219

69,460

4,454

-5,807

68,107

2009

9

-11.5

61,766

68,107

4,725

-8,104

64,728

2010

9

8.9

65,005

64,728

4,973

5,982

75,683

2011

9

7.8

67,844

75,683

5,190

6,106

86,979

2012

9

0.6

70,158

86,979

5,367

538

92,884

2013

9.25

13.7

73,887

92,884

5,809

13,123

111,817

2014

9.5

11.6

75,613

111,817

6,106

13,365

131,288

Sources: Wages – ABS Cat. 6302.003; Returns – APRA (1997-2014); ASFA (1992-96).
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Appendix C
The age pension assets-test and the latest changes
As result of means-testing of the Age Pension,
pension entitlement is lower if assets or income
are above certain thresholds.
The thresholds differ for individuals and couples
and for home-owners and non-home-owners.
Under current rules, for an individual homeowner, the threshold in assets for a full
pension is currently $202,000 and a partpension is paid up to assets of $772,000.
The equivalent thresholds for couples are
$287,000 and $1,146,000. The pension is
reduced between these thresholds by 3.9c per
dollar of assets. Under the new deeming rules,
effective 1 January 2015 for new products, all
superannuation assets are deemed to provide a
given level of income.
This means that retirees with assets between
approximately $145,000 and $202,000 will
also receive a reduced pension because of the

income they generate. In effect then, individual
home-owner retirees with up to $145,000
in super (and other assets) will receive a full
pension, between $145,000 and $772,000 a
part-pension and above $772,000, no pension.
Under the latest changes to the Age Pension
asset test and taper rate (which comes into
effect on 1 January, 2017) the lower threshold
for home-owners will be raised to $289,500
for individuals and $451,500 for couples and
the higher threshold reduced to $547,000 for
individuals and $823,000 for couples. This will
mean retiree couples on super balances and
other assets up to $451,500 will receive a full
pension (though deemed income from these
assets will reduce pensions below this level).
However, those individual retirees with assets inbetween $547,000 and $772,000 for individuals
and between $1,146,000 and $823,000 for
couples will now be ineligible for the pension.

WHY PENSION INDEXATION TO WAGES MATTERS
The importance of the Age Pension in working alongside to super to boost individual’s
retirement incomes underscores the importance of keeping this safety net at a reasonable level.
The permanent transition from wage to price indexation – as proposed then later rejected by the
current government – would have dramatically reduced the value of the pension over time. In the
15 years to June 2014, price inflation was 3% pa and average growth in wages was 4.6% pa (ABS,
Cat 6302 and 6401). A 1.6% pa difference does not sound like much but if pensions fall behind
wages at that rate each year, in only 10 years pensions will have fallen by 18%, in 20 years by
almost 40%, and in 30 years – a single generation – by over 60%.
Under such a policy, workers aged 40 now – currently paying taxes to fund pensions at 27.8% of
male AWOTE – would receive less than half the pension they are currently .entitled to when they
retire at 70.
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