
“Financial structure and policy of Australia's retirement system”

AUTHORS
Victoria Wise

Michael Ntalianis

ARTICLE INFO
Victoria Wise and Michael Ntalianis (2011). Financial structure and policy of

Australia's retirement system. Banks and Bank Systems, 6(2)

RELEASED ON Friday, 08 July 2011

JOURNAL "Banks and Bank Systems"

FOUNDER LLC “Consulting Publishing Company “Business Perspectives”

NUMBER OF REFERENCES

0

NUMBER OF FIGURES

0

NUMBER OF TABLES

0

© The author(s) 2026. This publication is an open access article.

businessperspectives.org



Banks and Bank Systems, Volume 6, Issue 2, 2011 

 15 
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Financial structure and policy of Australia’s retirement system 

Abstract 

Increasing life expectancies for both males and females in the Asia-Pacific region have resulted in an ageing popula-
tion. Given an ageing population, adequate income is of increasing importance to people who will experience longer 
periods in retirement. This paper provides an overview of the structure of the Australian retirement system which in-
cludes a means-tested government provided age pension, retirement savings and voluntary savings. Despite policy 
initiatives to boost retirement savings and income, it is concluded that due to the relative immaturity of this system it 
will fail to provide many community groups (baby-boomers, females, low income earners, long-term unemployed, 
part-time workers) with an adequate retirement income. 

Keywords: ageing population, financial systems, Australian retirement policy. 
JEL Classification: G23. 

Introduction  

As a result of declining mortality and fertility rates 
in many countries in the Asia-Pacific region the 
population is ageing. In Australia, it is projected that 
life expectancy will increase to 86 years for men 
and 90 years for women by the year 2047 (The 
Treasury, 2007). The implications are that there will 
be a decrease in the ratio between working age Aus-
tralians and retirees. This is expected to lead to 
higher government spending and a reduction in 
gross domestic product (GDP) (The Treasury, 2010) 
and to compromise living standards. Given an age-
ing population, adequate retirement funding is of 
increasing importance to individuals who will ex-
perience longer periods in retirement. At present, a 
means-tested government provided age pension, 
retirement savings and voluntary savings underpin 
Australia’s retirement system. 

In 1992 the Australian government introduced a 
compulsory employer retirement savings (“Super-
annuation”) system, where employers are required 
to contribute to their employees’ superannuation 
fund. Superannuation represents a form of saving, 
where money is set aside by the worker and/or the 
employer and invested for each employee’s retire-
ment benefit. The Treasury (2002) in the first Inter-
generational Report identified superannuation as 
one structure that can counter the impact of an age-
ing population. When first introduced, the Austra-
lian superannuation guarantee system required 
minimum employer annual contributions of 3% 
which was progressively increased to its current 
level of 9%. As a part of the government’s 2010 
budget mesures the required superannuation contri-
bution is set to gradually rise from 9% to 12% from 
year 2013-2014 through to 2019-2020. 

In 2010 superannuation assets in Australia were 
reported to be in excess of A$1 trillion (APRA, 
2011a). A report from the Australian bureau of sta-
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tistics (ABS) (2008) indicates that 91% of employed 
people have superannuation coverage. However, 
there is still considerable doubt about whether Aus-
tralians will have sufficient balances in their super-
annuation accounts to support them adequately in 
retirement (Clare, 2008a). 

1. An overview of the Australian  

superannuation framework 

The provision of retirement income has become a 
challenge for governments. The population is ageing 
as a result of lower mortality and fertility rates 
which places financial stress on government budg-
ets, as spending on welfare increases, which will be 
further compounded by a proportional reduction in 
working age taxpayers. In 1992 the Australian gov-
ernment introduced a compulsory charge on em-
ployers to assist employees to save for their retire-
ment. Even though savings in superannuation have 
increased significantly over the years, a number of 
Australians still have insufficient savings to fund 
fully their retirement. Harding (2005, pp. 2-3) sug-
gests that “In essence, the poorest one-half of 50 to 
64 years old have almost no wealth to help sustain 
them through the decades of retirement that lie 
ahead of them”. 

More recent changes by the government to the su-
perannuation framework such as a simplification of 
the superannuation system, government co-contri-
bution, tax incentives and the proposed increase in 
the superannuation guarantee rate, have emphasised 
the importance the government places on superan-
nuation as a mechanism supporting future genera-
tions of Australians in retirement. The discussion 
that follows provides a review of the structure and 
policy of Australia’s retirement income system. 

1.1. Australia’s retirement income system. Aus-
tralia has a three-pillar approach to providing re-
tirement income. The three pillars are: (1) a means- 
tested government provided age pension; (2) a sys-
tem of compulsory superannuation for employees 
provided by the employer at a minimum prescribed 
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level; and (3) voluntary savings, including both 
superannuation and non-superannuation savings. 
The World Bank has broadly endorsed Australia’s 
three-pillar approach to providing retirement in-
comes (The Treasury, 2004). A World Bank Report 
(World Bank, 1994) advocated a three-pillar system 
comprising a publicly tax-funded pension, a com-
pulsory privately managed and funded retirement 
benefit scheme, and a voluntary savings component 
as the third pillar. It has been stated that even 
though the Australian retirement income system 
may possess some defects, it has become something 
of a role model for developing countries (Clare, 
2008b). A recent government commissioned report 
(Harmer Report, 2009) on Australia’s retirement 
system has recommended that the existing three-
pillar system should be retained. 

1.2. The Australian aged pension. The first pillar 
of the retirement income system in Australia, the 
aged pension, provides a guaranteed means-tested 
income. A World Bank Report prepared by Holz-
mann and Hinz (2005, p. 6) recommends that ‘the 
primary goals of a pension system should be to pro-
vide adequate, affordable, sustainable, and robust 
retirement income, while seeking to implement wel-
fare-improving schemes in a manner appropriate to 
the individual country”.

The Australian aged pension is funded directly from 
government revenue and is payable to eligible re-
cipients. Around 75% of Australians, who have 
reached the eligible pension age, receive a govern-
ment pension (Department of Families, Housing, 
Community Services and Indigenous Affairs 
(FaHCSIA, 2008a). Currently, Australian resident 
males are eligible to receive the aged pension if 
their income and assets are below a certain amount 
and they are aged 65 or over. Resident females are 
subject to the same income and assets tests; qualify-
ing age varies between 63 and 65 years based on the 
year of birth. As a part of its 2009-2010 budget 
measures the Australian government is progres-
sively increasing the eligible pension age to 67 by 
the year 2023. In 1997 the government legislated to 
ensure that the maximum single rate of pension is at 
least 25% of “Male total average weekly earnings’ 
(MTAWE) (FaHCSIA, 2008a). As a part of its 
2009-2010 budget measures and in line with the 
Harmer Report (2009) recommendations, the Aus-
tralian government has announced an increase in the 
single aged pension of up to $32.49 a week and 
$10.14 extra a week for couples. The current annual 
aged pension is $17,118.40 plus a supplement of 
$57.70 per fortnight for a single person and a com-
bined $25,807.60 plus a supplement of $87.00 per 
fortnight for a couple. 

1.3. Poverty measures and the aged pension. The 
Melbourne Institute of Applied Economic and So-
cial Research (2011) poverty line measures for the 
September quarter 2010 is $491.52 per week ($25,559 
annually) for pension couples and $347 per week 
($18,044 annually) for a single aged pensioner. A 
comparison with the pension payment figures above 
suggest that aged pensions are not far from the pov-
erty line. Another comparison of the aged pension 
with a traditional poverty benchmark of 50% of 
median income presents a similar picture (Clare, 
2008b). However, it is important to note that these 
poverty measures represent an Australian, not an 
international standard. In a recent annual survey 
conducted by McNair Ingenuity Research (2008) 
respondents indicated that on average an amount of 
$49.118 per annum in retirement income for couples 
was required in order to maintain an adequate life-
style. Based on these comparisons the McNair sur-
vey group would not be able to maintain an ade-
quate lifestyle on the aged pension. FaHCSIA 
(2008a) reports that many pensioners rely on in-
come support for long periods and that most pen-
sioners have low incomes. Therefore, to generate 
the retirement income required to support an ade-
quate lifestyle, wealth will need to be created with 
either superannuation and/or voluntary savings.

In May 2008 the Minister for FaHCSIA commis-
sioned an investigation into measures to strengthen 
the financial security of seniors, carers, and people 
with a disability, including a review of the aged 
pension. The Harmer Pension Review is a part of 
the government’s wider enquiry into Australia’s 
future tax system and has three key terms of refer-
ence (FaHCSIA, 2008b): 

the appropriate levels of income support and 
allowances; 

the frequency of payments; and 

the structure and payment of concessions or 
other entitlements. 

The Harmer Pension Review report made recom-
mendations such as increasing the pension rate, 
increasing the pension qualifying age, better indexa-
tion arrangements for pensions and less complexity 
and better support for those over the pension age 
seeking to participate in the workforce (Harmer, 
2009). The increase to the age pension announced in 
the 2009-2010 federal budget was a part of the Aus-
tralian Government’s response to the Harmer Pen-
sion Review. 

2. Implications of Australia’s ageing population 

The second Intergenerational Report (The Treasury, 
2007) explains that Australia is experiencing an 
ageing of its population driven by decline of mortal-
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ity rates. The Intergenerational Report projects fu-
ture mortality rates to fall by 2047, with life expec-
tancy to increase to 86 years for men and 90 years 
for women: about 25% of the population is pro-
jected to be aged 65 and over, almost doubling the 
current proportion. The number of people aged 55 to 
64 is projected to increase by nearly 50% over the 
next 40 years. The Report acknowledges the recent 
increase in the fertility rate, but suggests that it is 
still significantly below the replacement rate. The 
most commonly used indicators of population age-
ing are the proportion of the population aged 65 and 
over (FaHCSIA, 2004). Another common measure 
of population ageing is the dependency ratio which 
is used to measure the people aged 65 and over 
compared to the population of working age (15-64) 
(FaHCSIA, 2004). Harding (2005, p. 1) explains that 
“in 1960 there were about 7.3 working age Australians 
to help support each retiree aged 65 years and over. By 
2040 there are forecast to be only 2.4 working age 
Australians for each retiree aged 65 and over”. 

More recently the third Intergenerational Report 
(The Treasury, 2010) indicates that there are cur-
rently 5 people of working age to support every 
person aged 65 or over, and this is expected to fall 
to 2.7 by 2050. Many of the concerns surrounding 
the issue of an ageing population are of an economic 
nature (Drabsch 2004). As a result of an ageing 
population the third Intergenerational Report (The 
Treasury 2010) estimates that by 2049-2050, the gap 
between spending and revenue will grow to 2.75% 
of GDP. It is also reported that over the next 40 
years, the ageing of the population is projected to 
slow economic growth. The impact of higher gov-
ernment spending and slowing GDP is predicted to 
send the Federal Government budget into deficit and 
higher taxes may have to be imposed on future gen-
erations of taxpayers. CEDA (2004, p. 1) suggests 
that ‘The ageing of Australia’s demographics has 
taken on greater public policy significance, as it 
presents major challenges about how Australia 
should address the economic, fiscal and social im-
pacts, including the impact on the future growth in 
living standards of Australians”. 

Earlier, the first Intergenerational Report (The 
Treasury 2002) identified the superannuation system 
as one of the structures that can counter the impact 
of an ageing population. The Australian government 
has sought to reduce future economic pressure re-
sulting from an ageing population by encouraging 
the Australian public to save for retirement through 
mechanisms such as compulsory employer superan-
nuation contributions, taxation incentives and super-
annuation co-contributions. Alliance Strategic Re-
search (2008) suggested that because of the eco-
nomic importance of superannuation savings there is 

considerable input into policy decisions from the 
finance and economic sectors and that the superan-
nuation portfolio should be placed in Treasury, 
rather than in the FaHCSIA, which has the respon-
sibility for pensions. Therefore, the second and third 
pillars of Australia’s retirement income system (su-
perannuation, voluntary savings), will play a vital 
role in future in providing retirement income for a 
substantial proportion of the population and it will 
also provide a counter-balance against future gov-
ernment expenditure. 

3. Brief history of superannuation in Australia 

Superannuation as a form of savings has existed for 
more than a century in Australia and for the major-
ity of this time was only applied to a small segment 
of the working population such as white collar 
workers, public servants, members of the defence 
force, and employees in the finance sector. The in-
troduction of a formalized employee superannuation 
scheme occurred in 1986 when industrial agree-
ments were reached to provide for 3% employee 
contribution paid into an industry fund. As a conse-
quence, superannuation coverage increased from 
40% of employees to 79% in the following 4-year 
period (APRA, 2007). However, coverage was lim-
ited only to those covered by an industrial award. 

The second pillar of Australia’s retirement system, 
compulsory superannuation, was not adopted until 
July 1, 1992. The new system was known as the 
Superannuation Guarantee (SG). The SG was en-
forceable through the commonwealth’s taxation 
powers and commenced with employer contribu-
tions set at 3% of earnings. The employer contribu-
tion rate was increased over a 10-year phase to a 
maximum rate in 2002 of 9%. As previously men-
tioned, the proposed SG rate will gradually increase 
to a rate of 12% by 2019-2020. The SG has to be 
paid if an employee earns $450 (pre-tax) or more 
per month and is aged between 18 and 69 and works 
full-time, part-time or on a casual basis.  

4. Composition and size of Australia’s superan-

nuation industry 

The Australian Prudential Regulation Authority 
(APRA) recognizes five superannuation fund types. 
These include corporate funds, industry funds, pub-
lic sector funds, retail funds, and small funds. The 
APRA (2011a, pp. 46-49) definitions are summa-
rized in Table 1. 

The current structure of the Australian superannua-
tion industry is summarized in Table 2. Total super-
annuation assets are reported to be in excess of $1 
trillion, representing more than 100% of GDP. The 
highest level of assets is concentrated in self-
managed superannuation funds ($408.1 billion), 
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followed by retail funds with $352.9 billion in as-
sets. Even though the corporate sector has the high-
est number of funds (162) it has relatively fewer 
assets ($58 billion) when compared to other major 
fund types. There is a proliferation of small super-
annuation funds: there are 434,239 self-managed 
funds and another 3,853 small APRA regulated 
funds. Table 2 also identifies 65 industry funds and 
39 public sector funds. Both the industry funds and 
retail funds have significant levels of assets ($237.8 
and $181.9 billion, respectively). 

Table 1. Definitions of superannuation fund types 

Type of fund Definition of superannuation fund types 

Corporate 
Corporate funds are established for the benefit of a 
particular entity or a group of related entities, with joint 
member and employer control 

Industry Provide for employees working in the same industry 

Public sector 
Provide benefits for government employees or are 
schemes established by a commonwealth, state or 
territory law 

Retail 
Offer superannuation products to the public on a com-
mercial basis 

Small 
These funds have less than five members and are either 
regulated by APRA or the ATO 

Table 2. The Australian superannuation industry in 
September 2010 

Type of fund Assets ($ billion) Number of funds 

Corporate 58 162 

Industry 237.8 65 

Public sector 181.9 39 

Retail 352.9 156 

Sub-total 830.6 422 

Small APRA funds 1.5 3,853 

Single-member ADFs 0.0 102 

Self-managed super funds 408.1 434,239 

Balance of life office statutory 
funds 

40.0 - 

Total 1,280.2. 438,694 

Source: APRA (2011a, p. 7) Quarterly Superannuation Statis-
tics, September 2010. 

4.1. Financial performance of the superannua-

tion industry. APRA (2011b) recently released 
superannuation data which show that superannua-
tion assets have grown from $546.7 billion in 2004 
to $1,225.4 billion in 2010 representing an average 
annual increase of 14.4%. There was a significant 
increase in assets held in all fund sectors (industry, 
public sector, retail, small funds) except for the cor-
porate sector. The APRA report also reported in-
vestment performance for the period of 2001-2010 
for the various sector funds with over four members. 
The arithmetic mean rate of return (ROR) for all 
funds during this period was 3.3%. However, there 
was significant variation in returns over this period 
with the highest annual return of 14.5% for the year 
ended June 30, 2007, and the lowest – a negative 
11.5% in the year ended June 30, 2009. The lowest 

performing sector was retail with an average 10-
year ROR of 2.5% and the best performing was the 
public sector with an average 10-year ROR of 4.2%, 
followed by the corporate sector (3.9%) and the 
industry sector (3.9%). Statistics released by APRA 
(2011b) for the year ended June 30, 2010 show that 
the ROR for all superannuation funds with more 
than four members was 8.9%. Public sector funds 
had the highest overall ROR with 9.8%, followed by 
corporate funds with 8.9%, retail funds with 8.7% 
and industry funds with 8.5%. 

5. Impact of the global financial crisis 

The impact of the global financial crisis on invest-
ment markets and on the recent performance of su-
perannuation funds has been severe. Super ratings 
(2009) data indicate that the latest benchmark annu-
alized returns to January 31, 2009 for the Australian 
shares index is negative 26.65% and for the high 
growth index it is negative 22.56%. Super rating’s 
data also indicate negative returns for the property 
index (-25.2) and the balanced index (-15.1). The 
OECD (2008) reports that pension funds in the 
OECD had declined by about U.S. $3.3 trillion from 
December 2007 to October 2008, representing 
nearly a 20% decrease over that period. This indi-
cates that poor investment performance of superan-
nuation funds is widespread, impacting investment 
values around the world. AIST (2008, p. 6) reported 
that “superannuation funds face an increasing prob-
ability of another negative year for investment op-
tions with higher exposure to growth assets.” APRA 
(2011b) statistics show that the ROR for all super-
annuation funds was negative 11.5% from June 
2008 to June 2009. In February 2009, representa-
tives of the Superannuation Stakeholder Group in 
Australia acknowledged the severe impact of the 
crisis on the Australian share market and remarked 
that this was not the first time the market had ex-
perienced a significant downturn. The Superannua-
tion Stakeholder Group (2009, p. 4) emphasise that 
“even though many superannuation funds have ex-
perienced poor returns over the last 12 months, over 
the last 5 years superannuation funds have delivered 
strong results. Superannuation continues to be a 
worthwhile investment over the long term”. 

The immediate impact is on those who are retired 
and living off their investment income and those 
older workers (baby-boomers) on the verge of re-
tirement. Many retired persons have witnessed a 
dramatic fall in their income and investments. This 
has recently placed more demand on the aged pen-
sion as more retirees become eligible for payments 
as a result of either falling asset values or lower 
income (or both). Others looking to retire in the near 
future are contemplating delaying their retirement 
and continuing to work because of the losses they 
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have recently incurred in their superannuation ac-
counts. ABC News (2009) reports that research firm 
TNS has found that in Australia 44% of baby boom-
ers are postponing their retirement because of the 
global financial crisis.  

6. Recent policy initiatives 

In May 2008, the Australian government announced 
the Review of Australia’s Future Tax System 
(Henry Review) and in August 2008, the Treasury 
(2008b) released a discussion paper entitled “Archi-
tecture of Australia’s Tax and Transfer System”, 
which was followed by a call for public submis-
sions. As a part of its terms of reference the review 
panel has been asked to consider enhancing the 
taxation of savings, assets and investments. ASFA’s 
(2009) submission to the Henry Review (responding 
in regards to superannuation taxation) recommends 
maintaining investment returns in retirement tax-
free, and that the age at which superannuation be-
comes tax-free be gradually raised to 65. ASFA also 
made recommendations for improving equity of 
superannuation tax for low and middle-income 
earners, and suggested simplifying capital gains tax 
rules on the sale of business to encourage the trans-
fer of lump sums to superannuation. Concurrent 
with the 2009-2010 federal budget, the government 
launched a report on the retirement system prepared 
as a part of the Review of Australia’s future tax 
system. The main recommendation of the report was 
the retention of the current system. The panel also 
found that the current superannuation guarantee 
contribution rate is adequate and recommended that 
it will be maintained at its current level of 9%. 
However, the rate of 9% is now set to change to 
12% by the year 2020. It further recommended that 
the age, at which Australians can access their super-
annuation (the preservation age), should be gradu-
ally increased to 67 years. 

The Super System Review (Cooper Review) was 
announced in May 2009 and was initiated with the 
support of the superannuation industry. The review 
covered the governance, efficiency, structure and 
operation of Australia’s superannuation. As a result 
of the review the government has made several rec-
ommendations: (1) the introduction in July 2013 of 
a new simple, low cost default superannuation prod-
uct called “MySuper”; (2) improving efficiency to 
make processing everyday transactions easier, 
cheaper and faster through a package of measures 
known as “Superstream” to be introduced by 2015; 
and (3) stricter regulation surrounding self-managed 
superannuation funds (SMSFs). 

7. Adequacy of superannuation savings 

Nielson (2006) suggests that the ability of the cur-
rent retirement income system to produce an ade-

quate retirement income is in doubt. Clare (2008a, 
p. 4) states: “…current average balances are below 
those which the commonwealth treasury projected at 
the time compulsory superannuation was intro-
duced. The data also indicate that there are a number 
of groups with relatively low levels of superannua-
tion who need further assistance and encouragement 
to save if they are to achieve even a modest standard 
of living in retirement”. 

We can expect a continual growth in superannuation 
balances for many years as the private retirement 
income system matures. It is noted that the Austra-
lian compulsory superannuation system is still rela-
tively immature and that many individuals have 
only had superannuation coverage since the intro-
duction of the superannuation guarantee in 1992 
(Clare, 2008a). The superannuation guarantee only 
reached its maximum rate of 9% in 2002 and as a 
result many still have modest balances in their super-
annuation accounts. Clare (2008a, p. 7) suggests that 
“with average retirement payouts in 2005-2006 of the 
order of $136,000 for men and only $63,000 for 
women it is clear that most retirees will need to sub-
stantially rely on the age pension in their retirement”. 

Nielson (2006) acknowledges that small retirement 
payouts from superannuation are the result of an 
immature superannuation system that will not reach 
its full potential until 2037 at best. In the year 2037 
retirees will have accumulated superannuation con-
tributions at a rate of 9% per annum for a 35-year 
period. The groups identified as having the greatest 
risk of insufficient superannuation savings for re-
tirement are women, older baby-boomers, low in-
come workers, the long-term unemployed, and long-
term part-time workers (Nielson, 2006). Retirement 
saving under the compulsory superannuation system 
in Australia is dependent on an individual em-
ployee’s years of employment and wage level. 
Women are generally at a disadvantage under this 
system, where continuous employment is often in-
terrupted by the commitments of having a family. 
Olsberg (2004, p. 164) reiterates this concern and 
states that: “The fundamental problem is not having 
enough time or money in the paid workforce. 
Women’s working patterns, their life long earnings 
and therefore, their capacity to accumulate suffi-
cient retirement savings, are crucially compro-
mised by interruptions to paid employment due to 
childbearing, child rearing and other family re-
sponsibilities”. 

Baby-boomers are usually defined as those born 
between 1946 and 1961 and who are now aged be-
tween 48 and 63 (Hamilton and Hamilton, 2006). 
The superannuation guarantee places this group in a 
position in which they are unable to capture the full 
benefit of superannuation over their working lives. 
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Preston and Jefferson (2002) suggest that most fe-
male baby-boomers will not be in a position to fund 
their own retirement and will remain highly depend-
ent on the aged pension. Hamilton and Hamilton 
(2006) identified lower income baby-boomers as 
most at risk of having insufficient savings to fund 
retirement adequately. Their research suggests that 
many high income baby-boomers have significant 
wealth in superannuation and in other assets and 
could retire early.  

Low income workers, the long-term unemployed 
and part-time workers are also at a disadvantage 
under the Australian superannuation guarantee. Low 
income leads to lower employee superannuation 
contributions. No contributions are made during 
periods of unemployment, and if these periods are 
prolonged superannuation will not sufficiently ac-
cumulate to fund retirement. Similarly, part-time 
workers and casual workers will derive relatively 
less employee superannuation contributions when 
compared to those employed full-time. It is stated 
by Nielson (2006, p. 26) that “for these groups the 
age pension will always be a major component of 
their retirement income”. 

7.1. Measuring adequacy. In order to determine 
whether or not superannuation and other savings can 
adequately fund a person’s retirement we must first 
develop a measure. Nielson (2006, p. 6) provides 
the two following methods for defining an adequate 
retirement income:  

using a replacement rate, that is, the post-
retirement income expressed as a percentage of 
an individual’s pre-retirement income; or 

using a budgetary standard, that is, measuring 
the adequacy of an individual’s post-retirement 
income against what it may cost to live in par-
ticular locations. 

Rothman and Bingham (2004) describe the re-
placement rate as a ratio of a person’s income or 
spending power after retirement compared to the 
period just prior to retirement. This figure is usually 
expressed as a percentage of the retiree’s pre-
retirement income (Nielson, 2006). The Senate Se-
lect Committee (2002) on superannuation noted 
general agreement among superannuation industry 
representatives that retirement income between 60% 
and 65% of pre-retirement gross income was ade-
quate. Stanford (2004) suggests that a replacement 
rate of 65% may give retirees who own their home a 
higher standard of living in retirement than they 
experienced for the majority of their working lives. 
(Nielson, 2006, p. 29) suggests that: “reasons why a 
family may not have access to 65% of its gross sal-
ary available for consumption include mortgage 
repayments, costs of raising children or rental costs. 

With the exception of the last cost, these burdens are 
generally not part of a retiree’s expenditure in re-
tirement”. 

An example of the budgeting approach to measuring 
the adequacy of retirement income has been devel-
oped by Westpac Banking Corporation and the As-
sociation of Superannuation Funds of Australia (The 
Westpac-ASFA Retirement Standard). They outline 
two standards of retirement income as follows 
(ASFA, 2007, p. 1): 

modest lifestyle in retirement (better than aged-
pension, but still only able to afford fairly basic 
activities); and 

a comfortable retirement lifestyle (enabling an 
older, healthy retiree to have a broad range of 
leisure activities and a good standard of living). 

National figures released from ASFA (2008) for the 
December 2008 quarter on the Westpac-ASFA re-
tirement standard show that a couple living com-
fortably in retirement needs to spend $50,561, while 
those couples seeking a modest but adequate retire-
ment need to spend $27,454 a year. Both these stan-
dards of living assume the retirees own their home. 
Therefore, the aged pension would allow a retired 
couple a modest but adequate standard of living. 
Rothman and Bingham (2004) found that the current 
rate of SG contributions, combined with a suffi-
ciently long period in the workforce (more than 35 
years), could produce sufficient balances for those 
on or below “average weekly ordinary time earn-
ings” to provide a replacement income of between 
60% and 78% of average salary over the last year of 
employment.  

7.2. Recent data on retirement and superannua-

tion. The income generated from superannuation 
and voluntary savings will vary from person to per-
son and will depend on savings either through a 
superannuation account or other non-superannuation 
investment assets. A recent Australian Bureau of 
Statistics Survey (ABS, 2008) on employment ar-
rangements, retirement and superannuation (SEARS) 
indicates that 91% of employed people had super-
annuation coverage. The survey also found that 
people who have retired more recently are less 
likely to have government aged pensions and allow-
ances as their main source of personal income. The 
survey attributes this fall in demand for the aged 
pension to the increase in other income sources such 
as superannuation, annuities or income-streams. 
Importantly, of all people aged 45 years and over 
who intend to retire from the labor force, 43% re-
ported that their expected main source of income at 
retirement would be income from superannuation, 
an annuity, or an allocated pension. However, pre-
sent figures from SEARS indicate that only 21% of 
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people aged 65 and over rely principally on super-
annuation or investment income. A comparison to 
the previous SEARS survey conducted in 2000 
shows that people with superannuation balances 
over $100,000 increased from 6% to 15%, and peo-
ple with balances of less than $10,000 decreased 
from 48% to 29% (ABS, 2008). It is also important 
to note that in 2007 the mean balance for males was 
$72,200 and $47,200 for females with accumulation 
accounts: for defined benefit account holders, the 
mean balance for males and females was $120,700 
and $80,200, respectively. CEDA (2004) reports 
that many Australians will find that the level of their 
savings will be inadequate in retirement. 

8. Implications of inadequate retirement savings 

For financial reasons many of the baby-boomer 
generation believe they will have to continue to 
work up to and beyond the retirement age (Hamilton 
and Hamilton, 2006). Recent data from the SEARS 
survey indicate that 64% of all employed people 
intend to retire between the age of 60 and 69, 
whereas 24% intend to retire aged 70 years or over 
(ABS, 2008). These statistics indicate that there is 
still a substantial number in the population who 
intend to work to retirement age and beyond. Other 
policies that have been advocated by superannuation 
and industry commentators to support superannua-
tion savings further in Australia are summarized by 
Nielson (2006, p. 7) as follows: 

increasing the superannuation guarantee rate 
from 9 to between 12 and 15% of wages; 

reducing the tax rate on superannuation fund 
income (currently 15% on superannuation fund 
tax-deductible contributions and overall fund 
earnings); 

requiring additional after-tax contributions to be 
made by employees; and 

requiring that some or all of a person’s superan-
nuation benefits be converted to a pension. 

Conclusion 

Australia’s three-pillar approach to retirement in-
come has World Bank endorsement. The three-
pillars are composed of an aged pension, compul-
sory superannuation and voluntary savings. The 
Australian aged pension is funded by government 
revenue and provided to around 75% of Australians 
who have satisfied eligibility criteria. The pension 
level is considered to be well below the amount 
required to achieve an adequate lifestyle, and in 
close proximity to the poverty line. The superannua-
tion system has been identified by the Intergenera-
tional Report (The Treasury, 2007) as of importance 
in combating the economic impact of an ageing 
population on government finances. 

The discussion on the adequacy of superannuation 
savings suggested that there were several groups in 
the Australian community that do not have suffi-
cient coverage in superannuation to fund their re-
tirement adequately. These groups were identified 
as the low-income baby-boomers, women, and other 
low income earners. A review of the literature was 
undertaken to determine how to measure adequacy. 
It was found that adequacy could be measured on 
several levels, that is, a modest-yet-adequate stan-
dard of living in retirement, or a comfortable-
affluent standard of living in retirement. Data from 
SEARS indicated that a great majority of Australian 
workers had superannuation coverage, however, 
many workers still have superannuation balances 
that will not sustain them in retirement. 
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