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Executive summary
This Report updates our 2007 analysis to the Financial Services
Council (FSC)1 by examining the current state of household saving
and its consequences for our retirement incomes, and focuses on
the following questions:
•

Has household saving changed since 2007– and what are
the drivers?

•

Are savings levels adequate to fund both the current and
future generations’ retirement? Are Australians, and
particularly the baby boomers, adequately providing for
retirement?

•

Has the retirement ‘savings gap’ increased or decreased
and what are the drivers?

•

Do certain cohorts face bigger challenges than others in
preparing for and funding retirement?

•

What are the future intergenerational equity issues and
expected fiscal burden?

•

What are the policy initiatives that can better prepare
Australians for these trends?

At the time of the 2007 Report, household saving rates had
collapsed and remained negative for much of the decade,
associated with high household debt levels with Australians
investing heavily in their homes.
The period from mid 2007 to early 2009, however, marked a key
turning point in the domestic and global economies with the onset
of the Global Financial Crisis. Household saving rates rose
sharply, largely due to ‘precautionary motives’ or ‘preparing for a
rainy day’ as Australian households rebuilt wealth following
volatility in equity and bond markets, and less security in the job
market.
While household saving rates have declined since 2011 yet
remain in positive territory, the question still remains whether they
are adequate to fund both the current and future generations’
retirement.
The short answer is that they are unlikely to be adequate. The
retirement savings gap (RSG) is one indicator of the shortfall
between the retirement income of working Australians and the
income they need for an adequate (reasonable) retirement given
their life expectancy. This Gap is estimated to be around $2 trillion
in June 2014. This is despite an increase in the compulsory

1

“Austra a’s Nat ona Sav ng Rev s ted: Where do we stand now?”, Report to the
Investment & F nanc a Serv ces Assoc at on (2007) wr tten at The A en Consu t ng
Group. A copy of the report can be found on the Me bourne Inst tute’s webs te
https://me bourne nst tute.un me b.edu.au/
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superannuation guarantee from 9.0 per cent to 9.5 per cent in
2013 and the legislated increase to 12 per cent in 2025.
Moreover, the retirement savings gap is larger for certain cohorts
of workers — in particularly for women, low income earners and
those that are facing changes in the nature of work (such as the
self-employed and those in the ‘gig economy’).
Questions about the adequacy of retirement incomes and other
expenses related to ageing (notably the cost of the Age Pension,
health and aged care) invariably involve public financing. Analysis
by the Parliamentary Budget Office shows that, in the absence of
policy adjustments, the ageing of the population will add
0.3 percentage points to the annual real growth in Government
spending and reduce annual real growth in revenue by
0.4 percentage points. In real terms, this is equivalent to an annual
cost to the budget of around $36 billion by 2028-29.
Minimising this fiscal burden is important to ensure that future
generations can enjoy similar (if not improved) living standards
relative to the generation current moving into retirement, and that
high tax rates do not unfairly restrain economic growth.
We consider that maintaining the timetable to increase the
Superannuation Guarantee to be 12 per cent by 2025 is an
integral pillar of Australia’s retirement income system. The vast
majority of Australians strongly support the current level of
compulsory superannuation, as well as the legislated increase to
12 per cent.2 Changes to the system (which have been frequent)
also cause confusion among contributors — undermining
confidence and trust — as well as directly discouraging increased
contributions and placing increased emphasis on the Age
Pension.
The present Government and its predecessor have implemented,
and continue to implement major reforms to the superannuation
system, particularly following the Productivity Commission’s
review into the efficiency of the superannuation system and the
Royal Commission — reforms which have made a very significant
difference and will continue to do so.
But more may need to be considered — for example, increasing
the preservation age and encouraging people to delay retirement,
abolishing the $450 monthly threshold and a range of other
possible initiatives — so as to lift the adequacy of retirement

2

ASFA surveyed Austra an househo ds n re at on to the r support for the current eve of
compu sory superannuat on. The survey showed that the great major ty of Austra ans
over 90 per cent
e ther ‘strong y support’ or ‘support’ compu sory superannuat on (at a
rate of 9.5 per cent of wages) and a very sma proport on, or ess than 2.5 per cent of
Austra ans, ‘oppose’ or ‘strong y oppose’ compu sory superannuat on at th s eve .
Austra ans were a so asked about whether they supported an ncrease n compu sory
contr but ons to 12 per cent of wages. Aga n, ASFA’s survey showed that the
overwhe m ng major ty of respondents, around 80 per cent of respondents, ‘supported’ or
‘strong y supported’ the eg s ated schedu ed ncrease. Less than 10 per cent of a
Austra ans (or 7.8 per cent) ‘oppose’ or ‘strong y oppose’ ncreas ng compu sory
superannuat on to the new eve of 12 per cent.
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income provision for all Australians, and to ease the burden on
future public budgets and future generations of taxpayers.
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Chapter 1: Savings – some
facts
Key points
This chapter examines the current state of household saving
and whether Australians are providing adequately for
retirement.
In contrast to the experience in the late 1980s through to
around 2007 when household saving fell sharply reaching a
low point of negative 1 per cent in 2003, household saving has
increased particularly at the onset of the Global Financial
Crisis (GFC).
Our wealth position has improved, much of it related to our
increased propensity to ‘save for a rainy day’ since the GFC.
While equity in housing is still the most dominant form of
wealth accumulation, superannuation balances have
increased significantly and form the second largest component
of our wealth.
Women currently have around 70 per cent of the
superannuation balances compared to men. This ratio has
improved over time.

1.1

Saving in Australia: the ‘big picture’

From the mid 1980s, the household saving ratio in Australia
declined steadily and collapsed coming into the 2000s decade
(see Figure 1.1).3 At the time of the 2007 Report, the household
saving ratio was negative, with households spending more on
goods and services than they could afford based on their
measured income (ACG 2007).
A number of factors contributed to this trend, including the low
interest rate and low inflation environment which increased the
availability of credit, a sustained period of economic growth,
Australians experiencing steady employment and lower
unemployment, and rising asset prices. All of these factors had
varying degrees of importance to the overall saving ratio being
negative in 2007.

3

In broad terms, househo d sav ng s the res dua of househo d d sposab e ncome after
spend ng on goods and serv ces. For a further exp anat on of the sav ngs measure,
nc ud ng adjustments to the convent ona sav ng measure, p ease refer to the 2007
Report Chapter 2.
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Figure 1.1: Household saving ratio, per cent of GDP
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Source: ABS 2019, 5204.0 Austra an System of Nat ona Accounts, 2018 19, Tab e 1.

With the onset of the Global Financial Crisis (GFC) in 2008, the
household saving ratio increased sharply, rising to as high as
8.9 per cent of GDP by the end of June 2009. The household
saving ratio has declined since 2011 from these high rates, yet
has stayed in positive territory since then — it is currently around
3.0 per cent of GDP.
There are several explanations for this sharp increase, one of
which is the ‘precautionary motive’ where households ‘save for a
rainy day’ or pay down debt when facing unforeseen economic or
financial circumstances.
During the period of mid 2007 to early 2009, the global economy
experienced its sharpest slowdown since the Great Depression
with millions of people losing their jobs, their homes and large
amounts of their wealth (RBA 2019). The global economy saw a
significant slowdown in growth, house prices in the US fell sharply,
and some financial firms failed or nearly failed, triggering a panic
in financial markets globally as investors began pulling money out
of banks and investment funds around the world. Businesses were
much less willing to invest and households less willing to spend
as confidence collapsed.
Australia’s experience of the GFC was not as acute as that of
other countries — unemployment rose slightly, economic growth
slowed slightly and the financial system remained stable with no
banks collapsing. Nevertheless, as a small open economy,
Australia was not immune to some of these global shocks.
Australian households, particularly for those who appear to have
less secure income or more vulnerable to an asset price shock,
responded to the events overseas by increasing their saving
during this period. Wealthier households increased their savings
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significantly, suggesting an effort to rebuild wealth following the
GFC.
The Reserve Bank of Australia’s (RBA) assessment of the GFC
period (2003-04 to 2009-10) showed that the precautionary
motive was the single biggest contributor to the household saving
rate increasing (Price and Finlay, 2016). Households with high
debt levels also saw a rise in saving as they returned to more
prudent attitudes to debt, with the excess levels of debt running
its course.4

1.2

Distribution of saving and wealth

The discussion above considered household saving ratio in
aggregate. This section examines how saving – measured as
changes in net worth – is distributed by income and wealth across
Australian households.5

Saving by net wealth
Figure 1.2 shows that wealth is distributed very unevenly across
households.
Figure 1.2 Equivalised household net worth, by quintile
70
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Source: ABS 6523.0 Household Income and Wealth Australia: Summary of Results,
2017 18, Tab e 2. Notes: Equ va sed d sposab e househo d ncome s d sposab e
househo d ncome adjusted us ng an equ va ence sca e. For a one person househo d, t
s equa to d sposab e househo d ncome. For a househo d compr s ng more than one
person, t s an nd cator of the d sposab e househo d ncome that wou d need to be

4

The sav ng behav our assoc ated w th age
or the ‘ fe cyc e hypothes s’
was not
found to be change sav ng rates s gn f cant y between 2003 04 to 2009 10. Ib d.
5
We have se ected the Austra an Bureau of Stat st cs’ measure of househo d wea th on
th s occas on as t prov des a more comprehens ve assessment of the househo d ba ance
sheet, g ven HILDA’s re ance on survey nstruments may mean that t s d ff cu t to survey
h gh net worth househo ds. See Ryan and Stone (2016) for a compar son between the
ABS and HILDA wea th measures.

9

NATIONAL SAVING: 2020 AND BEYOND

rece ved by a one person househo d to enjoy the same eve of econom c we be ng as
the househo d n quest on.

A very small proportion of households have high net worth and a
large proportion have relatively low net worth.
•

The lowest quintile (bottom 20 per cent of net wealth)
collectively held less than 1 per cent. This was equivalent to
an average of $24,600 in 2017-18 (ABS 2019, Table 2.1).

•

The highest quintile, or the wealthiest 20 per cent accounted
for 63 per cent of total net worth, or an average net worth of
$1.8 million (equivalised).

•

The wealthiest households have around 5.7 times more
wealth compared with the middle (or third quintile).

•

The distribution of wealth has deteriorated slightly between
2003-04 and 2017-18 (as measured by the Gini coefficient).6

Much of this increase in household net worth over the 2003-04 to
2017-18 period came from growth in the value of non-housing
assets, predominately by superannuation (Figure 1.4). Equity in
housing continues to comprise the largest component of the
household balance sheet (around 39 per cent in 2017-18) and has
seen its real value bounce around due to volatility in house prices.
Superannuation assets, on the other hand, have increased as a
proportion of household assets rising from 14 per cent of total net
worth in 2003-04 to 21 per cent of total net worth in 2017-18. Real
growth in superannuation assets between 2003-04 to 2011-12
was due to positive valuation effects and the recovery in global
equity markets and the Australian dollar exchange depreciation,
which raised the value of investments in overseas assets held by
superannuation funds (Ryan and Stone, p. 7).

6

There are many summary nd cators that can be used to he p understand the d str but on
of ncome and wea th across the popu at on. The ABS uses the G n coeff c ent as an
nternat ona y comparab e nd cator. The G n coeff c ent es between 0 and 1. If everyone
n the popu at on had the same ncome or wea th, the G n coeff c ent wou d be zero. G n
coeff c ent va ues that are c oser to 1 represent greater nequa ty. Compared to other
summary nd cators, the G n coeff c ent s not over y sens t ve to ow or negat ve ncomes.
The G n coeff c ent was 0.565 n 2003 04 and 0.619 n 2017 18 (ABS 2019a).
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Figure 1.3: Household assets and liabilities (2017-18 dollars)
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Source: ABS 2019a Household Income and Wealth Australia: Summary of Results,
2017 18, Cata ogue No. 6523.0, Canberra, Tab e 2, and CPI def ator, Adv sory Street
ca cu at ons.

Saving across the life cycle
Turning now to the saving distribution across the age spectrum,
the data shows that Australian’s saving behaviour is generally
consistent with the ‘life cycle hypothesis’ – where individuals
prefer to smooth consumption over their lifetime and where
typically:
•

Saving rates are low early in life when income is low;

•

Saving rates increase when individuals move through their
earning years; and

•

Saving rates decline as households draw down their assets
in retirement.

According to this life cycle hypothesis, a person’s net worth will
grow over their working lives.
This outcome is analysed in Figure 1.5, which shows the net worth
of households by different age groups.
•

Net wealth increases as individuals age with pre-retirees and
baby boomers (those aged over 65 years) having an average
net wealth around $1.4 million in 2017-18.

•

Generation X (aged 35 to 45 years) had around half the net
worth (or $663,000) of baby boomers.

•

Not surprisingly, younger individuals had low net wealth at
about one-third of the value of all households.

•

The net wealth of all age brackets have increased over time
between 2003-04 and 2017-18.
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Figure 1.4: Average net worth by age of household reference person,
(2017-18 dollars)
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Consistent with the distribution of overall net worth, baby boomers
have the greatest amount saved in the value of their home and
superannuation.
•

In 2017-18, the average baby boomer household owned
more than $600,000 of their home (44 per cent of total net
assets) and had over $252,000 (18 per cent) invested in
superannuation (ABS 6523.0 Table 10.2).

•

Generation X cohort (35-44 years), had an average of
$246,600 saved in their own home (37 per cent of total net
assets), and $137,700 in superannuation (20.7 per cent of
total net assets).

•

The household dwelling is the dominant form of saving for all
age groups.

1.3

Superannuation balances

This section does a ‘deep dive’ into Australia’s superannuation
balances. A brief summary of the Superannuation Guarantee is
found in Box 1.1.
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Box 1.1 Summary of the Superannuation Guarantee

The Government first introduced Australia’s mandatory
superannuation system in 1992 to help Australians support
their retirement with superannuation contributions over their
working life. The Superannuation Guarantee rate (mandatory
superannuation contribution rate) has increased from the initial
3 per cent of employees’ wage to 9.5 per cent today. It is
legislated to increase to 12 per cent between 2021 and 2025.
The system is ‘maturing’ over time as Australians spend more
of their working life with mandatory superannuation (and with
higher Superannuation Guarantee rates).
Source: Adv sory Street.

The total value of assets in Australia’s superannuation system is
$2.9 trillion in September 2019 (APRA 2019), equivalent to nearly
150 per cent of GDP.
During the GFC, Australia’s superannuation system played an
important role in providing long-term funding for economic activity
in Australia — both directly and indirectly through funding financial
institutions — and contributing to the stability of the financial
system and the economy (Australian Government Treasury 2014,
p. 89).
In terms of superannuation balances, the median superannuation
balance was $52,000 in 2017-18.7 Figure 1.6 shows that the real
median superannuation balance has grown from $29,7000 in
2003-04 to $38,000 in 2011-12 to $52,000 in 2017-18, with the
biggest increase in balances being for baby boomers and
households close to retirement age.

7

The average ba ance by Austra an househo ds s $144,900 n 2017 18. As there are
many peop e w th more than one superannuat on account g ven mu t p e career jobs, the
med an ba ance, wh ch s unaffected by h gh or ow ba ances, s a better measure (FSC
2019, p. 24).
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Figure 1.5: Median superannuation balances by age (2017-18 dollars)
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Source: ABS 6523.0, Househo d Income and Wea th, Austra a: Summary of Resu ts,
2017 18, Tab e 12, and CPI def ator, Adv sory Street ca cu at ons.

Women
Turning now to the superannuation balances between the
genders, women currently retire with around 70 per cent of the
superannuation balances than that of their male counterparts. The
gap varies between age cohorts with the highest superannuation
balance gap among women aged 45-54 years - see Figure 1.7.

Figure 1.6: Median superannuation account balances by gender, 2017-18
dollars.
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2017 18, Tab e 12.
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The overall gender gap in superannuation balances has improved
since 2003-04 when female superannuation balances
represented nearly 47 per cent of their male counterparts – see
Figure 1.8.
Figure 1.7: Ratio of Female to Male superannuation balance
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Source: ABS 6523.0, Househo d Income and Wea th, Austra a: Summary of Resu ts,
2017 18, Tab e 12 and Adv sory Street ca cu at ons.
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Chapter 2: Are household
savings adequate for
retirement?
Key points
Whilst Australia has one of the largest superannuation
systems, and household saving rate has been in positive
territory in recent years, the question remains whether it is
adequate to fund the current and future retirement of
Australians.
It is difficult to define how much retirement income is adequate
as there is no consensus view and depends on a range of
factors including gender, marital status, longevity, health and
aged care costs, and accommodation costs (especially for
non-home owners).
Nevertheless, using a 62.5 per cent of pre-retirement earnings
(in real terms) as the replacement rate, the ‘retirement savings
gap’ is estimated to be around $2 trillion (in 2015 dollar terms).
The gap appears to have increased in recent years, with the
biggest factor between the 2013 and 2014 years being the
effect of further delaying the superannuation guarantee.
Comparisons with other OECD countries shows that Australia
lags on adequacy of retirement incomes as the average
replacement rates in Australia are lower than the OECD
average, although well targeted for low income earners.

2.1

Overview

Whilst Australia has one of the largest superannuation systems,
and household saving rates have increased in recent years, the
question remains whether it is adequate to appropriately fund
current and future retirement of Australians.
Whether the level of retirement income is adequate varies greatly
based on different circumstances, and it is difficult to determine
how much an individual actually ‘needs’ to live on. Despite this, it
is useful to consider various measures of adequacy as well as
comparisons with other advanced economies in order to obtain a
view on whether retirement incomes are adequate in Australia.
It is difficult to define how much retirement income is adequate as
there is no consensus view. We provide an overview of some of
the various definitions of what is considered an ‘adequate’
retirement income and use a replacement rate to make an
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assessment of whether current retirement incomes are adequate
in Australia.
There is much complexity in assessing adequacy based on the
many factors of gender, marital status, longevity, health and aged
care costs, and accommodation costs (for non-home owners).
The level of retirement income in Australia is not considered
adequate based on various measures as well as comparisons with
other advanced economies.

2.2

Measures of adequacy

There are two key methods of measuring adequacy of retirement
incomes:
•

replacement rate — retirement income expressed as a
percentage of pre-retirement income; and

•

budgetary standard — measuring retirement income against
what it costs to live.
There are many different views on how best to calculate each of
these measures.
In a study commissioned by Financial Services Council (FSC),
Rice Warner (2015) argue that the replacement rate is more
appropriate to determine adequacy as it is focused on
maintenance of a standard of living.
A review of industry research indicates that the replacement rate
is more often used in analysis of the adequacy of retirement
income systems. The OECD uses replacement rates in its
analysis of retirement incomes across developed nations (OECD
2019). It reports on replacement rates for females, those on low
income and takes into consideration the impact of career breaks
(due to childcare and unemployment). This is discussed further in
Chapter 3.
As previously mentioned, there is no consensus view on what a
replacement rate should be as it differs due to individual
circumstances and other factors. Discussions of the replacement
rate cover a fairly broad range from 60 to 75 per cent. There is
also criticism that a benchmark rate should take into account the
circumstances of different cohorts and that there should be a
different replacement rate for those on lower incomes for example.
Rice Warner (2015, p.11) define retirement income adequacy as
“the savings required at retirement to provide 62.5% of preretirement earnings (in real terms) for each year until life
expectancy”. Their analysis of retirement savings gap (see below)
leaves out the cohort that earns twice average earnings as it is
expected they would have adequate provision in retirement. The
62.5 per cent figure is within the range of 60-65 per cent as
defined by the Senate Select Committee on Superannuation and
Financial Services (2002) that concluded this range would be an
adequate retirement income.
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2.3

Australia’s retirement savings gap

Using a replacement rate of 62.5 per cent of pre-retirement
earnings (in real terms), we can then estimate the Retirement
Savings Gap (RSG).
The retirement savings gap refers to the shortfall between the
retirement income of working Australians and the income they
need for an adequate retirement for their life expectancy.
Rice Warner’s report for FSC on Retirement Savings Gap
provides a snapshot in 2014 of Australia’s retirement income
adequacy.
It estimates a deficit of $2.052 trillion at 30 June 2014 — this is
the amount that is required to make all Australians (except low
income earners) self-sufficient in retirement (Rice 2015, p. 4).
If the Age Pension is taken into account, the Retirement Savings
Gap falls to $768 billion (as at June 2014).
These estimates are based on the assumption that the
Superannuation Guarantee remains at 9.5 per cent, after which it
increases to 12 per cent by 2025.
The figures above are lump sums for all Australian households,
however, as Rice notes, “it is important to note that this amount is
not a lump sum that is required immediately, but an amount that
would need to be funded over the expected term to retirement of
the current workforce” (Rice 2015, p. 16).
The Retirement Savings Gap appears to have increased over time
(see Figure 2.1), reflecting a “complex relationship” between:
changes in the underlying population mortality; increases in
earnings; changes in the population income distribution; changes
in the underlying population demographics; changes in the
estimate of the pre-retirement savings; and changes in
assumptions in the model to reflect changes to the underlying
economic variables (Rice Warner 2015, p. 5). The largest
component of the change in RSG between 2013 and 2014 was
the four year delay on the superannuation guarantee (adding
$118 billion to the RSG), followed by an increase in average
earnings (Rice Warner 2015, p. 6).
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Figure 2.1: Retirement Savings Gap after the Age Pension (2013-14
dollars)
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commenc ng from age 65. R ce Warner notes that the f gures after Age Pens on are the
appropr ate f gures for the RSG.

If we look at the retirement savings gap per Australian, it is
estimated to be:
•

$187,200 excluding the age pension; or

•

$70,100 if the age pension is taken into account.

The retirement savings gap is estimated to be equivalent to 1.3
times GDP.
Men have a higher RSG after the Age Pension. This can be
explained by the fact that men tend to receive lower Age Pension
benefits as they generally have greater superannuation savings at
retirement. Further, fewer males survive to advanced ages (where
most retirees receive a full Age Pension). In contrast, women tend
to have a lower RSG as a result of the Age Pension forming a
higher proportion of their retirement income (females tend to have
lower pre-retirement incomes and therefore lower required
adequate retirement incomes on our measure).
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Table 2.1 Retirement Savings Gap ($billion, as at June 2014.

Before Age
Pension
After Age
Pension

Males

Females

Total

1,005

1,047

2,052

435

333

768

Source: R ce Warner 2015, p. 11.

Maintaining the legislated increase in the superannuation
guarantee from 9.5 per cent to 12 per cent by 2025 will assist with
narrowing the Retirement Savings Gap. This is discussed further
in Chapter 3.
Alternatively, Australians may need to retire at a later age,
particularly as Australians are living longer than in the past.
Section 2.3 assesses the Longevity Savings Gap (LSG) impact
from those who may live longer than their expected age, as well
as the possibility of delaying the retirement age.

The argument that retirement incomes are adequate
Some commentators, such as the Grattan Institute (2018), has
disagreed with the view that Australia’s retirement incomes are
adequate, and argue that across income levels, Australians will
have enough retirement income to sustain the same, or higher,
living standard in retirement. Their modelling shows that average
Australians would expect retirement income of at least 91 per cent
of pre-retirement income, a level well above OECD averages and
other industry benchmarks. They hold the view that the planned
12 per cent superannuation contribution is not appropriate, even
if the government did want to boost retirement income.
Mercer (2019) critiqued this analysis saying its research
assumptions were not realistic for average Australians. Some of
these assumptions included that: Australians are single when they
retire, that everyone would work until pension eligibility age of 67,
no allowance for those who live past the age of 92, and desired
lifestyle and income assumptions. The Grattan report assumed
medium income Australians would have a net replacement rate of
89 per cent of their income before retirement whereas Mercer
research (2019) shows it would be lower at 68 per cent. The
conclusions were also based on a single cameo rather than a
broad range of cameos which would provide a better
understanding of the various factors affecting different cohorts.8

8

Industry Super Austra a (Ga agher P and Bast an B, 2019) has a so re eased ts
mode ng to show that Grattan Inst tute’s est mates of ret rement ncome under a 12 per
cent superannuat on contr but on s m s ead ng and that ts assumpt ons were f awed.
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2.4

Longevity and delaying retirement

Longevity
One factor, which needs to be considered and which implies a
higher degree of adequacy of retirement provision than otherwise,
is increasing longevity. Similar to citizens of other advanced
countries, Australians are living longer than in the past, and this is
expected to continue in the future. Since the first Intergenerational
Report in 2002, the proportion of people aged over 65 has gone
from 13 per cent (or 2.5 million) to 16 per cent (or 4 million) today
(Frydenberg 2019, p. 94). Australia’s life expectancy is the sixth
highest in the world, and we are seeing an increase of almost one
year every four years (Ibid).
Given these trends, it is important to measure the retirement
income adequacy should people live longer than expected. This
can be measured by the Longevity Savings Gap (LSG) — which
is defined as the shortfall between retirement income for those
that live longer than average life expectancy. Rice Warner (2015)
analysed this under three scenarios:
•

target income required until life expectancy, the age at which
50 per cent of retirees will survive,

•

target income required to the age where 25 per cent of
retirees will survive (75th survival percentile),

•

target income required to the age at which 10 per cent of
retirees will survive (90th survival percentile).
Under each of these scenarios, the retirement and longevity
savings gap is illustrated in the table below.

The r mode ng showed an average ncome earner wou d have h gher fet me ncomes
than est mated by the Grattan Inst tute. A so, the Grattan report on y prov ded ana ys s on
a s ng e person and no other comb nat ons, such as a coup e. We note that Treasury’s
Mode of Austra an Ret rement Incomes and Assets (MARIA) a ows for many
comb nat ons and factors to be taken nto account, and some are ca ng for t to be
pub c y re eased as a va uab e nput nto superannuat on adequacy d scuss ons.
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Table 2.2 Retirement and Longevity Savings Gaps

As at June
2014

Amount
excluding Age
Pension ($b)

Difference
from RSG ($b)

Percentage
(%) difference

50th Percentile
(RSG)

2,052

n/a

n/a

75th Percentile
(LSG)

2,920

875

43%

90th Percentile
(LSG)

4,005

1,960

96%

Source: R ce Warner 2015, p. 4.

The analysis shows that it is expensive for those who live beyond
their life expectancy; and inefficient for those that die before their
life expectancy and leaving large balances behind.
On a per person level, the retirement savings gap increases to
$266,400 at the 75th survival percentile and $365,400 at the 90th
survival percentile.

Delaying the retirement age
One approach to prevent a shortfall in retirement savings is
delaying the retirement age of workers.
In the assessment above, it is assumed that all members of
population retire at the future pension eligibility age of
However, in reality the median age of retirees leaving
workforce is around age 61. If this current trend continues,
RSG is much higher (see Table 2.3).

the
67.
the
the
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Table 2.3 Total Retirement Savings Gap including the Age Pension —
delaying pension age ($bn)

As at 30 June
2014

Males

Females

Total

Retire at age
60

998

700

1,698

Retire at age
61

920

648

1,568

Retire at age
62

834

590

1,424

Retire at age
63

746

533

1,279

Retire at age
64

669

478

1,147

Retire at age
65

594

429

1,023

Retire at age
66

513

383

897

Retire at age
67

435

333

768

Retire at age
68

377

289

666

Retire at age
69

307

250

557

Retire at age
70

242

209

451

Source: R ce Warner 2015, p. 22.

Early retirement age is attributed to a higher Retirement Savings
Gap (when including the Age Pension) due to:
•

the inability to access the Age Pension for six years of
retirement, before reaching the Age Pension age;

•

lower savings at retirement due to less time in the workforce;

•

higher required savings due to a longer time spent in
retirement; and

•

a larger proportion of people living at age 61 compared to
age 67 (Rice Warner 2015, p. 22).
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Government policies to increase the preservation age and Age
Pension will go some way to incentivise people to delay
retirement, and thus reduce the RSG.

2.5

International comparisons

Research shows that Australia falls behind in international
comparisons of adequacy of retirement incomes. Retirement
income levels are lower than many other advanced economies.
OECD research shows Australia lags on adequacy of retirement
incomes, based on replacement rates. The average replacement
rates in Australia are lower than the OECD average, however
replacement rates for low income earners are higher (due to
impact of the age pension). Findings, as seen in Figure 2.2,
include:
•

The future net replacement rate for full career male average
wage earner is 41 per cent, compared to OECD average of
59 per cent.

•

The replacement rate for low income earners is 76 per cent
compared to OECD average of 68 per cent (noting Australia’s
age pension provides a safety net for lower income earners).

Figure 2.2 Net pension replacement rates by earnings level

Source: OECD 2019

The 2019 Melbourne Mercer Global Pension Index is another
benchmark for assessing retirement income systems globally.
Box 2.1 summarises this Index.
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Box 2.1 Summary of Melbourne Mercer Global Pension Index

The Melbourne Mercer Global Pension Index is a study of 37
retirement income systems, representing more than 63 per cent
of the world's population uses three sub-indices – adequacy,
sustainability and integrity – to measure each retirement income
system against more than 40 indicators.
The weightings used are 40 per cent for the adequacy sub-index,
35 per cent for the sustainability sub-index and 25 per cent for the
integrity sub-index which have remained unchanged since the
first Index in 2009.
The different weightings are used to reflect the primary
importance of the adequacy sub-index which represents the
benefits that are currently being provided together with some
important system design features.
The sustainability sub-index has a focus on the future and
measures various indicators which will influence the likelihood
that the current system will be able to provide benefits into the
future.
The integrity sub-index includes several items that influence the
overall governance and operations of the system which affects
the level of confidence that the citizens of each country have in
their system.
Source: Mercer 2019b, p. 5.

Australia’s overall ranking was a B+, demonstrating a system that
has a sound structure, with many good features, but has some
areas for improvement that differentiates it from an A-grade
system (Mercer 2019, p. 6). Australia is third in ranking behind the
Netherlands and Denmark who received an A.
In terms of the adequacy index, Australia rates 11th amongst the
35 countries, with a score of 70.3, putting Australia behind
Denmark, Finland, France, Ireland, Brazil, Norway, Singapore,
Spain, New Zealand, and Germany, and represents a fall in
placing from previous years (although an improvement in
individual index score).9 Some of the areas of improvement
suggested by Mercer are integrated into our policy
recommendations in Chapter 5.

9

Austra a ranks th rd on the Susta nab ty Index and fourth on the Integr ty Index (Mercer
2019b, p.7).
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Chapter 3: Are retirement
income savings equitable?
Key points
Women and self-employed are two groups that do not see
equity in terms of retirement income savings.
For women, retirement incomes continue to lag their male
counterparts, due to the existing gender wage gap, as well as
career breaks often due to childcare commitments.
Due to the changing nature of work, there are more selfemployed who do not tend to have the same level of
superannuation contribution as employee.

In assessing equity in retirement incomes, the focus is on the
various groups that tend to fall behind in retirement income levels,
such as women who often take time out of the workforce, or selfemployed who tend to have lower superannuation contributions or
those who experience unemployment due to various factors.
In this chapter we focus on whether retirement income savings
are equitable in terms of women and self-employed (or those
referred to as working in the new gig economy).

3.1

Women

Chapter 1 showed that women currently have a smaller pool of
superannuation balances compared to men — currently around
70 per cent, such that the gap is 31 per cent (see Figure 1.8). The
superannuation gap is most prominent for women aged 45-54
years when superannuation balances for women are 57 per cent
of the median male superannuation balance in the same age
group, when the gap is assessed at 43 per cent.
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Figure 5.1 Gender gap to median superannuation balances by age
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Source: ABS 2019a Household Income and Wealth 2017 18 Canberra, Tab e 12.3

While the gap has narrowed over time (as seen in Figure 1.8),
there continues to be several factors that lead to lower
superannuation balances for women. The Workplace Gender
Equality Agency (WGEA), Australian Institute of Superannuation
Trustees (AIST), Women in Superannuation (WIS), amongst
others, identify the following factors:
•

the labour force participation rate for women aged
between 20-74 years was 66% for women compared with a
higher participation rate of 78% for men.

•

women are more likely to have interrupted work patterns –
for example, taking unpaid leave around childbirth and in the
months following, or caring for an elderly parent, although
more and more organisations are offering paid primary carers’
leave and have a gender equality policy and/or strategy in
place.

•

gender wage gap of 23.1% full-time total remuneration
gender pay gap, with men earning on average $26,853 a year
more than women. Factors include women working part-time,
women being more likely to be employed in lower wage
industries (for example, hospitality, aged care and child care)
and few women at manager-level and C-suite executive
positions (AIST, WIS and WGEA 2016).

Chapter 2 shows that women have a larger Retirement Savings
Gap before the Age Pension is taken into account. This reflects
the combination of lower superannuation savings at retirement
and their longer expectation of life (and thus the longer period over
which to provide an adequate income) relative to males.
In response to the inadequacy of superannuation savings, one
measure is to increase one’s additional contribution to offset the
Retirement Savings Gap over the future of the lifetime. This is
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shown below as a contribution in addition to the Superannuation
Guarantee rate in Figure 3.2
Not surprisingly, the rates increase with age as older generations
have spent less time accumulating through the superannuation
system and have a shorter time horizon to amortise (or narrow)
the RSG.
The rates for women are considerably higher due to: the pool of
current savings being less than males due to career breaks; the
lower average income for females relative to males such that there
is less accumulated future contributions; and a larger pool of
assets required at retirement to fund income payments given the
longer life expectancy of women, despite women possibly
requiring lower post-retirement expenses when assuming a
62.5 per cent adequacy level given females have lower salaries
on average (Rice Warner 2015, p. 19).
Figure 3.2: Required Additional Contribution (before the Age Pension)
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Source: R ce Warner 2015, p.19.

If the Age Pension is taken into account (Figure 3.3), the required
contribution is lower compared with men.

28

NATIONAL SAVING: 2020 AND BEYOND

Figure 3.3: Required contribution rates by cohort (including the Age
Pension)
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Indeed, OECD results show that a five-year career break (for
childcare or unemployment reasons) lowers the future
replacement rates by 12 per cent, which is higher than OECD
average of 4 per cent for childcare and 6 per cent for
unemployment. Longer career breaks have less impact on
entitlements (OECD 2019).

3.2

Changing nature of work

Since 2007, a new generation of work has been introduced by
technology, often described as the ‘gig economy’ where digital
platforms act as intermediaries using algorithmic management to
connect workers with end-users (enterprises or consumers)
seeking specific services (QUT 2018).' Such work can be seen in
a variety of industries including food delivery, graphic design,
outsourcing of every day tasks, and so forth.
Gig workers are often not classed as employees, but as
independent contractors, and are ineligible for compulsory
employer-funded superannuation that takes effect when any
employee earns more than $450 a month.
A recent survey estimates that the gig economy comprises 7.1 per
cent of the labour force, and that 13.1 per cent of survey
respondents have, at some time, undertaken digital platform work
(McDonald 2019). Younger people (aged 18-34) and males are
more likely to be working through digital platforms than other
demographic groups; females are only half as likely as males to
work on digital platforms (Ibid).
These trends have also been demonstrated with superannuation
account balances where the proportion of young men who have
an account has fallen in recent years from 54.5 per cent in 201112 to 49.6 per cent in 2017-18 (ABS 2019a).
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This bucks the trend in where the proportion of superannuation
account balances for all age and gender cohorts have increased.
The self-employed labour force can also be vulnerable in their
ability to accrue superannuation as they are not necessarily
covered by the Superannuation Guarantee and would tend to
typically invest much of their equity in their businesses and may
rely on sale of their business to fund their retirement life.
It is not surprising then that without compulsion, the participation
rate in the superannuation scheme is much less than someone at
full-time employment, estimated by the OECD to be around 27 per
cent contributing to superannuation schemes in 2016-17 (OECD
2019, p.1).
As a result, the self-employed are much more reliant on the Age
Pension, and any reliance on voluntary savings would see a
replacement rate much lower compared with employees. It is
estimated that self-employed will have a pension equivalent of
90 per cent of ‘full career employees’, despite not making any
contributions. The OECD states that this “places an unnecessary
extra burden on public finances” (OECD 2019).
Figure 3.4 Theoretical pensions of a self-employed worker relative to an
employee both with income at average net wage
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Chapter 4: Implications for
public sector finances
Key points
Longevity and years in retirement are projected to increase,
and given that there is an under-provision for retirement, many
people will be reliant on a full or part Age Pension over the
next forty years.
The Parliamentary Budget Office (PBO) forecasts an increase
in annual real growth in spending and a decrease in annual
real growth revenue, associated with ageing.
While some commentators suggest that Australia’s retirement
system is not fiscally sustainable, the OECD comparison
across 36 member countries suggests otherwise.
It indicates that the average cost of Australia’s cost of the Age
Pension is relatively small as a proportion of GDP, despite
projections of the ageing of the population.

4.1

Australia’s budget finances

As discussed in Chapter 2, Australia’s population is ageing with
our median age now 37 years, an increase of two years since the
first Intergenerational Report (Frydenberg 2019, p. 94).
Questions about ageing of the population and the adequacy of
retirement incomes and other expenses related to ageing (notably
health and aged care) invariably involve public finances.
In order to review the fiscal implications of ageing, long-term
projections were produced for Australia and published by the
Parliamentary Budget Office in 2019 (PBO 2019).10
The PBO forecasts that the ageing population is projected to
subtract 0.4 percentage points from the annual real growth in
revenue and add 0.3 percentage points to the annual real growth
in spending (PBO 2019, p. iv). In real terms, this is equivalent to
an annual cost to the budget of around $36 billion by 2028-29
(Ibid).
The PBO notes that the impact of ageing on expenditure stems
from three key areas – the Age Pension as the number of baby
boomers reliant on the Age Pension increases; aged care costs
associated with more older Australians move into residential care
10

The PBO notes that ts approach s “broad y comparab e” to the Intergenerat ona
Reports (IGR) that ook at the mpact of age ng on the budget, a though the PBO focuses
more on the med um term (rather than ong term), and prov des “more deta ed ana ys s”
of the revenue mpact of an age ng popu at on (PBO 2019, p. 1 and 7).
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places or are more reliant on home care; and health care costs
rising as elderly persons are more reliant on Medicare,
pharmaceutical benefits and hospitals. On the revenue side, the
PBO notes that ageing will slow labour force growth, reduce
national income and therefore tax revenue (PBO 2019, p. 5).
The discussion above highlights that without any further policy or
expenditure changes, there will be an unfair burden on future
generations to support a larger aged population. Minimising this
fiscal burden is important to ensure that future generations enjoy
similar (if not improved) living standards relative to the generation
current moving into retirement, and that high tax rates are not
unfairly restraining economic growth.
A key question is to consider what policy options are available to
government to ensure that the fiscal burden is reduced for the next
generation?
Superannuation is important in reducing the future cost of the Age
Pension. Forecasts by Rice Warner (2019, p. 12) show that once
the superannuation system matures in the late 2030s, fewer
people will received a full Age Pension. It is estimated that by
2038, the proportion of retirees who will receive the full pension
will fall from over 40 per cent to just under 30 per cent, while there
will be a slightly higher proportion of people moving from full to
part pension as they age and become more self-sufficient.
Figure 5.1 Projected proportion of the eligible population receiving the
Age Pension

Source: R ce Warner 2019, p. 13.

Some commentators argue that an increase to the
superannuation guarantee to 12 per cent will have a larger impact
on budget finances as they expect that the superannuation tax
concessions to be greater than the benefit of reduced Age
Pension expenditure. However, it is important to note several
factors:
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•

Most developed countries accept that saving for retirement
income should receive preferential tax treatment relative to
other savings. This is typically undertaken by applying
expenditure tax treatment. Under this treatment no tax is
applied to contributions, or investment income, but full
marginal taxation is applied to benefits when withdrawn — a
so-called EET approach (OECD 2018). The Australian tax
system is different – taxing superannuation on a ttE basis –
under which contributions and earnings are taxed but at
concessional rates for most people, while benefits are
generally not taxed. Overall, Australia’s tax system applying
to retirement savings is not overly generous when compared
with similar developed countries (OECD 2018).

•

Without tax concessions, few Australians would contribute to
superannuation beyond the mandatory component.
Estimates suggest that compulsory superannuation
contributions have offset reductions in other forms of saving
with the offset accounting for possibly as high as 30-50 per
cent (ACG 2007, p. 55 and Gruen and Sodling 2011). This
may have the impact of reducing the total stock of
superannuation contributions (valued at $2.9 trillion in 2019)
and, in turn, reducing superannuation-generated economic
activity, and increasing the budget spending on the Age
Pension.

•

Comparisons over time – it is important to ensure that costs
and benefits of the superannuation guarantee are not
mismatched according to the time horizon in which they
accrue. Tax expenditures are largely incurred during the
accumulation phase when contributions are taxed
concessionally. Savings to the budget are not realised until
the member reaches Age Pension eligibility age (Rice
Warner 2019, p. 13).

It is important that these issues are considered in the
Government’s Retirement Income Review and the forthcoming
fifth Intergeneration Report to ensure an accurate assessment of
the superannuation system on projected fiscal circumstances.

4.2

Comparison with OECD countries

This section compares Australia’s retirement income system with
other OECD countries and provides insights into why Australia’s
system is the aspiration of many.
In comparison to the OECD, Australia’s compulsory
superannuation rate is less than the mandatory pension
contribution rates seen in other advanced economies. Figure 5.2
shows that Australia’s levels are towards the lower end of the
OECD rankings, with the average effective mandatory
contribution rate of an average earner being 18.4 per cent in 2018.

33

NATIONAL SAVING: 2020 AND BEYOND

Figure 5.3 Mandatory pension contribution rates for an average worker
(per cent of gross earnings), 2018
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Australia’s ageing of the population is slower than the OECD
average.
•

The OECD measure for this ratio (Old-Age to Working-Age
ratio) is projected to climb to from 31 old-age persons per
100 working-age persons in 2020 to 53 older persons per
one hundred working-age persons by 2050, representing a
71 per cent increase).

•

Australia’s ratio will increase at a slower rate from 27.7 oldage persons per 100 working-age persons in 2020 to
41.6 old-age persons per 100 working-age persons in 2050,
representing a 50 per cent increase (OECD 2019e).

Australia also has one of the lowest levels of spending on
pensions compared with other advanced countries. The OECD
forecasts Australia to spend 3.7 per cent of GDP on Age Pensions
in 2050; this compares to an average of 9.4 per cent of GDP by
other OECD countries. That is, public expenditure on pensions is
projected to remain well below half of the OECD average.
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Figure 5.2: Projections of public expenditure on pensions in 2050, Per
cent of GDP
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Given the smaller involvement of the budget in funding pensions
and the slower ageing process, the OECD concludes that for
Australia “there is less of an issue of public finance pressure than
in many other OECD countries”, and that “the superannuation
system being defined contribution is not subject to financial
sustainability issues” given that fewer individuals will be reliant on
the Age Pension (OECD 2019e).
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Chapter 5: Looking forward –
where to from here?
Key points
The analysis in the previous chapters showed that there
continues to be an under-provision for retirement.
This Retirement Savings Gap is particularly acute for those
nearing retirement as they (or their employers) have not
contributed to the superannuation guarantee system for their
full working career, as well as women and those facing
changes to the nature of work.
This chapter summarises some key policy issues that merit
consideration.

5.1

Possible policy options

Given the findings in the earlier chapters, it is clear that
superannuation should remain an integral pillar of Australia’s
retirement income system. Recent commentary, such as delaying
the legislated increase in the superannuation guarantee, may
work to weaken this pillar.
Changes to the system (which have been frequent) also cause
confusion among contributors — undermining confidence and
trust — as well as directly discouraging increased contributions
and placing increased emphasis on the Age Pension.
The vast majority of Australians strongly support the current level
of compulsory superannuation, as well as the legislated increase
to 12 per cent.11
Thus, while changes may reduce burdens on Government
budgets in the near term, they may increase burdens on future
Government budgets, which will in turn result in higher tax
burdens on the next generation.
Thus, in the interest of intergenerational equity, it is important to
keep the incentives to contribute to superannuation strong.

11

ASFA surveyed Austra an househo ds n re at on to the r support for the current eve of
compu sory superannuat on. The survey showed that the great major ty of Austra ans
over 90 per cent
e ther ‘strong y support’ or ‘support’ compu sory superannuat on (at a
rate of 9.5 per cent of wages) and a very sma proport on, or ess than 2.5 per cent of
Austra ans, ‘oppose’ or ‘strong y oppose’ compu sory superannuat on at th s eve .
Austra ans were a so asked about whether they supported an ncrease n compu sory
contr but ons to 12 per cent of wages. Aga n, ASFA’s survey showed that the overwhe m ng
major ty of respondents, around 80 per cent of respondents, ‘supported’ or ‘strong y
supported’ the eg s ated schedu ed ncrease. Less than 10 per cent of a Austra ans (or
7.8 per cent) ‘oppose’ or ‘strong y oppose’ ncreas ng compu sory superannuat on to the
new eve of 12 per cent.
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Superannuation is also the key to ensuring that today’s working
Australians can look forward to high standards of living in their
retirement.
There are a number of other policy initiatives that may need to be
considered to lift the adequacy of retirement income provision for
all Australians. These include, but are not limited to:
•

The reforms to superannuation balances associated with
consolidating multiple or ‘zombie’ accounts, estimated to be
10 million accounts by the Productivity Commission, will go a
long way to ensuring the people’s superannuation balances
are not eroded (PC 2018).

•

Removing the $450 minimum monthly earnings threshold for
superannuation guarantee payments will make a difference
to the retirement savings for many Australians, particularly for
women, those at the start of their careers, low income
individuals and those working in the gig economy.

•

Continuing to support and increase awareness around
financial literacy so that Australians from all backgrounds,
particularly women and younger workers, have access to
responsible money management.12

•

Payment of superannuation on parental leave payments
would address the issue of interrupted working patterns due
to caring responsibilities and recognises that income
replacement should incorporate superannuation. Some
employers have introduced superannuation payments for
parental leave — ideally, this should be encouraged for all
employers and include parental leave payments by
government.

•

Increasing the superannuation access age (or preservation
age) from 60 to 65 years so as to better match increasing life
expectancy, but to also ensure that reforming early access
arrangements for superannuation for those unable to work to
a higher preservation age.

•

Delaying the retirement age from (median) 61 years to longer
time spent in work force, either in a full-time or part-time
capacity.

12

A good st of f nanc a teracy n t at ves for ret rement s conta ned n OECD (2016).
One examp e s the NSW Government’s Counc for Women’s Econom c Opportun ty
(CWEO) aunched n February 2020 a centra source webs te t t ed “Everyth ng for
Women F nanc a Informat on Too ”.
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