Retirement Income Review

Final Report
July 2020



© Commonwealth of Australia 2020

ISBN: 978-1-925832-12-9

This publication is available for your use under a Creative Commons Attribution 3.0 Australia licence,
with the exception of the Commonwealth Coat of Arms, the Treasury logo, photographs, images,
signatures and where otherwise stated. The full licence terms are available from
http://creativecommons.org/licenses/by/3.0/au/legalcode.

Use of Treasury material under a Creative Commons Attribution 3.0 Australia licence requires you to
attribute the work (but not in any way that suggests that the Treasury endorses you or your use of
the work).

Treasury material used ‘as supplied’.
Provided you have not modified or transformed Treasury material in any way including, for example,

by changing the Treasury text; calculating percentage changes; graphing or charting data; or deriving
new statistics from published Treasury statistics — then Treasury prefers the following attribution:

Source: The Australian Government the Treasury.

Derivative material

If you have modified or transformed Treasury material, or derived new material from those of the
Treasury in any way, then Treasury prefers the following attribution:

Based on The Australian Government the Treasury data.
Use of the Coat of Arms

The terms under which the Coat of Arms can be used are set out on the Department of the
Prime Minister and Cabinet website (see www.pmc.gov.au/government/commonwealth-coat-arms).

Other uses
Enquiries regarding this licence and any other use of this document are welcome at:

Manager

Media and Speeches Unit

The Treasury

Langton Crescent

Parkes ACT 2600

Email: media@treasury.gov.au


http://creativecommons.org/licenses/by/3.0/au/deed.en
http://creativecommons.org/licenses/by/3.0/au/legalcode
http://creativecommons.org/licenses/by/3.0/au/deed.en
http://www.pmc.gov.au/government/commonwealth-coat-arm
mailto:media@treasury.gov.au

Retirement Income Review Final Report

24 July 2020

The Hon Josh Frydenberg MP
Treasurer

Parliament House
CANBERRA ACT 2600

Dear Treasurer

In accordance with the terms of reference, we are pleased to present the Final Report of the
Retirement Income Review.

The report provides a fact base of the current retirement income system in the context of an ageing
society. Its objective is to improve understanding of the system’s operations and the outcomes it is
delivering for Australians.

The evidence indicates that the Australian retirement income system is effective, sound and broadly
sustainable. But it can be improved.

We thank all the individuals and organisations that gave considerable time and resources to assist
the review. In particular, we thank the hardworking secretariat to the review whose support was
invaluable.

Yours sincerely

Michael Callaghan Deborah Ralston Carolyn Kay






Retirement Income Review Final Report

Table of Contents

Letter of tranSMIttal........ i iiieeeciiiiicc e rrrcccrrreeee s rreeeeeernn s sennssessennssessennssessennssessennsssnsennnnanns iiii
LIE] e 1230 000101 =T 1 | £ PPN v
Terms Of FEFEIENCE ... et ce e esre e e s seransessennssessennssessennssessennssessennsssssennsnsseennnnans 1
PaNel MEMDENKS ... .ceiiieiiiecre ettt et e reeereae e sensesenssssnssssnssesensssensesenssssnsssensserensssensesansanen 1
FOPEWOId ...ceuieeiiiieeiiiiiireeieteeeteeereneerenseseneseresseressesensssensesensssrnssssassessnsssensesenssssnssssnsserensssensesansanen 3
o] o] (ot g Yo ) dolo1V7=T LYo BRSPS 4
Acronyms and abbreviations ..........cccecciiiiiiiiiiiiiiii e ess e s e sas e s s essessssannsnens 5
[ 1o 13- ] o TSP 6
INCOME ZroUPS iN the FEVIEW.....cveuiiieeiiieii e rtiierencereeereaneeeneeernsserenssrensessnsssrnsessnssesensssensesensasnnne 14
Key 0bservations and OVEIVIEW ........cccceeeciiieeniiiiennicriiennieriiennsesseensesseenssessennssesssnnssessennssessennnnnns 15
VA ] o 13T o V- o1 L RN 17
OVErVIEW aNd SUMMAIY...ccuuiiiiieeiiiiinniiiiennsierienmsisssensssssssnsssssssnsssssssssssssssnssssssnsssssssnnssssssnsssssssnnes 21
COVID-19: A sound retirement income system in volatile times........cccoccvieeieciiee e, 21
The need to improve understanding of the SYSteM.......ccuuvviiiii e, 23
The importance of establishing the facts and gathering the evidence.......cccccooocvveiieciiiccciee e, 24
The changing Nature of retir@MENT.........oi i et e e e e e e e raaeeeeaes 25
What is the retirement iINCOME SYSTEM 2 ... .. e e e e e a e e e e e e e e eaaaraaeeas 26
The objective of the retirement income system and role of the pillars .........cccccovviiieiiiiiiciiecees 27
The performance of the retirement iNCOMe SYSteM........cccuuciiieeeiiiiieieiiiiieeiccrreeeee e reneeeeeennneeseennns 31
JANe 1Yo [V E=Tox 2T USRI 31
o 028 39
N VI = 110 T o 11 L1 PR PRO 51
[070] aT<TY (o] o FTR TR UPP P PPPUR 54
1. Outline of Australia’s retirement inCOmMe SysteM.......cccccciiiimiiiiiiniiiiincieniieneenreneesennsnens 59
(0101 d [ TaT=No) i a1 el g T=1 o (= PR RPPR 59
Section 1A.  What is retir€ment? .......cccceuiiiiiiiiiiiiiicicrreeecee et eeseenneeseensssssennsssssennsssssennsesssennns 61
Diverse pathways t0 retir€MENT ......ocuiiiiiii ittt e sate e s be e s sbteesbeeesabeenas 61
Trends in the average age of retIrEMENT .......oiiiiiiiii et e et e e erae e e e e raeeeeeaes 62
Retirement timing @XPeCTatioNS. ... ... s 65
Definition of ‘early retirement’ and ‘late retiremMent’..........ocvvii i 65
Section 1B.  Design of Australia’s retirement income system........cccceeirieeiiirieeiiiineneccieneeencennenen. 67
OULHNE Of This SECTION .eeeeeiiee et e e st e e e et e e e et e e e e e eabeeeeetbeeeeenbeeeeeabeeeeennens 67
SYSTEM INTEIACTIONS .o 68
OVErVIEW OF the AZE PENSION ....uiiiiiiiie ettt e et e e et e e e et r e e e e eabe e e e etteeeeeabeeeeenraeeeennes 68
Overview of coOMpPulSOry SUPEranNNUAtION .......c.uuiiiiiiiie ettt e e et e e e eabe e e e e earee e e eneeas 75



Retirement Income Review Final Report

OVervieW Of VOIUNTAIY SAVINES ...uuuiiiiiiiiiciiiiiiiee ettt e e e e e et e e e e e e e e aabaa e e e e e s e s s ennabaeeeaeeeeesnnsrsnseaaaaans 76
Overview of sources of iINCOME fOr rECENT FELIFEES ...oiiviiiiiie it 81
International comparison of Australia’s retirement incOmMe SYStem ........oovvviieeviiiie e 84
Section 1C. The objective of the system and the roles of the pillars .....ccccceerveirieiirenciieeicrennnnns 87
OULIING OF this SECLION 1..viiiiiie et et e et e s te e eba e e sabeesteeensteesnbaeensseens 87
The principles of the retirement iNCOME SYSTEM ....iiiiiiiiiiiiiie e 88
The retirement iNCOME SYStEM S ODJECTIVE ....iiiiiiiiie e e e e e e e eaes 90
Key considerations in approaching the €lemMents .........cc..eeiviiiiiiiiiie e 95
The roles of the Government, individuals and the private sector .........cccoecvviiieciee e, 96
The r0les Of the PIllars....ce i e bt e e s et te e e e sbteeeessaaeeesnsenaeeanes 97
Section 1D. The changing Australian [andscape ......cccccivuuiiiiiiniiniiiiiiiiinie e 105
(01U [Tl o) i YT <Tot f o o JP SRR 105
(DL gTeY ={ T o] o 1ol d =T o o [y PSSR 107
(1Y o YoYU g {o o IR 4 =T o Tc £ SRS PR 110
Economic growth and returns on iNVESTMENTS ........viiieiiiie e et 113
Maturity of the sUPeranNUAtioN SYSEEM ....iiiiiiii e e e e rae e e ares 116
Household wealth and debt ... e e e e e ree e e e 118
HOU ST s 121
2. ADCUACY .ceuuiiieeeeeeiieneeeitenneeertennesteenssessesnssessesnssessesnssessesnsssssesnsssssennssessesnssessennssssssnnnnnns 125
OULHNE Of this CHAPLEL e e e e s e e e e e enbaee s esnbaeeeenres 125
Section 2A.  Achieving a minimum standard of living in retirement.......ccccceeereeereeiireiirencenennns 127
(01U [Tl o i YT =Tot f o TP SRR 127
AsSesSiNg MINIMUM STANAAIAS .....vviiiiiiiie e e et e e e saba e e e ssstreeeensaaeeeeanseeees 128
Assessing the adequacy of the AgE PENSION ........oeiiiiiiii ettt et e e e are e e eareeeeeaes 128
Assessing retirement outcomes against minimum standards .......ccccceeeeeecciiiiiee e, 133
Section 2B.  Policy scenario: Implications of increasing Commonwealth Rent Assistance.......... 145
(01U [Tl o i YT =Tt f o TP USRS 145
The role of Commonwealth Rent Assistance in retiremMent........ccceeeeeecie e 146
Effects of higher Commonwealth Rent Assistance on the retirement income system .........cccccenee. 148
Implications for the retirement iNCOME SYSTEM........oiiiiiiiii e e 155
Section 2C.  Maintaining standards of living in retirement..........cccceueirriieiirieicceneeecceeeeeneeeees 157
OULIING OF this SECLION ..eiiiiiieetee ettt e sab e s bt e e sabeesabeesbbeesabeesnbeeas 158
Maintaining a stable lifetime standard of living maximises wellbeing ..........cccceeecieeieiiiee e, 159
The trade-off between working life and retirement iNCOME .......c..oeiieiiiiiieiiie e 160
Measuring if living standards are maintained...........ccovieiiiiiiiieeniie et 161
How the system maintains [iving standards..........ccueeieiieiiiiiiiec e 164
INCOME NEEAS IN FELIMEMENT .. .iiiiiiiiee et e et e e e st e e e s bbe e e s s sbeeessnreeesenres 167
How spending needs grow in retir€MENT.. ... e e e e e rrrra e e e e e e 168
Assessing OULCOMES fOr FECENT MELINEES ..eiiivviiiieieie et e e et e e e saa e e e e saeaeas 170
Early release of SUPEIraNNUATION .......ooiiciiii ittt et e e et e e et e e e e ear e e e e e araeaeenraeeeeenres 174
Assessing OULCOMES fOr FUTUIE MELIMEES ..ooicveieeceieee ettt e e e e et e e eaare e e e ensaeeaas 176
AdEQUACY O fULUIE FEEINEES ..eii it ettt e e e e e e et e e et a e e e esabaeeeenssaeeeennseeeeas 179

vi



Retirement Income Review Final Report

Impact of different asSUMPLIONS ...cccoi e e e e e et e e e e e e e erabrraaeaeeaeeas 184
The retirement income system and the risk of economic shocks..........cooeeiiiiiiiiiiiiiiiicceeee, 188
Annex — detailed SeNSItiVIty QNOIYSIS...........coccueiiiiciie ettt e e e e e e sbee e s e nnbaee e eanees 194
Section 2D. Policy scenario: Implications of maintaining the SG rate......c.cccceveeerieiiienciiencnennns 205
OULIING OF this SECLION ..viieiiieciee et s et e et e e s e e s bt e e sateessbeeeneaeesnbeeenseean 206
The impact of maintaining the SG at its CUrreNt rate.......coocvii i 207
Annex — Modelling SUPPIEIMENT............cccuuiiieciiei ettt e et e e e ree e e e sbae e s e snbeee s snabaeeeennnees 225
3. EQUITY oeeeiiiniiiiiiiiiiiiii it st s s ree s reas s seae s ras s raassranssssnsssenssssnsssrassssansssanssnns 233
OULHNE Of this CHAPLEL ... e e et e e e aa e e e e eabae e e e abaeeeenres 233
Section 3A. Income and wealth distribution ........cccceeiiiiiiiiiiiiiiiiiini e 235
OULIING OF this SECLION .uviiiiieiiie et st e e st e e e bt e e sabeessbeeesaeesnbeeenseeen 235
Tax advantage of saving through superannNUAatioN..........coovciiii it 236
SuperannUation CONTIBULIONS ......iiiiiiiie e e e e e srte e e e s btee e s snreeeeeaes 238
The distribution of superannuation balanCes ...........occuiiiiiiiiii e 242
The distribution of retireMENt INCOMES ....cuviiiiie e sttt e e srae e saeeessaee e 244
Lifetime Government support provided through the retirement income system ........ccccceeevvveeennnen. 246
Other government benefits provided to people aged 65 and OVer........ccceeeeeiieeeecciieeecciiee e 248
Do retirees with similar levels of savings receive similar retirement incomes? ...........ccccceeeecveeeeennee. 251
Annex — stakeholders’ issues with lifetime Government support analysis ...........ccocceeevveeeeeccveeeennne 254
Section 3B. Gender and partnered statUus......cceceieeiiieeiireniiiieiereeieieiereererenerenerensserencerenenennes 257
(01U [Tl o) i YT =Tt f o ISR 257
Gender gaps in retireMENt OULCOMES ......uiiii ittt e e e rteee e e sbae e e e enbae e e e sabeeeeenraes 258
Working-life drivers of gender gaps outside the retirement income system .......cccccccvvvveeeeeeeeecinnnnnen. 260
Working-life drivers of gender gaps inside the retirement income system ........ccccccveeeeiiieeeeccieeeeens 267
Causes of gender gaps iN FELIFEMENT ........eiii i e e e e e e e re e e e e ares 275
Retirement trends and characteristics by partnered status ......ccccveeeeiiiiie i, 280
Poverty and fiNANCIal STrESS.......eiii e e et e et e e e e e e e eare e e s e araeeeenreeeeenreas 283
Section 3C. Home oWNership Status........cciiiiuiiiiiiuiiiiiiecerreineereenneeeeennneeseennsssseennsseseennnssnees 287
OULIING OF this SECLION ..eeiiiiieetie ettt ettt s bt e s bt e e sab e e sabeesbbeesabeesaeeas 287
Home ownership and equity in retirement OULCOMES........cociuiiiiiiiiiie e e 288
Age Pension and the @SSETS ST ... i et e et e et e e e e are e e e earaeaeeaes 289
Equity implications of the Age Pension assets TSt .....cccuiiiiiiiiieiriiierieeree et 290
Distribution of Age Pension eXPeNnditUre ..........ciiiciiiieiiiiieeccieee e e e ree e e rae e e 293
SECtiON 3D.  SG COVEIAGE ceuureuriiruriienniirnsiiineisrasssissssresssrsssssenssssssssrsssssassssssssssnssssnssssssssssnsssansss 297
(01U [Tl o i YTy =Tt f o TP TSR 297
Coverage of employees BY the SG........ooiiiii i e e e e e 298
UNPAId SG (TNE ‘SG BAP’) wreeeeiiiiie ittt ettt et e et e e e et e e e et e e e e e abe e e e e abaeeeearaeesensaeaeenraeeeenres 303
Retirement outcomes for self-employed PEOPIE.......occ i e e 305
Section 3E.  Age Of retiremMeNnt...........ciiiieiiiiiicccrrccrrrr e rerese s rera e s eenas e s e e nnssssesnssssseenssnsnans 313
(O TU [ oY=l o i T EY =Tt f o TP USSR 313
Prevalence of voluntary and involuntary retirement..........cccoueeeeiiie e e 315
Retirement age and reason for retirement among CONOIS........cociiiieiiiiiii i, 316

Vii



Retirement Income Review Final Report

Unemployment, underemployment and discouraged job seekers ........coovveeeeiiiiiiiiieieeeeeccciiiieeeee, 321
Support available to people Who retire €arly .......cooueee i 322
The effect of early and/or involuntary retirement on retirement iNCOMES .........cocveevveeeveeeceeeeneenns 329
The effect of late retirement on retirement OULCOMES .....cuvviiiiiiiiiiiie e 333
Section 3F.  Aboriginal and Torres Strait Islander people......cccccceiiieriiiiieniiiiiiniiniiinienn. 337
OULIING OF this SECLION .uviieiiieciie et sttt e e st e e s bt e e sabeesnbeeensaeesnbeeeseean 337
Differences in life EXPECLANCIES. ...ciuiii ettt e e e e e e e e e e e e sbaeeeennrees 338
Translation of working-life economic disadvantage into retirement .........cccceeeeeiieieeiciieeccciee e, 340
Private savings, including home OWNEISNIP ......ccoociiiiiiiiee e e 346
Issues accessing the retirement iNCOME SYSTEM ... ..uiiiiiiiiie i e 348
Section 3G. People with disability .......cccceeeiiimuiiiiiiniiiiiiiir 353
(01U [Tl o) i YT <Tot f o o JP SRR 353
Prevalence Of disabilities.....cuuiii i e e 354
Translation of working-life disadvantages into retirement ..........ccccoecoveieeiiee e 354
Poverty and fiNaNCIal STrESS.......iiii e e e et e e e e e s e eare e e e e abee e e e nreeeeenres 358
Disability-specific retirement income system SEtLINGS.......cciiviiieiiiiiie e e 361
Section 3H. Intergenerational EQUItY........cceeiieiiiiniiiieieieniiitiereeeereecereeereneerennerenssernnernnsenennes 363
(01U [Tl o i YT =Tt f o o ISR 363
Funding of the pillars of the retirement iNCOME SYSLEM ..ooiiiiiiiiiiiieeee e 364
GenerationNal tranSfEr COST ... e e bae e e e e e e 365
Opportunities to accumulate retirement savings for different generations .........ccccceeeevieieiiiee e, 368
0] o T=T 4 = oo YU PR 369
4. YV TR T o111 Y PRt 373
OULHNE Of this CHAPLEL e e e et e e e e e e e s enbaee e e snbaeeeenres 373
LY =Tt dTeT I ¥ VO U T 7 114 =1 ¢ 11 [ 4V RN 375
HISTOTICAI COSES uvttiiiiiitie ettt ettt et sttt e st e e bt e e s ab e e s abteesabeeesbbeesaseesabaeesabeesnseeas 376
PrOJECLE fULUIE COSES . nutiiiiiiiiiie ettt e e et e e e et e e e e e b e e e e eatbeeeeeaseeeeeaseeesenraeaeanraeesenrees 387
(001 B i =T ot WAV =T o TSR PR 393
Potential effects of changing treNdS .........eiiieiiiiiie e e 395
0] o] 1ol oo o e 1= g ol ISR 398
Annex — estimating superannuUAtion tAX CONCESSIONS .........eeeeeeeeeeeeieaiieaeeeeaseeseseee s annns 407
ANNEX — SCENQAIIO ANAIYSIS ..ottt ettt ettt et sa e st e bt e e sabe e e bt e e sabeesbaeesabeesnseean 410
5. 000 =T o T 413
OULHNE Of This CHAPTEL ... et e e et e e e e e ba e e e e eabae e e e nbaeeeenres 413
SeCtioN 5A.  CORESION.....ciiiiiiiiriiiiiiiiiiiierrieisr e eseesessssesreessssesssssssssaesssssssssssssneessnnssssssssnns 415
OULIING OF this SECLION ..eiiiiiieitie ettt e s e e s bt e e sabeesabaeebbeesabeesaeeas 416
Cohesiveness of pre-retirement settings for saving and investment ..........ccccoceeeeeiiiee e, 417
Cohesiveness of the retiremMeNnt Phase.........ooc i e 431
Section 5B.  Policy scenario: Implications of changing Age Pension means test settings............ 463
(O TU [ oY=l o i Y EY =Tt f o o TSR 463
Design of the Age PeNnsion MEANS tESE......uiiiiiiiiiiiiie et e e e e e e arae e e e ares 464

viii



Retirement Income Review Final Report

Implications of a lower assets test taper rate......ccuuvieieiii e 465
V1T = Lo e Y=Y [ [ Y] RSP 472
6. F3Y o] o 1T T [ o1 =L RNt 475
Section 6A. Detailed modelling methods and assumptions ........ccccceeeeiiieniiiiiiiiniiinniene. 477
(0101 d [T a TN oT AT o] o 1< a o | USSP 477
Evidence on the effect of changes in the Superannuation Guarantee on wages growth ................... 477
Evidence on the spending growth needed in retireMent .........cooooiiieeiiiee e 486
Evidence for the adequacy beNCAMArK........ccuuiiiiiiiii e e 494
ASFA comfortable standard as an adequacy 0bJECIVE ......ccuiiiiiciiiieie e 499
Retirement income cameo model — assumptions and methodology ......ccccccvvveeviiieeiiiiiee e, 501
Benchmarking the review’s cameo MOEl .........ooocuiiiiiiiiii e e 534
Model of Australian Retirement INCOMESs aNd ASSELS......cccuieiiieriiiriiiieriee et re e 539
Superannuation, Pension and other Retirement OUTCOMES........ccoccuiiieiiiiiiieiiiieee e eireeeesianee e 544
(VT Yo [ T Y= a8 A g =Y Lol =Y ] o =SOSR 549

Section 6B. An example to illustrate the trade-offs of merging the income and assets tests ....553

Impact of the merged means test @XaAMPIE ......cuiiiiiie e e 555
Section 6C.  Outcomes Of research ........cceeuuiiiiiiiiiiiiiiciiii e 563
Section 6D. Supplementary equity Charts........cccoieeeiiiiiicciiieicerrrreer e e ernn e e e enn e s e ennsaenees 573
Income and wealth distriDULION ......ueiiiiiiii e e e e e 573
Gender and PartNEred STATUS ......cciiciie et e et e e e et e e e e et e e e e ra e e e e araeeeearas 573
AR OF FEEINEMEBNT ..ttt e e et e e e e et e e e e e ebaeeeeeteeeeeetaeeeeesaeeeeassaeeeaseeeeeanes 588
INEErgeNEratioNal EQUILY ..viiii i e e st e e e e e e e e ba e e e e nbaee e enrees 593
Section BE.  CONSUILAtION PrOCESS ..ceuuirenniieenirrmnierenirieeerennerenserrnsiereneerenserenssssnsessnssesnssssnnsenennes 595
APPIrOACH 1O TNE FEVIEW ... .eiiiii ettt et e e e et e e e et e e e e ebbeeeeeateeeeebseeeessaeeeessreeeeanes 595
(00 01 U] =1 d o IR SRR 595
SUDIMIISSIONS 1ttt ettt ettt e et e e e et e e e e ta e e e eebaeeeeebaeeeseabseeeeansasaeeansssaeeesseseessseseeassaeeeansrenaeanns 597
(0= (=] =1 Tl =Y PP PPS 603






Retirement Income Review Final Report

Terms of reference
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announced the Government had commissioned an independent panel to review the retirement
income system.
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As recommended by the Productivity Commission in its report Superannuation: Assessing Efficiency and
Competitiveness, the Government is commissioning an independent Retirement Income Review.

Australia’s retirement income system is based on three pillars:
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e compulsory superannuation; and
* voluntary savings, including home ownership.

It is important that the system allows Australians to achieve adequate retirement incomes, is fiscally
sustainable and provides appropriate incentives for self-provision in retirement.

The review will establish a fact base of the current retirement income system that will improve
understanding of its operation and the outcomes it is delivering for Australians. The Retirement Income
Review will identify:

* how the retirement income system supports Australians in retirement;
* the role of each pillar in supporting Australians through retirement;
e distributional impacts across the population and over time; and

e the impact of current policy settings on public finances.

Panel members

Mr Mike Callaghan AM PSM (Chair)

Mr Mike Callaghan AM PSM is Chair of the Commonwealth Grants Commission and Chair of the
replenishment of the Asian Development Bank’s Asian Development Fund, and a Non-Resident
Fellow at the Lowy Institute.

From 2018 to 2020, he was Chair of the Aged Care Financing Authority. In 2017, Mr Callaghan chaired
the Government’s review of the Petroleum Resource Rent Tax and the review of the Economic
Impact of the Government’s Regulation Agenda. He also chaired the Northern Australia Insurance
Premiums Taskforce. From 2013-2014, he was Director of the G20 Studies Centre at the Lowy
Institute.

Mr Callaghan spent 38 years in the Australian Treasury. From 2008 to 2012 he was Deputy Secretary,
Macroeconomic Group, Australia’s G20 Finance Deputy and the Prime Minister’s Special Envoy,
International Economy. From 2005-2007, he was Deputy Secretary, Revenue Group.

Mr Callaghan spent four years on the IMF Executive Board in Washington DC and served as Chief of
Staff to the Australian Treasurer, the Hon Peter Costello.
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Foreword

The Government commissioned the Retirement Income Review following a recommendation by the
Productivity Commission in its report Superannuation: Assessing Efficiency and Competitiveness.

In keeping with its terms of reference, the review has developed an evidence base of the operation
of the retirement income system, with the aim of improving the understanding of how the system
operates and the outcomes it delivers for Australians. The review was not asked to recommend
changes to the system.

The review’s assessment of the evidence regarding the operation of the retirement income system is
framed around the panel’s suggestion as to what could be the broad objective for the system,
namely, ‘to deliver adequate standards of living in retirement in an equitable, sustainable and
cohesive way’.

A consultative and research-based approach was undertaken. The panel invited submissions from the
public in response to the consultation paper released in November 2019. Public interest was broad
and over 430 submissions were received. The panel and secretariat consulted widely, holding more
than 100 meetings with stakeholders, including academics, regulators, industry bodies,
superannuation funds and consumer groups. The meetings ranged from large forums to small groups
of stakeholders. Details regarding the submissions and consultation can be found in Appendix 6E.
Consultation process.

The review conducted its own extensive research and modelling, commissioned analysis from a
number of organisations and drew on a wide range of existing research reports, to consider how the
system performs today and how it will perform in an ageing society. The review commissioned
research by the Monash Centre for Financial Studies at Monash University, Bankwest Curtin
Economics Centre at Curtin University, and the Tax and Transfer Institute at ANU. These
commissioned reports are available on the review’s website. The review also benefited from data
and analysis provided by the Treasury, Australian Government Actuary, Australian Taxation Office,
Department of Social Services, Behavioural Economics Team of the Australian Government (BETA),
and Rice Warner.

The COVID-19 Pandemic occurred during the review. The approach taken by the review in
considering the impacts is outlined below.

The retirement income review in the context of the COVID-19 Pandemic

The economic impacts of the COVID-19 Pandemic were beginning to be observed during the course of the
review. However, the pandemic’s full effects and any long-term economic consequences will not be known
for some time. Predicting the economic impacts of a pandemic is difficult and outside the scope of this
review.

The initial detrimental impact of COVID-19 on financial and labour markets is not reflected in the
guantitative analysis of the long-term performance of the retirement income system. Where the COVID-19
Pandemic is likely to affect analysis in the short- to medium-term, this is noted in the relevant chapter.

Short-term factors should not materially affect the analysis of very long term outcomes (e.g. see Box 4A-4 in
4. Sustainability). They may, however, result in substantial short-run deviations from the long-term trends.

Given the uncertainty associated with the effects of the COVID-19 Pandemic, this report includes sensitivity
analysis to assess the potential impact of deviations from the assumed long-term trends. For example, 2C.
Maintaining standards of living in retirement, and 4. Sustainability, assess the effects of negative short-term
shocks to wage growth and investment returns on outcomes for individuals and to the cost and performance
of the system. The short-term effects of market volatility for people in or nearing retirement are explored in
2C. Maintaining standards of living in retirement.
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Topics not covered

A range of topics were not considered by the review. These included aspects of the retirement
income system covered in detail in recent reviews and inquiries. For example, the Productivity
Commission considered in detail the issues of superannuation fund performance and efficiency, as
well as the competitiveness of the industry, in its report Superannuation: Assessing Efficiency and
Competitiveness. That inquiry considered a range of competition, governance and regulatory issues,
including the effects of underperformance and high fees on people’s superannuation balances. While
this review drew on the Productivity Commission’s report, it did not consider in detail the material
covered in that report. Similarly, the Australian Prudential Regulation Authority’s (APRA) regulation
of superannuation was covered in-depth in the 2019 APRA Capability Review. The conduct of
superannuation trustees and the regulatory architecture of the superannuation system was covered
by the 2019 Royal Commission into Misconduct in the Banking, Superannuation and Financial Services
Industry. Conditions for early release of superannuation were considered by the Treasury in the 2019
Review of the early release of superannuation benefits. The material covered in these reviews was
not included in this review. The role of the retirement income system in delivering indirect
macroeconomic outcomes such as increased national savings has not been considered. The role of
insurance in superannuation was not considered as its benefits are predominantly paid to
working-age people.
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Acronyms and abbreviations

ABS

APRA

ASIC

ASFA

ASX

ATO

AWOTE

CPI

EMORI

FTB

GFC

GDP

HILDA

MARIA

OECD

RBA

SG

SIH

SMSF

SPRC

Australian Bureau of Statistics

Australian Prudential Regulation Authority

Australian Securities and Investments Commission
Association of Superannuation Funds of Australia
Australian Securities Exchange

Australian Taxation Office

average weekly ordinary time earnings

Consumer Price Index

Excel Model of Retirement Income

Family Tax Benefit

Global Financial Crisis

Gross Domestic Product

Household, Income and Labour Dynamics in Australia Survey
Model of Australian Retirement Incomes and Assets
Organisation for Economic Co-operation and Development
Reserve Bank of Australia

Superannuation Guarantee

Survey of Income and Housing

Self-managed superannuation fund

Social Policy Research Centre



Retirement Income Review Final Report

Glossary

Aboriginal and
Torres Strait Islander

Age Pension

Age Pension
eligibility age

Assets test cut-off
value

Assets test free area
Assets test taper rate
Average weekly

earnings

Behavioural bias

A person of Aboriginal or Torres Strait Islander descent who identifies as
Aboriginal, Torres Strait Islander, or both.

A means-tested Commonwealth Government income support payment. To
be eligible for the Age Pension, a person must be of Age Pension eligibility
age or older and meet residency requirements.

The amount of Age Pension an eligible person can receive is dependent on
their personal income and assets. As at 1 May 2020, the maximum

Age Pension an eligible person can receive per year is $24,552 for singles
and $37,014 for couples.

Further information relating to the Age Pension can be found in 1B. Design
of Australia’s retirement income system.

The age at which a person becomes eligible for the Age Pension. The
Age Pension eligibility age for men and women was increased to 65 and
6 months on 1 July 2017. It is scheduled to increase by 6 months every
2 years until it reaches 67 years on 1 July 2023.

Further information relating to the Age Pension eligibility age can be found
in 1B. Design of Australia’s retirement income system.

The maximum amount of assessable assets a person can hold before they
are ineligible for the payment. A person who holds assessable assets above
the cut-off value will be ineligible for the payment under the assets test.

The maximum amount of assessable assets a person can hold before their
payment is reduced. A person who holds assessable assets of less than or
equal to the free area will be eligible for the maximum rate of the payment
under the assets test.

The amount a person’s payment is reduced due to holding assessable
assets above the assets test free area. Since 2017, the Age Pension taper
rate reduces payments by S3 a fortnight for every $1,000 of assets above
the assets test free area.

The average weekly before-tax earnings of employees. Includes ordinary
time earnings and overtime earnings. Estimates of average weekly
earnings are derived by dividing estimates of weekly total earnings by
estimates of numbers of employees.

Subconscious beliefs and behaviours that are commonly relied on when
making a decision.



Cameo modelling/
Excel Model of
Retirement Income
(EMORI)

Carer Payment

Centrelink

Commonwealth Rent
Assistance

Community
Development
Program

Consumer Price
Index (CPI)

Contributions cap(s)

Deeming rates
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Modelling of the outcomes a hypothetical person would likely receive
based on a range of assumptions and factors. Cameo modelling shows how
these factors affect likely outcomes. Cameo modelling for the review has
used The Treasury’s EMORI.

Further detail of the specifics and methodology underpinning the review’s
use of cameo modelling and EMORI can be found in Appendix 6A. Detailed
modelling methods and assumptions.

A means-tested Commonwealth Government income support payment for
carers who because of the demands of their caring role, are unable to
support themselves through substantial paid employment. The maximum
rate of Carer Payment is the same as the maximum rate of Age Pension.

The Commonwealth Government agency that manages the administration
and payment of income support payments and supplements, including the
Age Pension.

A Commonwealth Government supplement to other income support
payments for eligible people, including most age pensioners, who rent
through the private market or community housing.

Further information relating to Commonwealth Rent Assistance can be
found in 2B. Policy scenario: Implications of increasing Commonwealth
Rent Assistance.

A Commonwealth Government-supported remote-area employment and
community development program. The program has around 30,000
participants, the majority of whom are Aboriginal or Torres Strait Islander
people.

An index that measures changes in retail prices of a constant basket of
goods and services. It is used to track changes in prices for consumer
goods and services. Commonly used as a measure for inflation in Australia.

Limits on the amount of money that can be contributed to a person’s
superannuation account in a given period.

Further information relating to the contributions caps can be found in 1B.
Design of Australia’s retirement income system.

Rates used to calculate the assumed income earned on an income support
recipient’s assets, including those of age pensioners, irrespective of the
actual income earned on those assets.

Assumed income based on these rates (deemed income) is used by
Centrelink for means testing to calculate how much of a social security
payment, including the Age Pension, a person is entitled to.

Further information relating to deeming rates can be found in 1B. Design
of Australia’s retirement income system.
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Defined benefit
(superannuation)
scheme

Defined contribution
(superannuation)
scheme

Disability Support
Pension

Discouraged job
seeker

Division 293 tax

Drawdown

Effective marginal
tax rate

Equivalisation

Generational
transfer cost

A scheme in which the member is generally paid a defined amount in
retirement based on certain factors (such as years of work and final salary).
Usually paid by the member’s previous employer as a regular income for
the duration of retirement.

A scheme in which the member is generally paid a defined contribution to
their superannuation account by their employer for the duration of their
employment with that employer.

A Commonwealth Government income support payment for people who
are deemed unable to support themselves financially (through means
testing) and have a permanent physical, intellectual or psychiatric
impairment. The maximum rate of Disability Support Payment is the same
as the maximum rate of Age Pension.

Further information relating to the Disability Support Pension can be found
in 3. Equity.

A person without employment who is otherwise available and willing to
work but is not actively looking for work as they believe they will not find
employment.

An additional 15 per cent tax on contributions for people whose combined
income and contributions exceed the prescribed threshold. Currently the
threshold is $250,000. This effectively increases the tax on contributions
for these people to 30 per cent.

Further information relating to Division 293 tax can be found in 1B. Design
of Australia’s retirement income system.

The amount of wealth withdrawn from savings and assets (including by
asset liquidation) to support living standards and consumption.

The net effect of taxes imposed and income support removed when a
person earns an additional dollar of income.

Equivalisation is a way to compare households of different sizes and
compositions. Equivalisation accounts for larger households being able to
share resources, such as housing space. It effectively converts outcomes
for multi-person households to be equivalent to outcomes in single-person
households.

The report uses the ‘modified OECD’ equivalence scale. This scale
determines a household weight with the first adult person counting as one,
adds 0.5 for each additional person in the household aged 15 or over, and
adds 0.3 for each person aged under 15. For example, a household of two
adults and one child aged 10, with income of $180,000, is assumed to have
equivalent income to a single-person household with income of $100,000
per year.

The annual cost per working-age person of the Age Pension and
superannuation earnings tax concessions retirees receive.



Gig economy

Gross Domestic
Product (GDP)

Household(s) aged
65 (and over)

Imputed rent

Income/Income
distribution

Income test cut-off
value

Income test free
area

Intergenerational
report

Investment risk
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The gig economy provides short-term, temporary or independent
contracts through one or a variety of employers.

The total value of goods and services produced in a country. Commonly
used as measure of economic growth.

Households with a reference person (the person in the household selected
for the study or survey) aged 65 or over.

The amount that a home owner saves in terms of lower housing costs by
not paying rent for housing.

For the purpose of the review, unless otherwise defined, income is defined
as a person’s average working-life income (wage deflated). For retirement
cameo modelling undertaken for the review, income is disposable (after
tax) unless explicitly stated otherwise.

References to income distribution across working lives are determined
using income data collected by the ATO.

Lower-income/Lower-end of the income distribution — people earning in
the bottom 30 per cent of the income distribution.

Middle-income/Middle of the income distribution — people earning
between 30 and 80 per cent of the income distribution.

Higher-income/Higher-end of the income distribution — people earning in
the top 20 per cent of the income distribution.

Greater detail of the specifics and methodology underpinning the review’s
definition of income can be found below in Income groups in the review
and Appendix 6A. Detailed modelling methods and assumptions.

The maximum amount of assessable income a person can receive before
they become ineligible for the payment. A person with assessable income
above the cut-off value will be ineligible for the payment under the income
test.

The maximum amount of assessable income a person can receive before
their payment is reduced. A person with assessable income of less than or
equal to the free area amount will be eligible for the maximum rate of the
payment under the income test.

The Commonwealth Government releases an Intergenerational Report
every five years, which assesses the long-term fiscal sustainability of
Government policies. Intergenerational Reports have previously been
released in 2002, 2007, 2010 and 2015. The next report is due to be
released in 2021.

Intergenerational Reports provide a basis for considering the
Commonwealth’s fiscal outlook over the next 40 years and identifying the
implications of demographic, population and workforce participation
changes over time.

Investment risk relates to variability in returns and the possibility that
returns on investments are below expectations.
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JobSeeker Payment

Longevity risk
Low income

superannuation tax
offset

Male total average
weekly earnings

Means
tested/testing

Minimum drawdown

Not in the labour
force

Ordinary Time
Earnings

Pension Work Bonus

10

A means-tested Commonwealth Government income support payment for
unemployed people who are generally of working age. The JobSeeker
Payment replaced the payment formerly known as Newstart Allowance on
20 March 2020.

Further information relating to the JobSeeker Payment can be found in 3.
Equity.

The risk of a person outliving their savings.

A superannuation tax offset available to some lower-income earners that is
usually paid directly into their superannuation accounts.

Further information relating to the low income superannuation tax offset
can be found in 1B. Design of Australia’s retirement income system and 3.
Equity.

The total average weekly before-tax earnings of male employees. Includes
ordinary time earnings and overtime earnings. Age Pension rates are
benchmarked to male total average weekly earnings.

Describes a government benefit where the rate is determined by a
recipient’s income and/or wealth. Most income support payments are
means tested.

The minimum legislated amount that must be withdrawn from a
superannuation account when it is in the retirement phase. The minimum
drawdown rate is generally determined by the member’s age.

Further information relating to the minimum drawdown and rates can be
found in 1B. Design of Australia’s retirement income system and 5A.
Cohesion.

A person who is not employed and is not looking for employment.

The earnings in respect of ordinary hours of work. It does not include
overtime and other payments not related to a person’s ordinary hours.
Refer to
<www.ato.gov.au/Business/Super-for-employers/How-much-to-pay/check
list--salary-or-wages-and-ordinary-time-earnings/> for a list of what is
covered by ordinary time earnings.

The Work Bonus provides an incentive for eligible pensioners over
Age Pension eligibility age to work by allowing them to keep more of their
pension when they have income from work.

The Work Bonus increases the amount an eligible pensioner can earn from work
before it affects their pension rate. From 1 July 2019, the first $300 of
fortnightly income from work is not assessed and is not counted under the
pension income test.


https://www.ato.gov.au/Business/Super-for-employers/How-much-to-pay/checklist--salary-or-wages-and-ordinary-time-earnings/
https://www.ato.gov.au/Business/Super-for-employers/How-much-to-pay/checklist--salary-or-wages-and-ordinary-time-earnings/

Preservation age

Real wage growth

Retirement

Early

Late

Retirement income

Retirement Income
Covenant

Seniors and

pensioners tax offset

Sequencing risk

Sham contracting

Single Touch Payroll

Social transfers in
kind

Subjective wellbeing
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The age at which a person can generally access their superannuation if
they are retired. The preservation age is 58 as of 1 July 2020 and is
scheduled to gradually increase to 60 from 1 July 2024. Further
information relating to preservation age can be found in 1B. Design of
Australia’s retirement income system.

The amount by which wage growth exceeds CPI growth.

In this report, early retirement is defined as retiring before Age Pension
eligibility age.

In this report, late retirement is defined as retiring after Age Pension
eligibility age.

Income during retirement, including income streams and withdrawals from
superannuation, the Age Pension, and drawdown of non-superannuation
assets.

Retirement income projections presented in the report generally relate to
disposable (after-tax) income unless otherwise stated.

The proposed Retirement Income Covenant to sit in the Superannuation
Industry (Supervision) Act 1993, will require trustees to consider the needs
and preferences of their members and ensure retirees have greater choice
in how they take their superannuation benefits in retirement.

An income tax offset generally available to people who are eligible for the
Age Pension. The offset effectively raises the tax-free threshold for these
people.

The risk of lower returns and losses occurring when a person needs to
withdraw their capital.

Sham contracting is an illegal activity where a person working as an
employee is told they are an independent contractor (when they are not)
and may be required to have an ABN and submit invoices.

Sham contracting may be done intentionally or carelessly by an employer.
These types of arrangements are sometimes set up by employers who are
seeking to avoid responsibility for paying legal entitlements to employees.

Compliance regulation set out by the ATO that requires employers to send
employee payroll information including salary, wages, pay-as-you-go
withholding and superannuation, to the ATO at the same time as their

standard pay run.

Subsidised or free goods and services provided by governments to
households, such as aged care and health care.

A person’s own evaluation of their life and wellbeing.

11
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Superannuation
coverage

Superannuation
death benefits

Superannuation
Guarantee (SG)

Superannuation
Guarantee (SG)
coverage

Tax concessions

- Contributions tax
concessions

- Earnings tax
concessions

Total and permanent
disability insurance

Transfer balance cap
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A person is considered to have superannuation coverage if they have a
superannuation balance above zero, receive regular income from
superannuation, or have received a lump sum superannuation payment in
the past two years.

A payment to a dependent beneficiary or to the trustee of a deceased
estate after the member has died.

The minimum amount of money an employer must contribute to a
superannuation fund on behalf of an eligible employee. Generally, an
employee must meet the $450-a-month threshold before SG is payable. SG
is calculated as a percentage of the ordinary time earnings of the
employee and is payable on top of the earnings of the employee.

Currently, the SG rate is 9.5 per cent. It is scheduled to increase to
10 per cent as of 1 July 2021, gradually increasing to 12 per cent as of
1 July 2025.

Further information relating to SG can be found in 1B. Design of Australia’s
retirement income system.

A person is considered to have SG coverage if they receive the SG from
their employer.

Reduction in the tax otherwise payable. The superannuation system
provides two main tax concessions compared to personal income tax to
encourage savings in superannuation.

Contributions made to superannuation below the concessional
contributions cap are generally taxed at a flat 15 per cent instead of the
person’s marginal income tax rate. For people subject to Division 293 tax,
the effective tax rate on their contributions is 30 per cent.

Earnings on superannuation funds in accumulation-phase are taxed at a
flat 15 per cent, instead of the person’s marginal income tax rate. Earnings
on superannuation funds are tax-free when they are in pension-phase,
subject to the transfer balance cap. Funds over the Cap can stay in
accumulation-phase and any earnings on those funds taxed at 15 per cent.

Further information relating to tax concessions can be found in 1B. Design
of Australia’s retirement income system.

Insurance that pays a benefit if the policy holder becomes totally and
permanently disabled.

A limit on how much superannuation can be transferred from
accumulation-phase to tax-free pension-phase. The Cap is currently
$1.6 million.

Further information relating to the transfer balance cap can be found in
1B. Design of Australia’s retirement income system.
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Widow Allowance The Widow Allowance was paid to women who were no longer partnered,
or who became separated, divorced or widowed after turning 40 years of
age and who had little or no recent workforce experience. New claims for
the Widow Allowance closed on 1 July 2018.

Workers’ A compulsory statutory form of insurance for all employers that provides a
compensation benefit to workers if they suffer a work-related injury or disease.

schemes

$450-a-month Where an employee is paid $450 or more (before tax) in a calendar month
threshold by a single employer, the SG must be paid on top of their wages.

Further information relating to the $450-a-month threshold can be found
in 1B. Design of Australia’s retirement income system and 3D. SG coverage.

13
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Income groups in the review

The review uses income groups to discuss how the retirement income system delivers different
outcomes for certain cohorts. Lower-income earners are defined as those in the bottom 30 per cent
of all earners, higher-income earners in the top 20 per cent and middle-income earners are in
between.

These groups are used for explanatory purposes. They are not intended to be value judgements
about what constitutes a ‘high’ or ‘low’ income. Lower-income earners have their retirement needs
met by the Age Pension (2A. Achieving a minimum standard of living in retirement), and the
threshold for higher-income earners is the point where, on average, people start to make significant
voluntary savings.

Incomes for each group from the cameo modelling are included in Table 1. These incomes are higher
than other series, such as the ABS ‘Characteristics of employment’, as they are based on income tax
return data from the ATO (ABS, 2019f). This data may not include some people such as those who
earn incomes below the tax-free threshold.

The median earner in review modelling has an average income over their lifetime of $68,400, similar
to average earnings (ABS, 2020d) and to the average income of a plumber or teacher (ATO, 2019e).

Lower-income earners have average annual earnings over their working life of $48,000 and below.
This income is broadly comparable to the average wages of hospitality workers and carers in the
aged or disability sectors.

Higher-income earners have average annual earnings over their working life of $112,900 and above.
Occupations with average incomes in the upper end of this range include dentists, lawyers, and
finance managers.

Table 1. Average working-life taxable income by income percentile
Income group Percentile Gross income
(s)
10 22,100
Lower-income earners 20 36,300
30 48,000
40 58,100
50 68,400
Middle-income earners
60 80,200
70 94,500
80 112,900
Higher-income earners
90 144,900

Note: Values are in 2019-20 dollars, deflated by average weekly earnings and rounded to the nearest $100. Income is average earnings for
the whole of working life (ages 27-67) before tax. Incomes differ from the working-life income target used for replacement rates, which is
based on average annual disposable income in the last 10 years of working-life. For more information on how the review has modelled

working-life income see Appendix 6A. Detailed modelling methods and assumptions. Source: Cameo modelling undertaken for the review.
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