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Executive Summary

Compulsory super has been one of the big success stories of Australian public policy in recent 
decades. Once only available to private sector executives and public sector employees, the 
Superannuation Guarantee (SG) has enabled almost all working Australians to accrue private 
savings for a better retirement. 

Many workers have benefited from being invested in good quality, high performing funds with 
greater exposure to financial assets that are more diversified and broadly shared than ever 
before. Super assets have allowed workers to share more fairly in our growing economy at a 
time when real wages have slowed.

The SG is critical to how we respond to the challenges presented by our ageing population 
and improves retirement incomes of working people in a fiscally sustainable manner. Although 
still maturing, annual superannuation retirement benefit payments are already double 
Commonwealth expenditures on the Age Pension.

As a result of the $3 trillion pool of super savings our financial system is less concentrated, 
more broadly diversified and carrying lower leverage than it would be without the growth of 
superannuation.

The superannuation system has grown to the point where Australia is one of the few countries 
where pension assets are worth more than GDP with the potential to supercharge our future 
prosperity. 

The SG rate is currently 9.5 per cent and is scheduled to increase in stages to 12 per cent by 
2025. The first increase us due to take place in July 2021. However, the current Government 
has cast doubt over whether the increases will proceed as scheduled, suggesting that it may 
abandon them.

This report shows the compelling body of evidence that it is in the best financial interests 
of all current and future workers in Australia, and the broader Australian economy, that the 
scheduled increases to 12 per cent proceed as planned. 

1. The increase in the SG is essential to further strengthen household finances for 
retirement and share more fairly the benefits of a growing economy.

Important gains have already been made through superannuation to diversify household 
wealth and ensure low and middle income earners, who would otherwise not save for 
retirement, have private savings in addition to the age pension. These savings will enable 
workers to have more choices about their standard of living in retirement and share more 
fairly in the economic opportunities presented by our growing economy. The system is already 
working to alleviate pressure on the Age Pension, but the ageing of the population will put the 
system under additional strains.

2. When we look at how Australians work, save and live a SG at 9.5 per cent is not enough

An SG rate of 9.5 per cent is insufficient to secure a retirement income that meets the target 
replacement rate benchmark of 65 to 75 per cent. Modelling by the Retirement Income Review 
(RIR) which appears to show that 9.5 is enough rests on a number of assumptions about how 
Australians work, save and live that are unrealistic. These include that: all workers are employed 
for 40 years and make SG contributions for each of these years; all workers make salary 
sacrifice contributions; no super savings are used to repay debt at retirement.

When more realistic assumptions are made replacement rates fall. ISA modelling shows that 
for the median retiree an SG rate at 9.5 per cent will achieve a replacement rate of 55 per cent 
– not the 84 per cent claimed by the RIR. With realistic assumptions, an SG at 12 per cent will 
achieve a replacement rate of 62 per cent.

3. Increasing the SG to 12 per cent will improve retirement outcomes 

Across all income levels an SG rate of 12 per cent will increase the proportions who at least 
achieve the replacement rate benchmark of 65 to 75 per cent. Those in the third, fourth 
and sixth income deciles are among those who will benefit the most. In addition, increasing 
the SG to 10 per cent in 2021 will benefit many low-paid and disadvantaged groups. Over 6 
million workers will see their contributions increase. Around 63 per cent of those who will 
benefit from the increase are on wages below $70,000. Occupations that will benefit include 
labourers, sales workers and drivers. 

More workers aged 20 to 29 years will benefit from the SG increase than in any other age 
group. This will assist younger workers who have exhausted or drastically reduced their super 
savings by using the Government’s COVID Early Release scheme to rebuild their balances.
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4. A higher SG will help retirees cope with risks to retirement income

A higher SG rate will mean retirees will have more savings at retirement that they may need 
to cope with adverse policy change. Commonwealth funding support for retirement incomes 
and related costs cannot be taken for granted. There are a number of risks to current policy 
settings that mean future retirees may need more of their own super savings to help maintain 
their quality of life in retirement. These risks include: the increasing costs of aged care; paying 
off mortgages that have been started later in life and remain outstanding at retirement; 
covering rental costs in retirement for those who do not own their own home; changes to 
the value and availability of the Age Pension as future governments seek to repair the Federal 
budget following the shock of the COVID pandemic.

5. Increasing the SG is the most efficient and affordable way to improve retirement 
outcomes

The compulsory and near-universal nature of the SG makes it a particularly efficient means 
of increasing the retirement savings of the 90 per cent of employees who are covered by it. 
Weakening compulsion by, for example, allowing workers to opt-out of increases to the SG 
rate comes with costs – to workers and to taxpayers. Because wages are taxed at a higher 
rate than super contributions, up to two-thirds of any wage increase workers may receive 
from opting-out of the full SG rate could be lost in higher taxes and reductions in other 
government support payments.

Foregoing currently planned increases to the SG rate would result in a 30-year-old couple 
today retiring with $170,000 less to live on. This will have knock-on consequences for taxpayers 
who may have to fund up to an additional $33 billion in Age Pension costs over coming 
decades if workers do not save at the 12 per cent rate.

6. Increasing the SG will boost Australia’s economy

In addition to directly benefiting future retirees, increasing the SG to 12 per cent will make 
an important contribution to growing the Australian economy. New research by leading 
economic consultants ACIL Allen shows how resulting increases in national savings will benefit 
Australia over the next 20 years. A 12 per cent SG rate will increase the size of the Australian 
economy by nearly $12 billion, boost investment by nearly $10 billion, and increase full-time 
jobs by 10,000 and raise real wage levels by 40 basis-points.

Section 1: The increase in the SG is essential to strengthen 
household finances for retirement and share more fairly 
the benefits of a growing economy

Australia’s superannuation system provides a strong and stable base upon which to deliver a 
dignified retirement for many Australians. The system forms an important part of Australia’s 
policy solution to meet the challenges of an ageing population. 

The superannuation system has also led to a major reconfiguring of the types of assets held by 
households. There has been a strong shift away from reliance on cash deposits and domestic 
housing towards a much more diversified portfolio. The improvements are most obvious for 
low and middle income cohorts who are the key beneficiaries of the increases in compulsory 
super.

Household asset diversification 

Before universal super, most households had all their eggs in cash deposits and real estate 
-  in particular the family home. In 1990, only the top 10 per cent of households by wealth had 
holdings of any significance in other financial assets, such as shares in listed companies.



5

Chart 1 – Household asset diversification before and after SG

Source:  ABS, IDS microdata (cited in Bacon 1995 – RIM Group Treasury); ABS, 2017-18 Survey of Income and Housing

Nearly three decades later, in 2018, households all the way across the wealth distribution hold 
financial assets (Chart 1). Direct holdings of shares are still highly skewed. However the most 
significant change over this period is the significant proportion of wealth held in the form 
of super that has added substantially to the diversification of assets held by most working 
Australian families.

Universal superannuation has unambiguously improved the asset diversification of Australian 
households. For the first time it has broadened the base of assets held by families outside the 
wealthiest 10 per cent beyond property. Exposure to equities, bonds and commercial property 
is now shared much more broadly across the wealth distribution. 
New asset classes have been developed, such as infrastructure equity and debt, which are 

available to all workers through workplace default funds and investment options. Along with 
prudent international investments all these factors contribute to improved risk-adjusted 
returns and provide at least marginally reduced exposure to the housing market, where all 
previous non-cash wealth was held for all but the wealthiest.

Compulsory super the key driver

Increases in compulsory super through the Super Guarantee have not only improved equity in 
the holding of financial assets to those who would otherwise not hold such assets, it has also 
underpinned growth in system assets and private savings.

Previous ISA research found very low private savings offsets for compulsory contributions.1

After analysing the historical data on employer and member contributions, and varying rates 
of offsetting, ISA estimates that due to compulsory workplace super between 47 to 58 per 
cent of system assets have been accumulated that would not otherwise be available as 
financial assets to fund retirement income.2

Compulsory super helps share economic growth more fairly

In the last decade wages growth has slowed significantly. It is apparent from the National 
Accounts that in terms of the wage-profit share, capital has disproportionately benefited 
from productivity gains. This has occurred during a period where the Super Guarantee has not 
increased apart from two small 0.25 per cent increments in 2013 and 2014.

Nevertheless, capital market returns have accrued to workers through their superannuation 
holdings ensuring they benefit from the increase in the profit share. Indeed, Chart 2 shows 
that over the long run workers’ exposure to market returns in high performing industry funds 
has outstripped wage compensation around two-fold.3 Further increases in the SG will in the 
event of continued low wages growth ensure workers share in economic gains accruing to 
capital.

1Vidler and Shanker, CAMA Working Paper 65/2014
Industry Super Australia, Funding Australia – Superannuation and the Financial System, Page 10
2APRA, 2007, ‘Celebrating 10 years of superannuation data collections 1996-2006’, APRA Insight Special Edition, 
3Issue 2.; APRA Annual Bulletin; ABS Australian National Accounts: National Income, Expenditure and Product
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Providing income over and above the Age Pension

Funded pension systems take more than a generation to mature. Nonetheless, the 
superannuation system is already an important source of retirement benefits for Australians. 
Benefits paid in recent years have exceeded $100 billion per annum, with income stream 
payments now exceeding lump sum retirement benefits (see chart 3). In 2018-19 this 
represented more than twice the $46 billion in income support for seniors through the Age 
Pension.

However, it is important to note these benefits are not distributed evenly across retirees. 
There remain too many working Australians on low and moderate incomes with insufficient 
super savings who are on the cusp of retirement.

Chart 2 – Super returns vs employee compensation (p.a. and cumulative)

Source:  APRA, 2007, ‘Celebrating 10 years of superannuation data collections 1996-2006’, APRA Insight Special Edition, Issue 2.; 
APRA Annual Bulletin; ABS Australian National Accounts: National Income, Expenditure and Product

Furthermore, with an aging population and more than halving of the working population to 
retirees Superannuation benefits are critical for alleviating pressures on the age pension and 
ensuring it is affordable and sustainable for future taxpayers. 

Chart 3 – Super benefits and government assistance to the aged 

Source:  APRA, 2007, ‘Celebrating 10 years of superannuation data collections 1996-2006’, APRA Insight Special Edition, Issue 2.; 
APRA Annual Bulletin; Australian Government, Budget strategy and outlook: budget paper no. 1: 2001-02 – 2019-20. 

Average Compensation per employee

Industry fund returns

Cumlative average Compensation per employee

Cumlative industry fund returns
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Section 2: When we look at how Australians work, save and 
live a SG at 9.5 per cent is not enough

The case to increase the SG to 12 per cent recognises the reality of how millions of Australians 
actually work, save and live – moving between full and part-time work, self-employment, 
periods outside the workforce, and having to borrow to buy important items such as housing 
and a car.

Because working life is often uneven and unpredictable, maintaining contributions at 9.5 per 
cent means that many people will have average contribution rates much lower than this, 
retiring with a level of income that will not achieve a target replacement rate benchmark of 
at least 65 to 75 per cent of their pre-retirement income. (For more on ‘replacement rates’ see 
Box 1.) 

In this report ISA presents new analysis of retirement adequacy utilising a ‘microsimulation’ 
model of the population with 1334 life paths rather than the 11 cameos used by the recent 
Retirement Income Review (RIR). This approach reveals a range of outcomes in any one income 
cohort representing the diversity that actually exists in the population. This approach reveals 
the true extent of the population that won’t hit retirement benchmarks.  

Chart 4 shows ISA’s estimates for the replacement rates for a 9.5 per cent SG rate. The chart 
shows that across the income distribution, a large number of Australians would experience a 
significant drop in their retirement incomes, when compared with their working life incomes.

In addition, the chart demonstrates three key insights about the distribution of replacement 
rates under a 9.5 per cent SG:

1. Lower income Australian households (deciles 1-3) primarily receive their retirement  
 income through the Age Pension, rather than from superannuation. For these households  
 the pension is either very close to or in some cases greater than their pre-retirement  
 income. 

2. Middle-income households (deciles 4-7) experience significant drops in their retirement  
 income under a 9.5 per cent SG rate. This is because they have sufficiently high levels  
 of income to receive only a part Age Pension - but their super savings are not sufficient  
 to maintain their living standards from their working life. 

3. Higher income households (deciles 8-10) that receive little or no Age Pension tend to  
 fall below the notional benchmark due to having high pre-retirement incomes. Generally  
 speaking, these households will still enjoy a relatively comfortable standard of living in  
 retirement, though not as high as during their working lives.

These results reveal the extent to which the Retirement Income Review (RIR) overstated 
retirement incomes. The RIR concluded that subject to certain conditions and assumptions, 
an SG rate of 9.5 per cent is sufficient to maintain living standards. We disagree. The RIR 
overstates the retirement income outcomes that many retirees will experience if the SG 
remains unchanged.

Compare the pair: Jane at retirement

While retirement income modelling can get very complicated very quickly, the reasons why 
the Retirement Income Review overstates retirement incomes are actually quite intuitive. To 
highlight this, we show below a hypothetical comparison between two women both of whom 
we call Jane. 

On the left is Jane as seen by the Retirement Income Review (‘RIR Jane’). On the right is what 
the evidence tells us a typical Jane would actually be like (‘Real Jane’). The contrasts are striking.

Chart 4 – Replacement rates with a 9.5 per cent SG rate (ISA estimates)

Source: ISA modelling
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COMPARE THE PAIR
Real JaneRIR Jane

RIR Jane is approaching retirement. 
Unlike most women, RIR Jane has been 
in continuous employment for 40 years. 
She could afford full-time childcare for 
her two children, requiring very little time 
away from her employment in a job that 
attracted SG. 

From the first year in the workforce 
RIR Jane began to think about how she 
could better afford to retire. Despite 
other financial priorities she has extra 
income to make additional salary sacrifice 
contributions to her super account every 
single year till she retires. This helps to 
boost her final super balance, giving her 
a higher income in retirement than she 
would otherwise have.

Having been in continuous employment 
for 40 years in a high-paying job, Jane has 
been able to pay-off her mortgage and 
other personal loans prior to retirement. 
As a result she can use all of her super 
savings to support a retirement income 
that closely resembles her income prior 
to retirement.

Real Jane has lived on relatively low wage 
levels for most of her life. She still owes 
some money on her mortgage. She has 
a number of outstanding personal loans 
that were necessary to enable her to 
buy a car and for some essential home 
maintenance. Having access to her super 
means she can clear most of these debts. 
This will give her some peace of mind, 
but much less to spend when she stops 
working. 

At age 55 Real Jane begins to think about 
her finances at retirement. Unlike RIR Jane, 
she has had no capacity to make salary 
sacrifice contributions until her mid 50’s 
and will only make such contributions 
intermittently when she can afford to.

Real Jane is also approaching retirement. 
Unlike RIR Jane, she has been in 
employment that attracts SG for only 
30 years out of 40. She spent 10 years in 
total looking after young children and 
an ageing relative. During that 10 years 
she held a number of part-time jobs in 
retail that paid less than $450 per month, 
meaning she wasn’t entitled to SG.
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The Government’s flawed retirement income modelling

Unfortunately, recent modelling by the Government’s Retirement Income Review has not 
taken account of the realities highlighted by comparing RIR Jane with Real Jane. As noted 
above, this leads it to argue that an SG rate of 9.5 per cent is enough for most people.

ISA has estimated the extent to which each of the unreasonable assumptions made by the 
RIR has contributed to inflating the retirement incomes that would be generated by a 9.5 per 
cent SG. Chart 5 below presents our headline results for the median retiree.
.
Chart 5 – Comparison of replacement rates: RIR vs ISA (median retiree) 

Source: Industry Super Australia RIR report, page 4

Having chosen to adopt a series of unreasonable assumptions that artificially boost the 
outcomes generated by 9.5 per cent, the Review estimates that retirees will be able to 
maintain 84 per cent of their pre-retirement income when they stop work – their ‘replacement 
rate.’ This would be well above the target replacement rate of 65 to 75 per cent adopted by 
the RIR.

Using more reasonable assumptions we estimate that an SG at 9.5 per cent will achieve a much 
lower replacement rate of 55 per cent. With an SG at 12 per cent, the replacement rate is 
higher at 62 per cent.

ISA has previously released a detailed discussion paper identifying and quantifying the RIR’s 
modelling fallacies.1 

1 That paper can be found https://www.industrysuper.com/assets/FileDownloadCTA/210317-Assessing-the-Retirement-Income-Review-model-
ling_Final.pdf 

Box 1: Why ‘replacement rates’? 

There are two main ways of thinking about what makes for an adequate retirement 
income: a ‘budget standard’ or a ‘replacement rate.’

A budget standard is a level of income required to purchase a specified basket of goods 
and services. ASFA currently calculates a budget standard, using dollar amounts to 
identify a ‘modest’ and ‘comfortable’ lifestyle in retirement. While this approach has the 
advantage of using dollar figures that are easy for most to understand, the judgements 
used to reach those amounts are subjective. In particular, the goods and services chosen 
for inclusion in the basket may suit some but not others. 

An alternative metric for assessing whether the retirement income system maintains 
living standards in retirement is a ‘replacement rate.’ A replacement rate compares 
income in retirement with income while working. It does not depend on constructing an 
arbitrary basket of goods and services. What matters is achieving a reasonable balance 
between living standards in working life and retirement, not what retirees choose to 
purchase and consume.

The RIR uses a replacement rate benchmark of 65-75 per cent of disposable working life 
income to assess the adequacy of retirement incomes.  

In this paper we refer to retirement income outcomes being:
 • ‘Above benchmark’ – above a replacement rate of 75 per cent 
 • ‘At benchmark’ – a replacement rate of between 65 and 75 per cent
 • ‘Below benchmark’ – a replacement rate below 65 per cent
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Section 3: Increasing the SG to 12 per cent will improve 
retirement outcomes  

Increasing the SG rate to 12 per cent as currently legislated will improve retirement income 
outcomes across all households. 

Better retirement income

It is obvious that increasing compulsory savings rates will improve retirement incomes across 
all income levels. Chart 6 demonstrates the improvement that results from increasing the 
Superannuation Guarantee (SG) rate. In all deciles of retirees, an SG rate of 12 per cent will 
increase the proportions who at least achieve the replacement rate benchmark of 65 to 75 per 
cent. 

Those in the third to sixth income deciles are among those who will benefit most. The lowest 
income deciles do not benefit as much because their replacement rates are driven largely by 
the value of the Age Pension. Those in the tenth decile experience the lowest proportionate 
increase because their pre-retirement income levels are relatively very high, and they are more 
likely to make voluntary contributions to their superannuation accounts.  

Chart 6 – Change in the proportion of retirees who are either at or above the replacement 
rate benchmark

Source: ISA modelling

Increasing the SG will benefit many low-paid and disadvantaged groups 

ISA analysis of tax data shows that the increase to 10 per cent, scheduled in July 2021, will 
tend to disproportionately benefit low-income earners, younger workers and women. If the 
scheduled increase does not proceed these groups also have most to lose, since they are less 
likely to make additional contributions to their super. 

We have estimated that out of the 10.3 million people who will be eligible for compulsory 
super contributions in the next financial year, around 6.1 million will see their contributions 
increase from 9.5 to 10 per cent. Of these, three groups will benefit most.

Women workers: Of the 6.1 million workers who will receive the scheduled SG increase in 2021, 
most will be women – 3.2 million compared to 2.9 million men. However, because men tend to 
be paid more than women, the increase will generate more in dollar contributions by men than 
women.

Lower income earners: Around 63 per cent of those who will benefit from the SG increase are 
on wages below $70,000. Occupations that will benefit most include labourers, sales workers 
and drivers.

Younger workers: More workers aged 20 to 29 years will benefit from the SG increase than 
in any other age group. This will assist younger workers who have exhausted or drastically 
reduced their super savings by using the Early Release scheme to rebuild their balances. 
(See Box 2)
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Box 2: Effects of COVID-19 

During early 2020 the COVID-19 pandemic led to a rapid deterioration in global 
investment markets. This negatively impacted super account balances, resulting in 
a loss in value and lower returns.

The Government’s temporary Early Release measures that allowed some members 
to withdraw up to $20,000 from their super have further impacted balances – 
particularly for those in low-income groups.

Just over 3.5 million individuals (approximately 1.96 million males and 1.54 million 
females) or around a quarter of the workforce applied for early access to their 
superannuation withdrawing a total of $36.4 billion.4

Most individuals who applied for early release are aged under 35. ISA estimates 
that around 690,000 superannuation accounts were wiped out. Women account 
for around 43 per cent of applications but 48 per cent of wiped out accounts, 
reflecting lower accumulated balances on average.  

Further, because of the cumulative nature of compound investment returns, the 
impact on retirement balances is greatest for younger cohorts. A 30-year-old who 
withdraws the full $20,000 could have around $80,000 less in superannuation in 
wage-deflated terms by the time they retire.  

Increasing the SG rate to 12 per cent will be important in helping these individuals 
who have accessed their superannuation early to rebuild their retirement savings.

4 Total withdrawn until 31 January 2021 data from APRA https://www.apra.gov.au/covid-19-early-release-scheme-issue-36 

Abandoning SG increases won’t necessarily lead to compensatory wage increases

Superannuation contributions are part of workers’ overall compensation packages. However, this 
does not necessarily mean that cancelling a legislated increase will lead to increased wages in 
compensation.

The argument that cancelling SG increases would lead to higher wages was used in an attempt to 
justify the Government’s decision in 2014 to delay increasing the SG to 10 per cent in July 2015. At 
that time the rate was scheduled to increase to 12 per cent in 0.5 per cent increments by 2019.

To test if cancelling SG increases leads to higher wages ISA examined wage outcomes struck in 
enterprise bargaining agreements (EBA) in the period when the scheduled increases were binding 
on employers, and then subsequently when they were not
 
Our key findings were: 

 • The average wages growth in agreements certified just before the 2013 election   
  under the legislated schedule was around the same as agreements certified after the   
  budget announcement to freeze the SG at 9.5 percent. 
 • The average remuneration increase (inclusive of wages and super) was higher for   
  agreements certified before the 2013 election: 3.57 per cent p.a. compared to 3.28 per   
  cent p.a. for agreements after the freeze. 
 • Analysis of subsequent agreements shows there was no ‘catch up’ wage increase for   
  agreements certified before the 2013 election compared to those certified afterwards.
 • The wage outcomes observed in the different periods were not sensitive to the   
  economic conditions.
 • There is evidence the involvement of unions mitigated remuneration losses. 
  EBAs negotiated without union representation fare relatively worse, with average   
  annual growth in remuneration across the two pause periods falling 0.42 per    
  cent compared to 0.225 per cent for those EBAs negotiated with union representation.  

In summary, there was no increase in wage growth when the SG pause came into effect. With 
the loss of the increased employer contributions, employees were simply left worse off.1 

1 ISA’s full analysis is available here: 
https://www.industrysuper.com/media/no-magic-wage-rise-wage-response-from-pauses-to-the-sg-rate/
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Section 4: A higher SG will help retirees cope with risks to 
retirement income

Projecting retirement incomes is an inherently hubristic exercise, the future is uncertain and 
we only have to look at the effect of the COVID-19 pandemic to see that there are risks to 
retirement incomes that we have not yet imagined. 

Despite this uncertainty, it is common for analysis of retirement incomes to assume that the 
future will be relatively unchanged from the present. For example, the RIR’s recommendation 
that the SG remain at 9.5 per cent assumes that key Commonwealth policy supports for 
retirement will remain unchanged for decades to come. This approach ignores the risk that 
future governments may attempt to implement adverse policy changes in response to 
changing economic conditions. 

The risk is real and should not be discounted. In the event of less Commonwealth support, and 
increased expectations that retirees provide for themselves, increasing the SG to 12 per cent 
will enable more to maintain their living standards and dignity during retirement.

This section examines three areas of risk. This is not a comprehensive analysis of risks to future 
retirement incomes, but it does outline how three ‘known unknowns’ show that it is prudent 
to have additional retirement income savings.

An increased SG will reduce the risk that increased aged care costs will reduce retirement 
incomes

Over the next 40 years, the number of people in Australia aged 40 years and over is expected 
to almost triple, reaching around 7 million by 2055. In particular, a growing proportion of this 
7 million will be aged 85 years and over – the cohort most in need of aged care. And as our 
population ages, the costs of delivering the quantity and quality of aged care that Australians 
expect – including those recommended by the recent Royal Commission into Aged Care 
Quality and Safety – will continue to rise. 

Economists from Deloitte and the Grattan Institute have estimated that by 2025 the sector will 
need slightly more than $8.7 billion extra each year to meet new standards recommended by 
the Royal Commission.5  By 2030, when all reforms are in place, this additional cost would grow 
to $15.5 billion per year. 6 The additional funding will be needed on top of the current annual 
spend on the system – which was $27 billion in 2018-19.7 

In addition to funding an increasing quantity of aged care, pressure to improve the quality 
of care is likely to intensify. Many Australians have been shocked by widespread deeply 
concerning evidence of substandard care reported to the Royal Commission, and it is likely that 
the Commission’s recent report will continue to fuel public demands for improvements in care 
quality.8  However, meeting these demands and expectations will require extra funding. 

The Royal Commission considered a variety of measures to fund reforms to the aged care 
system.

Commissioner Briggs recommended the government introduce legislation by July 1 2022 that 
establishes an aged-care improvement levy of 1 per cent of taxable personal income. She stated 
in the Final Report:

 ‘The retirement income policy framework – which includes substantial taxation  
 concessions – is designed to provide older people with an adequate income to meet  
 these costs. The taxpayers who have funded the taxation concessions should not also  
 be required to fund these costs through the aged care system. These costs should  
 continue to be funded from the retirement income stream that is supported by the  
 taxation concessions.’ 9

If implemented, a new levy system would still require retirees to have access to sufficient 
savings to help fund ordinary living costs. For many retirees, and particularly those on lower 
incomes during their working lives, an SG rate at 12 per cent will make it easier to meet those 
costs.

If not implemented, there will be an increasing emphasis on retirees themselves to meet at 
least some of the additional costs of more and better quality care. Increased savings from a 
higher SG rate will help many to meet those costs and have a healthier and more dignified 
retirement.   

5 https://www.theguardian.com/australia-news/2021/mar/03/australias-aged-care-system-could-require-extra-9bn-per-year-to-adopt-royal-commission-
reforms 
6 Ibid.
7 Royal Commission (2021) Final Report: volume 1, p. 63.

8 Royal Commission (2021) Final Report: volume 2.
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9 Royal Commission (2021) Final Report: volume 3B, p. 816
10 Ibid, p. 123
11 2017-2018 figures. Ibid, p. 203
12 Budget Measures, Budget Paper No.2, 2014-2015, 13 May 2014

An increased SG will assist in paying off housing debt and improve living standards for 
renters in retirement

Home ownership rates have been falling over the past 40 years, as house prices have risen and 
younger people have delayed entry into the workforce. Though overall ownership rates have 
declined only slightly, from 70 per cent in 1981 to 67 per cent in 2016, the picture is uneven 
across age cohorts. Among those currently aged 55 and above, ownership rates remain high. 
Among those aged between 25 and 34 years, rates fell from 61 per cent in 1981 to just 44 per 
cent in 2016. 10

While most Australians currently retire as outright owners of their home, around 10 per cent of 
households aged 65 and over have a mortgage.11 Future levels of mortgage debt at retirement 
may increase as house prices continue to rise and today’s younger workers buy homes later in 
life than previous generations. Higher super balances at retirement as a result of a 12 per cent 
SG rate will help retirees settle their mortgage debt. While using super savings to pay off an 
outstanding mortgage will reduce the associated pension income, it will increase eligibility for 
the Age Pension and secure a valuable asset in retirement that could be accessed to boost 
incomes.

Renting in retirement is a key source of financial stress for retirees who do not own their 
own home. Current levels of Commonwealth Rent Assistance are insufficient to cover most 
market rents, so many retirees who rent have to find the extra money elsewhere. Should rates 
of renting in retirement increase, and levels of Commonwealth rent support not become 
significantly more generous, more Australians in retirement will need higher super balances and 
related pension incomes to manage the cost of keeping a roof over their heads. 

Increasing the SG will help support retirement living standards if Age Pension funding is 
reduced

The COVID-19 pandemic has made the future policy environment for the retirement income 
system even more uncertain than usual. Australia, like many other countries, has responded to 
the economic shock of the pandemic with unprecedented increases in government spending 
aimed at supporting businesses, jobs and incomes.

However, as the economy returns to growth, we can expect to see measures aimed at budget 
repair. The Age Pension is one of the costliest items in the federal Budget, comprising 10 per 
cent of total Commonwealth spending in 2017-18. As such it is an important potential source 
of budget savings. 

In recent years governments have made several attempts to reduce the long-term cost of the 
Pension – some successful, some not.

 • The Pension age has been increased from 65 to 67 years. Plans to increase it further  
  to 70 years were shelved in 2018. 
 • In 2014 the National Commission of Audit established by the Abbott Government  
  recommended changes to Pension indexation and eligibility with the aim of reducing  
  the real cost of the Pension over time. 
 • The 2014-2015 Budget also looked to the Age Pension to fund budget savings.  
  Proposed measures included indexing the Pension by the Consumer Price Index,  
  increasing the qualifying age to 70 and tightening the assets test deeming rate  
  thresholds. 12

While neither the Commission’s recommendations nor the Budget measures were 
implemented, they remain live options for any future government aiming to reduce spending. 

Compared to Commonwealth programmes such as the Age Pension, the SG is a more resilient 
means of supporting retirement living standards. While Commonwealth programmes are at 
constant risk of adverse change as governments respond to periodic fiscal pressures and new 
political priorities, additional contributions banked by workers as a result of a higher SG rate 
cannot be clawed back. 
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Box 3: Super for housing? 

One claimed solution to the current crisis of high and rising house prices is to encourage 
people to raid their retirement savings to help pay a deposit. However, a recent report by 
ISA has shown that doing so would be bad for aspiring homeowners, bad for retirees and 
bad for taxpayers.

Expert opinion is against using super to help buy housing

Simply giving additional cash to first home buyers for a deposit will fuel further house 
price rises because, under current policy settings, new demand will outpace supply – 
particularly in the cities where many new buyers want to live. This is among the reasons 
why a range of experts – including the Retirement Income Review and a Senate inquiry 
into affordable housing – have rejected ‘super for housing’ schemes. 

On schemes that involve providing additional cash to first-home buyers, former ANZ 
Chief Economist Saul Eslake has observed: “It’s hard to think of any government policy 
that has been pursued for so long, in the face of such incontrovertible evidence that it 
doesn’t work, than the policy of giving cash to first home buyers in the belief that doing 
so will promote home ownership.”

‘Super for a house’ will impose extra costs on taxpayers and retirees

Early withdrawals of super for a house will mean reduced savings at retirement, potentially 
adding billions to the cost of the retirement income system as entitlements to the Age 
Pension increase – putting pressure on taxes to rise to pay for them. Retirees will also have 
less income from their super, with increased Pension entitlements making up only around 
one-third of the loss. 

‘Super for a house’ would ignite house prices across our biggest cities 

ISA has estimated the impact of ‘super for a house’ on median house prices in each of 
Australia’s eight capital cities. Median house prices in Australia’s five biggest cities could 
increase by between 8 and 16 per cent. Across all our capital cities ‘super for a house’ 
would see median prices rise by at least five-figures. ISA’s report, “Super Bad: Why super 
for a house will hurt first home buyers”, can be downloaded here.

Section 5. Increasing the SG is the most efficient and 
affordable way to improve retirement outcomes 

Increasing the SG is an efficient means of increasing nearly everyone’s retirement savings

The SG has a number of characteristics that make it an efficient means of securing savings for 
a better retirement:

• It is compulsory and applied to nearly every employee at a single minimum rate. As 
such it avoids the costs of implementing and policing complex carve-outs based  
on industry and/or occupation. 

• Once contributions are made, there are few circumstances under which early   
withdrawals can be made. This contributes to building and maintaining asset scale  
during the accumulation phase, helping to increase the contribution that   
superannuation makes to retirement incomes and relieving pressure on public  
expenditures to fund retirement.

• It enables millions of individual workers, who would otherwise be unlikely to make  
good individual investment decisions at reasonable cost, to gain access to at-scale     
portfolios of diverse assets with global reach.  

In short, the SG ensures that nearly every employee will save for their retirement. Increasing 
the SG rate will increase the savings available to nearly every employee when they come to 
retire.
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13 https://www.industrysuper.com/assets/FileDownloadCTA/Ditching-12-SG-to-bring-33bn-higher-Pension-bill.pdf 

14 https://www.industrysuper.com/media/super-savings-to-the-budget-rice-warner-report-reveals/

Box 4: The costs of weakening compulsion

In a speech to a Council of the Ageing event in 2021 the Treasurer made a number of 
comments suggesting that the Government may make future increases to the SG rate optional 
for those who wish to contribute less. He stated:

‘…our system has considerable flexibility if you want to save more for your retirement. But 
there is very limited flexibility if a person needs to save less…providing Australians with more 
flexibility should not be seen as an attempt to undermine the system overall.’ 

However, the Treasurer was silent on the costs of this ‘flexibility.’ Allowing workers to 
contribute less than the SG rate would mean:

 • Workers paying more tax. Super contributions are taxed at a lower rate than wages.  
  The more a worker takes their remuneration as wages instead of super, the more  
  tax they will pay. ISA analysis indicates that up to two-thirds of any wage increase  
  workers may receive from opting-out of the full SG rate could be lost in higher  
  taxes and reductions in other government support payments. Modelling by actuarial  
  firm Rice Warner reveals an additional $33 billion in age pension costs over coming  
  decades if the SG rate is not increased. 13

 • Workers retiring with less. Fewer contributions mean less super savings at retirement  
  – meaning fewer choices available to retirees about how they live and spend their  
  free time – and increased likelihood they will have to sell assets to fund retirement.  
  ISA analysis shows that foregoing currently planned increases to the SG rate would  
  result in a 30-year-old couple today retiring with $170,000 less. For many retiring with  
  less will mean increased reliance on the Age Pension, with added pressure to increase  
  taxes to fund greater Pension expenditures

Increasing the SG to support retirement incomes is more affordable for government than 
increasing public spending 

The SG, complemented by a means-tested Age Pension, imposes significantly lower cost on 
the Commonwealth budget than providing similar retirement incomes solely via the Pension. 
After allowing for all tax and expenditure impacts, the Budget would be $17.3 billion worse off 
in 2020, and $98.6 billion worse off in 2058 (in inflation-adjusted dollars) if the government had 
to fund retirement incomes with the Age Pension alone.14 

If the legislated 12 per cent SG was revoked and the SG frozen at 9.5 per cent there would be 
a modest budget benefit in the short term, thanks to higher taxation revenue. But this would 
be offset in the long run by lower tax on superannuation earnings and higher Age Pension 
expenditure. As more people retire without the benefit of the legislated super boost, Pension 
costs climb up billions each year – rising to an extra $33.3 billion (in today’s dollars) over the 
period to 2058.15  

According to OECD modelling, Australia’s Pension spending will be amongst the lowest of 
member countries if the legislated SG increases go through (see Chart 7). 

Chart 7 – Public pension spending in OECD countries, 2015-2050

Source: OECD 201915  https://www.industrysuper.com/assets/FileDownloadCTA/Ditching-12-SG-to-bring-33bn-higher-Pension-bill.pdf 
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Section 6: Increasing the SG to 12 per cent will boost
Australia’s economy 

Previous sections of this paper have shown that increasing the SG to 12 per cent is necessary to 
ensure better retirement outcomes for future retirees. In addition to contributing to a better 
quality of life in retirement, a higher SG will also help to drive broader economic benefits 
across the Australian economy. This is because over the past 30 years the SG has become a 
significant source of national savings that are used to support investment in new businesses, 
new technologies and skills, and new jobs. 

Superannuation savings held by millions of workers and retirees are now the second largest 
type of household asset, after ownership of the family home. Australian super assets have  
grown to approximately $3.2 trillion in size – or 150 per cent of the entire Australian economy. 
They have become a major source of investment, growth and economic stability. Increasing 
their size by increasing the SG to 12 per cent will enhance those roles even further.  

The economic benefits of 12 per cent

To help quantify the economic impacts of increasing the SG to 12 per cent for the broader 
economy, leading economic consultants ACIL Allen have modelled how the resulting increases 
in savings will benefit Australia over time. 16  They have found that if increases to the SG 
proceed as planned, in 2040 a 12 per cent SG rate will:

 • Increase our Gross Domestic Product by nearly $12 billion
 • Increase investment by nearly $10 billion
 • Increase exports by $4.5 billion
 • Increase full-time equivalent jobs by 10,000
 • Increase real wage levels by 40 basis-points 

These important benefits for businesses and workers across the Australian economy will be 
lost if the SG rate remains below 12 per cent. An important source of future growth will have 
been squandered, with lower output, exports, jobs and wages than would otherwise be the 
case. The debate about the SG rate is therefore not only about how much money future 
retirees will have to live on. It is also about how we secure the growth we need to support the 
jobs and living standards we all want in the decades ahead.

How increasing the SG rate benefits the Australian economy

The process by which increasing the SG rate helps to increase growth, jobs and wages can be 
understood by breaking it down into a number of stages:

Increasing national savings

The more we save as a nation, the more we can self-fund the investment needed to grow the 
economy, support the development of new world-class industries, export more, and increase 
the supply of good quality well-paid jobs. The superannuation system has already played a key 
role in increasing our national savings. A 2011 study by the Australian Treasury has shown that 
compulsory saving via superannuation has increased our saving rate by up to 2 per cent. If we 
increase the SG rate to 12 per cent, that saving rate will rise to 3 per cent by 2050.17  

Increasing investment and productivity 

More national savings means we are less reliant on borrowing from abroad, and there are more 
domestic funds available to invest. This will tend to lower the cost of borrowing and of capital, 
increasing the willingness of businesses to invest in new capacities, technologies and skills. New 
capital formation will increase the ratio of capital to labour, increasing productivity and the 
cost-competitiveness of Australia’s exports to the rest of the world.

Chart 8 shows how increasing the SG to 12 per cent will boost investment, by nearly an extra 
$10 billion in 2040.

16 
The full report by ACIL Allen is available here. https://www.industrysuper.com/media/acil-allen-report-economic-impact-of-increasing-the-super-guarantee-rate/

Chart 8 – Impact of 12 per cent SG on investment in Australia
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Chart 9 – Impact of 12 per cent SG on employment in Australia

Chart 10 – Impact of 12 per cent SG on real wages in Australia

Increasing productivity via greater investment in new technologies and skills is key. It is the 
primary determinant of global market-shares, profits, wages and living standards. Increasing the 
SG to 12 per cent will help to provide the funding sources needed to modernise and diversify 
Australia’s productive economic base. 

A fuller discussion of the broader role that investments by industry superannuation funds play 
in supporting economic and productivity growth in Australia is presented in ISA’s recent report, 
‘Super in the Economy.’18

Supporting economic stability and resilience

The larger pool of national savings provided by SG contributions not only provides a larger 
pool of funds for investment, it helps to make the Australian economy more resilient. It makes 
businesses less reliant on overseas capital. It reduces overseas debt levels and fortifies the 
economy so that it can better withstand periods of financial crisis and periodic shocks, such as 
the 2008 global financial crisis and the COVID pandemic.

The role of our superannuation system in helping to fund and stabilise the economy was 
acknowledged by the Financial System Inquiry:

 The system has considerable strengths. It plays an important role in providing long- 
 term funding for economic activity in Australia both directly and indirectly through  
 funding financial institutions, and it contributed to the stability of the financial  
 system and the economy during the global financial crisis.’ 19 

This stabilising role helps to support broader business confidence and employment, reducing 
the impact of external shocks and helping the economy to recover from these shocks faster 
than it otherwise may.

Boosting employment and wages 

As the economy grows due to the additional capital that comes from additional super savings, 
productivity increases as the economy’s ratio of capital to labour increases. As a result, the 
demand for labour grows, increasing employment and the level of real wages.

Charts 9 and 10 show the impact of increasing the SG to 12 per cent on levels of employment 
and real wages between 2020 and 2040. 
 
 

17 Gruen, D. and L. Soding (2011) Compulsory Superannuation and National Saving, Australian Treasu
18 https://www.industrysuper.com/media/super-in-the-economy-2020/
19 Financial System Inquiry (2014) Final Report, p. xvii ry.

In their report, ACIL Allen note that the negative impact on jobs in the early years shown in 
the chart does not mean that people will lose their jobs following an increase in the SG rate. It 
means a very slightly smaller number of jobs will be created. The peak negative effect in 2023 is 
around 500 jobs. Putting this number in perspective, the total number of jobs in the economy 
is around 13 million and FTE employment typically increases by around 250,000 per year.
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The results relating to long term increases in real wages as a result of increasing the SG to 12 
per cent are particularly important. There has been an ongoing debate about how and to 
what extent increasing the SG will result in lower wages. Arguments that it will, and so further 
SG increases should be abandoned, ignore the broader and longer-term impact of a higher 
SG increase on levels of saving, investment and growth across the Australian economy. These 
broader impacts will support rising wage levels. ACIL Allen conclude:

 ‘Contrary to much of what has been said in the public debate on the rise in the 
 SG rate, apart from a very small and very short-lived effect, there is no trade-off  
 between higher superannuation contributions and higher wages. In fact, an increase 
 in the SG rate, because it will lead to more capital accumulation and a bigger  
 economy, will lead to higher real wages.’ (p. ii)
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