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What is modelling for?

• Model design depends on purpose

• The purpose of retirement incomes policy

• What would be the worst errors in modelling?

How should we model incomes in retirement?

• There are lots of choices to make

• Some choices matter more than others

- Time periods – Career breaks and variable earnings 

- Private savings – Wage inflation v CPI

Policy implications

• GRIP predicts that most people will maintain their lifestyle in retirement (except 
renters) – there is no problem for a higher super guarantee to solve

• GRIP contradicts popular wisdom but not popular experience 

• There are other problems: renters; Age Pension asset taper

Modelling retirement incomes
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What is retirement incomes modelling for?
Personal retirement planning

• Will I have enough? (How much should I save?)

• How fast can I afford to spend in retirement?

Government retirement income supervision

• Will people live in poverty?

• Will people “default” into lifetime consumption smoothing?

• What incentives (tax breaks), compulsory savings (Super G’tee), welfare 
payments (Age Pension) should government provide? 

Government budget planning and strategy

• How much will pensions and tax concessions cost future budgets?

• What policy changes are need to create space in future budgets?
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What is the purpose of our retirement 
incomes system?

Purposes

• Ensure some minimum standard of living in retirement

• Facilitate lifetime consumption smoothing

• Manage risks: investment; longevity etc.

• Not about boosting inheritances

Side constraints

• Be fiscally sustainable

• Maintain incentives to work, save and invest

• Value pre-retirement incomes too
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What errors would we regret more?

Potential errors

• Destitution in retirement 
(but note Age Pension)

• Under-spending while 
working

• Subsidising inheritances

Modelling implications

• Over-saving may be as 
bad as under-saving
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What is modelling for?
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• The purpose of retirement incomes policy

• What would be the worst errors in modelling?

How should we model incomes in retirement?

• There are lots of choices to make

• Some choices matter more than others
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Similar sounding target replacement rates 
vary a lot depending on the assumptions

Author Comparison 
period

Deflator Replacement 
rate, median 

income earner,
per cent

Replacement rate under 
GRIP to deliver retirement 

income implied by 
benchmark, per cent

OECD Final 
earnings

Wages 70 77

World Bank Lifetime 
earnings

CPI 78 74

World Bank 
(alternate)

Final 
earnings

CPI 53 50

Melb Mercer 
Global Pension

Lifetime 
earnings

Wages 70 90

Notes: ‘Net lifetime earnings’ is the ratio of disposable income (after tax and transfers) across retirement compared to net lifetime earnings pre-retirement 
Both the OECD and the Mercer Global Pension Index include income from government pensions and compulsory superannuation contributions, but exclude 
voluntary super contributions and non-super savings. OECD and Mercer deflate retirement earnings by wage deflation; World Bank and Treasury deflate 
them using CPI. OECD assumes 2% CPI inflation and 1.25% real wage growth. The World Bank assume 2.5% CPI inflation and 2% real wage growth. GRIP 
assumes 2.5% CPI inflation and 1% real wage growth. The average net lifetime replacement rate across OECD countries for a median income earner is 66%. 
Source: OECD. (2017) Pensions At a Glance, p.98, p.100; OECD. (2012) Pensions At a Glance, p.161; World Bank. (1993) Reversing the Old Age Crisis, 
p.293-4; Mercer (2017) Melbourne Mercer Global Pension Index 2017, p.38. 
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Modelling choices for retirement incomes
• What is the target replacement rate?

• What resources should be compared?

• Over what periods should resources 
be compared?

• What draw down is assumed, when?

• At what age do people retire?

• How should rising living standards be 
incorporated? 

• What assets should be taken into 
account? 

• How should housing costs be treated?

• Which households should reach the 
target?

• 70%, ±housing, 

• Expenditure, income, ±housing

• Whole life, last 1/5/10 years, 
broken incomes

• Constant, reducing

• 67, 70, future change

• CPI, WPI

• Home, voluntary super, non-
super savings

• Ignore, assume, differentiate

• All income levels, median, 
bottom 70%,
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GRIP projects that people will maintain 
their standard of living in retirement

Notes: Models retirement income of a person born in 1985, who works uninterrupted from 30 to 67, and dies at age 92. Includes savings outside super. 
Employment earnings adjusted to account for movements up and down the earnings distribution. Retirement savings drawn down over 26 years to leave a 
small bequest in addition to the home. Retirement income deflated by CPI
Source: Grattan Retirement Income Projector

Replacement rates, by employment earnings percentile, CPI deflated, per cent
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More than half of the median earner’s retirement 
income will come from the Age Pension

Notes: Models retirement income of a person born in 1985, who works uninterrupted from 30 to 67, and dies at age 92. Includes savings outside super. 
Employment earnings adjusted to account for movements up and down the earnings distribution. Retirement savings drawn down over 26 years to leave a 
small bequest in addition to the home. Retirement income deflated by CPI
Source: Grattan Retirement Income Projector
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Some modelling choices matter more than 
others
Replacement rate for median income earner 

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.
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Measuring replacement rates: last working
5 years compared to all of retirement
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Notes: Models retirement income of a person born in 1985, who works uninterrupted from 30 to 67, and dies at age 92. Assumes wages growth falls by the 
amount of any Super Guarantee increase. Includes savings outside super. Employment earnings adjusted to account for movements up and down the 
earnings distribution. Retirement savings drawn down over 26 years to leave a small bequest in addition to the home. Retirement income deflated by CPI
Source: Grattan Retirement Income Projector:
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Assumes constant drawdown; average 
income higher if assume constant income
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Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Choice of 
period

Replacement rate for median income earner 
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Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Retirement 
age

Replacement rate for median income earner 
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Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Living 
standards

Replacement rate for median income earner 
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Retirement incomes should be deflated by 
CPI, not wages (pensions maybe different)

Notes: Assumes annual real wages growth of 1 per cent. 
Source: Grattan analysis.  

Real (CPI adjusted) retiree spending as a proportion of their spending at age 70

Indexing incomes to 
wages assumes that 
retiree spending 
should rise by 22% 
by age 90

But retiree spending 
actually falls by 
around 15% by age 90
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growth
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Retirees spend less as they age

Household spending relative to 1993-94, by age cohort, equivalised households, 
$2015-16

Notes: Spending from 1993-94, 1998-99, 2003-04, 2009-10 and 2015-16 Household Expenditure Survey. Each line represents a single cohort across time as 
they age. While the age cohorts are 5 years apart, there was a gap of 6 years between the last three HES surveys. Spending deflated by CPI. 
Source: ABS Household Expenditure Survey (multiple years); Grattan analysis.
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Lower spending in retirement is driven by 
food, transport, and recreation
Equivalised household annual expenditures for ageing cohort, $2015-16 
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Notes: Spending from 1993-94, 1998-99, 2003-04, 2009-10 and 2015-16 Household Expenditure Survey. Each line represents a single cohort across time as 
they age. While the age cohorts are 5 years apart, there was a gap of 6 years between the last three HES surveys. Spending deflated by CPI. 
Source: ABS Household Expenditure Survey (multiple years); Grattan analysis.
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Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Private 
savings

Replacement rate for median income earner 
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Notes: Results from modelling the retirement income of a person born in 1985, who dies at 92. Retirement savings drawn down so that small bequest is left in 
addition to home. “Zero voluntary super contributions scenario” assumes workers make no voluntary pre-tax super contributions – Super Guarantee 
contributions only. “Base case” assumes workers make voluntary pre-tax super contributions as observed in the ATO 2% sample file. Neither scenario 
assumes workers make post-tax contributions during their working lives.  
Source: Grattan Retirement Income Model 

Replacement rates, by employment earnings percentile, CPI deflated, per cent
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Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns (6.5% v 6.0% before tax, after fees) 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Investment 
returns

Note interaction with 
wages growth and inflation

Replacement rate for median income earner 



22

Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Draw down 
rates

Replacement rate for median income earner 

Implies much bigger inheritance
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Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Other policy 
choices

Replacement rate for median income earner 
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Some modelling choices matter more than 
others

Retirement age income comparator Whole of retirement

Working age income comparator last 5 years
whole 

working 
last 5 years 

whole 
working

Deflation CPI CPI wage wage

Current policy 0.89 0.94 0.76 0.69

Assumptions

Lower investment returns 0.86 0.91 0.73 0.67

Minimum draw down 0.81 0.86 0.69 0.63

No non-super savings 0.89 0.94 0.75 0.69

Policy changes 

SG remains at 9.5% 0.87 0.93 0.74 0.68

Assets test taper rate to $2.25 0.92 0.97 0.78 0.72

SG remains at 9.5%; assets test taper rate $2.25 0.89 0.95 0.76 0.70

As above + super tax breaks + SAPTO + M/care levy 0.88 0.93 0.75 0.68

Retirement age to 70 (on its own) 1.00 1.01 0.86 0.74

All of the above 0.99 1.00 0.86 0.73
Notes: “Current Policy”: policy as currently legislated, including: 12% Superannuation Guarantee from 2025; retirement age at 67; existing superannuation tax 
breaks with indexation of relevant caps and thresholds. “Full Grattan package”: SG remains at 9.5%; Age Pension asset taper rate lowered so Pension 
reduced by $2.25 a fortnight per $1,000 in assessable assets; SAPTO and Medicare levy changes as recommended in Grattan Institute’s Age of Entitlement 

report; superannuation tax breaks tightened to $11,000 annual cap on pre-tax super contributions, $50,000 annual cap on post-tax super contributions and 
15% tax on earnings in the pension phase.
Source: Grattan Retirement Income Model.

Big modelling 
choices

Replacement rate for median income earner 
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Variable incomes (including career breaks) 
don’t change the answers much

Notes: Lifetime income adjusted using a transition matrix which reflects the likelihood of moving up and down the income distribution of the course of a 
person’s working life. As this is calculated as share of AWOTE at the time, it is effectively wage deflated – cf slide 12 which is CPI deflated.
Source: Grattan analysis of ATO Tax Statistics 2013-14; HILDA; Grattan analysis.  
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Age Pension delivers good replacement 
rates, even with career breaks

Notes: Results from modelling the retirement income of a person born in 1985, who dies at 92. Retirement savings drawn down so that small bequest is 
left in addition to home. Career break scenarios assume retirees start work at age 30, and take either a five or ten year career break from age 35 (until 
either age  40, or 45) before returning to work until age 67. GRIP includes part-time workers.
Source: Grattan Retirement Income Projector 

Replacement rates, by employment earnings percentile, CPI deflated, per cent
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What is modelling for?

• Model design depends on purpose

• The purpose of retirement incomes policy

• What would be the worst errors in modelling?

How should we model incomes in retirement?

• There are lots of choices to make

• Some choices matter more than others

- Time periods – Career breaks and variable earnings 

- Private savings – Wage inflation v CPI

Policy implications

• GRIP predicts that most people will maintain their lifestyle in retirement (except 
renters) – there is no problem for a higher super guarantee to solve

• GRIP contradicts popular wisdom but not popular experience 

• There are other problems: renters; Age Pension asset taper 

Modelling retirement incomes
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Existing retirees feel less stressed about 
money in retirement
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Existing retirees have more income than 
when working
Disposable income for households aged 65-84 in 2015, relative to income for 
households aged 45-64 in 1995, $2015-16, per cent 

Income percentile
Notes: Disposable income includes income of head of household and their partner, but not children. Incomes adjusted due to changes in how the ABS defines 
incomes between surveys. 
Source: ABS Survey of Income and Housing; Grattan analysis.
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Percentage of households facing at least one financial stress, 2015-2016

Retirees are less financially stressed than 
those of working age
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Notes: Financial stress defined as money shortage leading to 1) skipped meals; 2) not heating home; 3) failing to pay gas, electricity or telephone bills on 
time; or 4) failing to pay registration insurance on time. ‘Pension’ and ‘welfare’ includes all those receiving cash benefits of more than $100 per week 
Sources: ABS Household Expenditure Survey 2015-16, Grattan analysis.
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Older retirees miss out less than working 
aged people due to money
Proportion of households that missed out on an experience because of cost in the 
last 12 months (per cent)
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Notes: High (low) income includes all those in the top (bottom) third of incomes for that age cohort. ‘Missing out experiences’ includes not being able to afford 
a holiday once a year or not being able to afford a special meal once a week. 
Source: ABS Survey of Income and Housing; Grattan analysis.



32

Fear about retirement incomes isn’t 
surprising given industry messaging

“Australia’s retirement 
savings gap among the 
world’s biggest”
HSBC report

SMH 19/1/15

“Over 80% of Aussies at risk of 
inadequate retirement funds”.
Need $2 - $4m for comfortable 
self-funded retirement

Channel 9 11/10/17

“Super accumulation will 
likely be inadequate to 
support Australians in 
retirement”

Deloitte 6/14

“Average man faces $236k 
super shortfall”
Based on ASFA standard

SMH 13/1/17

“Retirement adequacy – a grim 
outlook for Australians”
Based on ASFA standard

Towers Watson 29/3/14

“90% of women will retire with 
inadequate savings to fund a 
‘comfortable’ lifestyle”

ASFA 29/4/16

“Almost half of the older Australian 
population faces a massive shortfall”
Based on ASFA standard

MLC 28/8/17

Source: Grattan Institute 30 minute Google search
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Increasing the Super Guarantee helps the 
top and the very bottom but not the middle
Impact of increasing Super Guarantee to 12% from 9.5%

Age Pension – less indexation (LHS)
Super (LHS)

Notes: Models retirement income of a person born in 1985, who works uninterrupted from 30 to 67, and dies at age 92. Assumes wages growth falls by the 
amount of any Super Guarantee increase. Includes savings outside super. Employment earnings adjusted to account for movements up and down the 
earnings distribution. Retirement savings drawn down over 26 years to leave a small bequest in addition to the home. Assumes voluntary super contributions 
partially offset lower compulsory contributions if Guarantee remains at 9.5%. 
Source: Grattan Retirement Income Projector

Employment earnings percentile

Age Pension – assets test (LHS)

Change in income over 26 years of 
retirement ($2015-16, CPI deflated) 

Change in retirement 
income (%)
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Reducing Age Pension taper helps bottom 
more than increasing the Super Guarantee
Average annual retirement income, $2015-16, CPI deflated

Employment earnings percentile

Super Guarantee 9.5% 
Taper rate $2.25

Super Guarantee 12%
Taper rate $3.00 (current)

Super Guarantee 9.5%
Taper rate $3.00

Notes: Models retirement income of a person born in 1985, who works uninterrupted from 30 to 67, and dies at age 92. Assumes wages growth falls by the 
amount of any Super Guarantee increase. Includes savings outside super. Employment earnings adjusted to account for movements up and down the 
earnings distribution. Retirement savings drawn down over 26 years to leave a small bequest in addition to the home. Assumes voluntary super contributions 
partially offset lower compulsory contributions if Guarantee remains at 9.5%. 
Source: Grattan Retirement Income Projector

Super Guarantee 12%
Taper rate $2.25
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Positive

-2
-1
0
1

Boosting Super Guarantee helps less, and 
costs more than other reforms

Notes: Budgetary impacts assume policy implemented in full in 2019-20. Long-term budgetary costs will differ significantly: Super Guarantee will cost less, 
cost of reforms to the Age Pension assets test and Rent Assistance will grow with an ageing population; cost of Rent Assistance will also rise as rates of 
home ownership decline. Rent Assistance scenario assumes a retiree at the 20th percentile of the income distribution is a renter and eligible for the maximum 
rate of Commonwealth Rent Assistance for a single, whereas 50th and 80th percentile retirees are home-owners. All other scenarios assume all retirees own 
their own homes for the purposes of determining Age Pension entitlements. All retirement income scenarios are for a person born in 1985, who works 
uninterrupted to age 67 (or age 70 in the “retire at 70” scenario) and dies at age 92 (except the “live extra five years” scenario).
Source: Grattan Retirement Income Model

Impact on budget
($2019-20b)

Change in future
retirement income 
(%)

20th percentile 50th percentile

Future retirees by position in income distribution: 

SG to 12%Reform AP 
asset taper

Boost Rent 
Assistance 40%

Super returns 
0.5% higher

Retire at 70

Impact on current 
retiree incomes

NegativePositive Positive None

0
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What is modelling for?

• Model design depends on purpose

• The purpose of retirement incomes policy

• What would be the worst errors in modelling?

How should we model incomes in retirement?

• There are lots of choices to make

• Some choices matter more than others

- Time periods – Career breaks and variable earnings 

- Private savings – Wage inflation v CPI

Policy implications

• GRIP predicts that most people will maintain their lifestyle in retirement (except 
renters) – there is no problem for a higher super guarantee to solve

• GRIP contradicts popular wisdom but not popular experience 

• There are other problems: renters; Age Pension asset taper 

Modelling retirement incomes
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For more…

November 2018
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• Independent

• Rigorous

• Practical

www.grattan.edu.au

Analysis of Australian 
domestic public policy
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Increasing the Super Guarantee to 12 per 
cent does little to ameliorate longevity risk

Notes: Results from modelling the retirement income of a person born in 1985, who dies at 92. Retirement savings drawn down so that small bequest is 
left in addition to home. “Live to 97” scenarios assume retirement savings drawn down so that the same bequest is left at age 97, rather than 92. 
Source: Grattan Retirement Income Projector 

Replacement rates, by employment earnings percentile, CPI deflated, per cent
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Scenario Conservative change Net 
replacement 
rate

Base case na 89%

Salary basis Increase denominator 
by 5%

85%

Earlier 
retirement

Increase total benefit 
by 10%

77%

Longevity 
pooling

Increase “cost” by 5% 73%

Single bias Reduce benefit by 
10%

66%

Risks Reduce benefit by 5% 63%

• Using lifetime earnings 
increases RR

• Already in model
• Why compel everyone?

• Very old age costs less
• Super doesn’t help

• Complicated
• Only affects Pension

• Risks also affect earnings 
before retirement

A higher superannuation guarantee will not 
address many of Mercer’s concerns


