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1.1 SUMMARY  

This briefing note examines the long-term impact of the COVID early superannuation release scheme on 
retirement incomes and age pension entitlements. 

Universal superannuation was introduced in 1992 with the aim of increasing retirement incomes, providing 
future governments with greater budget flexibility through a reduction in the reliance on the Age Pension, 
and to increase national savings.1   

There are several mutually reinforcing policy features of the system which underpin meeting its objectives 
including universality, compulsion, preservation, and concessional taxation. 

These features guarantee scale and a sufficiently long-term investment horizon to optimise investment 
portfolios to maximise risk adjusted returns.  

The preservation rules are particularly important because of the role they play in the compound accrual of 
benefits and portfolio construction weighted to growth assets.  

A key policy question is whether the short term needs the COVID early release of super scheme seeks to 
address involves an acceptable long-term trade off for both the individual and taxpayers generally.  

The headline results of the analysis (see table 1) suggest a poor trade-off for both individuals and taxpayers. 
Without replenishing early release amounts total retirement incomes are materially lower and the long-term 
age pension costs borne by taxpayers could be more than twice the present value of the withdrawn early 
release amounts – although the effect diminishes with the age of the applicant and proximity to retirement.   

 
1  Treasurer Dawkins said in introducing the SG legislation: 

“The increased self-provision for retirement will permit a higher standard of living in retirement than if we continued to rely on 
the Age Pension alone. It would also enable future governments to improve the retirement conditions for those Australians 
unable to fund their own retirement adequately. Lastly, self-provision will increase the flexibility in the Commonwealth's Budget in 
future years, especially as our population ages, and will increase our national savings overall, thus reducing our reliance on the 
savings of foreigners to fund our development.” 
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Table 1:  Change in lifetime retirement income (present value)  
 

AWOTE 
multiple 

Male 
 

Female 
 

Couple 

Super 
benefits 

Age 
Pension 

Retirement 
income 

 
Super 

benefits 
Age 

Pension 
Retirement 

income 

 
Super 

benefits 
Age 

Pension 
Retirement 

income 

30-year-old 

0.50 -$90,856 $47,792 -$43,063 
 

-$90,856 $17,204 -$73,651 
 

-$181,711 $100,977 -$80,734 

0.66 -$90,856 $50,074 -$40,781 
 

-$90,856 $29,272 -$61,584 
 

-$181,711 $101,121 -$80,590 

0.75 -$90,856 $42,006 -$48,850 
 

-$90,856 $35,816 -$55,039 
 

-$181,711 $88,015 -$93,696 

1.00 -$90,856 $28,993 -$61,863 
 

-$90,856 $47,943 -$42,912 
 

-$181,711 $61,446 -$120,265 

 

Source: ISA Cameo Modelling, $20,000 early release withdrawal - all figures expressed in current 2020 dollars (wage deflated) 

1.2 Background to early release of benefits 

From inception the preservation requirements have been strictly enforced with early access before 
preservation age limited to circumstances set out in the Superannuation Industry (Supervision) Regulations 
1994. Cashing restrictions apply up until retirement, but early access can be granted in limited circumstances 
including terminal illness, incapacity, severe financial hardship, and compassionate grounds.  

Except for the newly added COVID compassionate release scheme, these release conditions require a strict 
evidentiary basis.  In contrast, the COVID early release scheme is self-assessed.  

The COVID early release of super scheme allowed individuals who had lost their jobs or had their hours 
reduced to withdraw up to $10,000 from their superannuation accounts between April and June, and a 
further $10,000 between July and September.  This was extended to the end of December as part of the 
Government’s mid-year economic update. 

To expedite the distribution of payments self-assessment was a design feature. However self-assessment 
carries risks including non-compliance with the eligibility criteria. Initial market research2 and subsequent 
analysis of income and spending3 suggests a significant proportion of applicants (up to 40 percent) may not 
have been eligible. The Government initially forecast over both tranches around 1.65 million persons would 
withdraw $27 billion.  This has already been surpassed.  Since April, around 3.1 million people have applied for 
early access to their super, totalling $32.2 billion.  The Government now expects $42 billion to be withdrawn. 

It is likely the scheme is providing macroeconomic stimulus to the economy. It is notable that the ABS 
Business Indicators show Jobkeeper and other supports have underpinned a 15% increase in Company Gross 
Operating Profits (CGOP) in the June quarter and 11.3% through the year.  

 
2 See ISA press release 20 April 2020 

3 See Alpha Beta research on the Economic Impact of COVID-19 

http://classic.austlii.edu.au/au/legis/cth/consol_reg/sir1994582/sch1.html
http://classic.austlii.edu.au/au/legis/cth/consol_reg/sir1994582/sch1.html
https://www.industrysuper.com/assets/FileDownloadCTA/200420-Early-access-could-be-weighed-down-by-inelligible-claims.pdf
https://alphabeta.com/our-news/alphabeta-partners-with-illion-to-track-the-economic-impact-of-covid19/
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1.3 Savings and Age Pension Impacts 

The operation of the scheme brings forward future consumption – this is not without cost which is relatively 
easy to model actuarily. We have utilised ISA’s detailed cameo model which incorporates all superannuation, 
tax and transfer policy settings to project outcomes. For this analysis all retirement income components are 
modelled and converted into present value so they can be compared on equivalent terms.  

Over the past 20-years, industry super funds have returned an average investment return just under 7 per 
cent per annum net of asset-based fees and taxes. For the purposes of modelling an industry fund specific 
rate of return assumption is reasonable noting 66% of applicants are industry super fund members. A 30-year-
old accessing the full $20,000 can expect to retire with around $80,000 less in today’s dollars (wage deflated).  
But the impact on retirement spending is more than this because the same individual can expect to live, on 
average, for another 25 years.  In other words, for the 30-year-old, taking out $20,000 now forgoes around 
60-years of compounding returns. 

The impact on lifetime spending is large.  Assuming average life-expectancy, the 30-year-old will draw around 
$90,000 less in superannuation benefits over the course of their retirement.  Australia’s means-tested Age 
Pension will provide some buffer, but will only make up around one-third to half the short-fall, leaving 
someone on median wage (66% of AWOTE) around $41,000 worse off in today’s dollars (see Table 1).i   

For an average couple aged 30 where both members of the couple access the early super scheme, they will be 
around $80,000 worse off over the course of their retirement. The impact on older early release applicants is 
less pronounced due to the diminished effect of forgone compound returns. Around one third of early release 
applicants are aged under 30 and the median age is around 35.  

Table 1:  Change in lifetime retirement income by age 

AWOTE 
multiple 

Male  Female  Couple 

Super 
benefits 

Age 
Pension 

Retiremen
t income  

Super 
benefits 

Age 
Pension 

Retiremen
t income  

Super 
benefits 

Age 
Pension 

Retirement 
income 

                        

                        

30-year-old 

0.50 -$90,856 $47,792 -$43,063  -$90,856 $17,204 -$73,651  -$181,711 $100,977 -$80,734 

0.66 -$90,856 $50,074 -$40,781  -$90,856 $29,272 -$61,584  -$181,711 $101,121 -$80,590 

0.75 -$90,856 $42,006 -$48,850  -$90,856 $35,816 -$55,039  -$181,711 $88,015 -$93,696 

1.00 -$90,856 $28,993 -$61,863  -$90,856 $47,943 -$42,912  -$181,711 $61,446 -$120,265 

40-year-old 

0.50 -$62,537 $23,332 -$39,205  -$62,537 $11,845 -$50,691  -$125,073 $58,841 -$66,232 

0.66 -$62,537 $33,325 -$29,211  -$62,537 $18,313 -$44,223  -$125,073 $72,986 -$52,087 

0.75 -$62,537 $35,764 -$26,772  -$62,537 $22,290 -$40,247  -$125,073 $71,506 -$53,567 

1.00 -$62,537 $25,937 -$36,600  -$62,537 $32,140 -$30,397  -$125,073 $49,347 -$75,726 

50-year-old 

0.50 -$43,044 $9,684 -$33,361  -$43,044 $7,781 -$35,264  -$86,089 $31,997 -$54,092 

0.66 -$43,044 $15,861 -$27,184  -$43,044 $13,576 -$29,468  -$86,089 $44,411 -$41,678 

0.75 -$43,044 $19,799 -$23,245  -$43,044 $16,863 -$26,182  -$86,089 $49,271 -$36,818 

1.00 -$43,044 $22,382 -$20,663  -$43,044 $23,710 -$19,335  -$86,089 $34,140 -$51,949 

                        

                        
Individuals are assumed to live until age 91.         
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A remarkable finding is the relationship between early release withdrawals and age pension entitlements. 
When considered over the duration of retirement the increased age pension entitlements (expressed in 
present value) comfortably exceed the present value of the original early release amount withdrawn. And, in 
addition, do not cover the foregone superannuation.  

Chart 1:  Present value Age Pension vs early release (males) 

 

Chart 1 shows the effect is most pronounced around the median wage (0.66 AWOTE) for younger early 
release applicants. For example, for a 30-year-old male on median earnings the initial early release withdrawal 
triggers an increase in age pension entitlements two and half times in present value terms.   

The cumulative value of these additional age pension benefits will impose a considerable cost on future 
taxpayers.  Chart 2 shows the extra cost, in today’s dollars, of the additional Age Pension entitlements for a 
30-year-old accessing the scheme by gender.  This can be as high as $50,000 for a single and $100,000 for a 
couple where both members access early super – more than twice the value of the original amounts 
withdrawn.  

Chart 2:  Effect of early release on lifetime Age Pension entitlements by gender 
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This finding suggests significant externalities exist with the operation of early release. Although individuals can 
choose to withdraw and spend their own money under the scheme the resulting increase in age pension 
entitlements must be funded by others – likely through higher taxes than would otherwise be the case.  This 
appears to have been overlooked by many proponents of early access to preserved retirement benefits. 

The costs are so significant because of the loss of compound market rates of return that significantly exceed 
wages growth and borrowing costs for sovereign governments. The Government recently issued 30-year 
Government bonds at a yield of 1.94 per cent.   

This increase in Age Pension entitlements will likely place considerable pressure on the budgets of future 
governments.  The Government is due to release the next Intergenerational Report in mid-2021.  The 
previous Intergenerational Report released in 2015 highlighted the challenges of an ageing population: 

There will be fewer people of traditional working age compared with the very young and the elderly. This 
trend is already visible, with the number of people aged between 15 and 64 for every person aged 65 and 
over having fallen from 7.3 people in 1974-75 to an estimated 4.5 people today. By 2054-55, this is 
projected to nearly halve again to 2.7 people. 

Forthcoming research will explore the long-term fiscal costs of early release and changes in the taxation 
burden required to fund it. 

 

 

 
i  Cameo specifications: 

Cameos are for a 30-, 40- and 50-year-old male, female and couple (of the male and female).  Individuals are 
assumed to withdraw the full $20,000 from super.  

The male cameo works continuously until he retires on his 67th birthday.  The Census is used to derive an interrupted 
career profile for women.  The female cameo stops work between the ages of 30-34 to care fpr children, works part-
time from 35-45 and 61 to 67, and otherwise full-time.  Wages are set at 50%, 66%, 75% and 100% of average weekly 
ordinary times earnings (AWOTE). 

Starting superannuation balances are derived from the ATO 2 per cent file for males and females of the relevant 
cohort age. 

Both take their retirement benefit as an allocated pension, with drawdowns the greater of 10% or the age-based 
minimum.  Individuals are assumed to live until 91 years 

Funds are assumed to earn an investment return after tax and before fees of 7.5% per annum.  Investment fees are 
assumed to be 0.58% per annum, with an annual administration fee of $78 (indexed by wages). 

All amounts are in today’s dollars and are adjusted for an assumed annual inflation rate of 2% and an assumed 
increase in real wages of 1% per annum (3% percent per annum total). 

 


