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KEY FINDINGS 

• Increasing the superannuation guarantee rate reduced voluntary private household saving. The findings are consistent 
with behavioural models, which suggest that when the superannuation guarantee rate increases, people have less 
incentive to save by themselves because they know employers are saving more on their behalf.  

• The documented substitution effect between super and other savings was significantly less than one. This means that for 
every dollar increase in compulsory superannuation, the associated decrease in private saving was less than a dollar – 
which implies a net overall savings increase. 

• Increases in compulsory superannuation contributions were associated with lower household saving, mostly due to higher 
mortgage repayments.  

• Increases in compulsory superannuation contributions, however, were associated with significant increases in overall 
household wealth, mostly in the form of super and housing wealth.  
 

This Research Brief summarises the results of the study by the Monash Centre for Financial Studies into the relationship 
between the compulsory Super Guarantee and private household saving(s). The study was commissioned for the Retirement 
Income Review by the Commonwealth Treasury in 2020.  

Compulsory superannuation is one of the three pillars of Australia’s retirement income system. The other two pillars are a 
means-tested age pension, and voluntary private savings (which includes home ownership, bank accounts and other private 
investments). Compulsory superannuation contributions in Australia are made by employers under the Superannuation 
Guarantee (SG), currently set at 9.5 per cent of wages and salaries. 

This report focuses on the extent to which the existence of compulsory superannuation – and increases in the compulsory 
superannuation rate – might affect households’ voluntary savings. 

 
 

For more information, please contact:  Dr Ummul Ruthbah 
Senior Research Fellow | Monash Centre for Financial Studies | Monash Business School  
Email: ummul.ruthbah@monash.edu – Tel: +613 9903 8318 

 

The full version of this research report is available on our website. 
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INTRODUCTION 
Australia’s system of compulsory employee 
superannuation is often cited as a success story, with 
almost three trillion dollars in personal retirement savings 
accumulated over recent decades. But could the benefits 
of the so-called superannuation guarantee be overrated? 
The question arises because of a risk that compulsory 
superannuation might lead many people to reduce other 
forms of saving – thus offsetting or negating the benefits 
of a policy that costs the government billions annually in 
tax concessions. 
So, to what extent do Australians use their compulsory 
super as a substitute for other forms of household 
savings? And what are the public policy implications? 
Researchers at the Monash Centre for Financial Studies 
in Melbourne recently completed an extensive 
investigation of these questions for the federal Treasury. 
The study used the Household, Income and Labour 
Dynamics in Australia (HILDA) survey data – Restricted 
Release 18 – on more than 9,000 Australian households 
from 2005 to 2018. A summary of the findings is 
presented in this Research Brief. 

AUSTRALIA’S SUPERANNUATION SYSTEM 
The Australian retirement income system is regarded as 
one of the world’s best, ranked fourth behind those of the 
Netherlands, Denmark and Israel by the Mercer CFA 
Institute Global Pension Index in 2020 in terms of 
adequacy, sustainability and integrity.  
Australia has the fastest-growing private pension savings 
system in the world1. The value of total assets managed 
by Australian superannuation funds grew from A$73 billion 
in 1989 to close to A$3 trillion in June 2020, making it the 
fourth largest system globally. 
However, aspects of the system have come under scrutiny 
in recent years, prompting the Australian Government to 
commission a review in September 2019. 
Compulsory superannuation is one of the three pillars of 
Australia’s retirement income system. The other two pillars 
are a means-tested age pension, and voluntary private 
savings (including home ownership, bank accounts and 
other private investments). Compulsory super 
contributions are made by employers under the 
superannuation guarantee (SG). 
The mandatory superannuation guarantee (SG) for 
Australian wage and salary earners was launched in 1992, 
with an introductory rate of 3%. After a series of increases 
                                                           
 
1 Willis Towers Watson: Global Pension Assets Study 2019 

over subsequent years, the SG rate is currently 9.25%, 
and is scheduled to increase to 12% by 2025. Compared 
to other forms of saving, superannuation contributions and 
earnings are taxed at a concessional rate. Withdrawals 
after retirement are tax-exempt, providing an incentive for 
people to save within the super system. 
Additional super contributions can be made by employers 
and by employees through voluntary salary-sacrifice 
contributions and other personal contributions. The 
Government also makes co-contributions to 
superannuation for some lower-income earners. 

For this report, we examined and analysed the interaction 
between compulsory superannuation and voluntary private 
savings. Our primary focus was on the extent to which the 
existence of compulsory superannuation – and increases 
in the compulsory superannuation rate – might affect the 
level of voluntary private household savings. 
 

HOUSEHOLD SAVING AND WEALTH 
The focus of this study is on household saving. Net 
household saving is defined by the Australian Bureau of 
Statistics (ABS) as household net disposable income less 
household final consumption expenditure.  
In this study, we also use household wealth as the stock 
of household savings. A household’s wealth is its net 
worth, calculated as the total value of financial assets 
(including super) and non-financial assets less all 
household debts. 
The Wealth module was introduced into the HILDA survey 
in Wave 2 in 2002 and has been repeated every four 
years since. The module covers a detailed measure of 
households’ assets and liabilities, allowing us to examine 
the change in households’ wealth as an indicator of 
household savings.  
As it can be seen from Figure 1, over the years, super 
balance has grown to be a significant part of household’s 
financial assets and of total wealth. At the same time, 
household debt has risen substantially too, to finance 
growth in property assets. In 2018, the mean net worth of 
Australian households included in HILDA was over 
$936,000, including more than $241,000 in super balance. 
These households, on average, had almost $200,000 in 
debt. 
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Figure 1: Australian Household Net Worth - Source: HILDA data 

Over the last 15 years, while household disposable 
income was constantly rising, from $57,237 in 2005 to 
$97,612 in 2018, during the same period, SG coverage 
was not that stable, see Figure 2. From 2008, in the post-
GFC period, we could observe a downward trend in the 
proportion of individuals having access to the SG. The 
coverage, however, has been improved since 2016. 
Approximately, 58.4% of survey individuals were eligible 
for SG in 2018. 

 
Figure 2: Australian household disposable income, wealth and 

SG access - Source: HILDA 

Due to differences in the timing of the release of national data 
on household income and household wealth, our analysis of 
household saving is on an annual basis, while the wealth 
analysis is based on data observed every four years. 

 

                                                           
 
2 For details of the methodology, please refer to the full report on our 
website: http://www.monash.edu/mcfs.  

METHODOLOGY AND DATA 
We examined the impacts of the superannuation 
guarantee on private household saving(s) using three 
different measures of SG for comparative analysis:  

• An SG dummy variable, with a value of one if any 
member of the household received a compulsory 
super contribution from employers 

• The superannuation guarantee policy rate in 
percentage terms  

• The compulsory employer super contribution in 
dollar terms.  

We used two measures of saving(s). The first is a flow 
concept, where saving is defined as the difference 
between household disposable income and final 
household consumption (including rental payments and 
mortgage repayments). The second measure uses the 
household’s wealth as a proxy for accumulated savings, or 
the stock of savings. Both are measured in dollars. 
Data for the study was sourced from the HILDA Restricted 
Release 18, which collects information about households’ 
disposable income and expenditure annually, and 
household wealth-related data at four-year intervals. Our 
analysis period is from 2005 to 2018. 
A household’s saving will depend on its socio-
demographic characteristics (for example, age, household 
size, marital status, occupation, location, income level, 
home ownership and financial constrained status etc.), 
and any policy instrument targeted to influence their 
saving behaviour – in this case, SG.  
We, therefore, ran regression models of household saving 
and household wealth on different measurements of SG, 
controlling for households’ socio-demographic-economic 
characteristics. Our models also incorporated the possible 
non-linearity between household saving and household 
income, size and age, as reflected in prior studies. The 
government’s 2007 ‘Simpler Super’ reform is included in 
our model as a dummy variable. 
Our results were further checked with heterogenous 
analysis of policy variables on sub-groups and the 
Heckman sample selection model for robustness2. 

 

http://www.monash.edu/mcfs
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FINDINGS 

SG and household savings 
We found no statistically significant difference in private 
voluntary saving between households that received SG 
and those that did not. 
However, we found that increasing the SG rate reduced 
private household saving. The increases of SG from 9% to 
9.25% and 9.5% were associated with a reduction of 
private household saving by 3.2% and 2.3% respectively. 
These findings are consistent with behavioural models. 
When the SG rate increases, people know that employers 
will be contributing more toward their savings, and 
therefore have a reduced incentive to save voluntarily.  
We also found that those eligible for SG had a smaller 
reduction in saving than those who were not when the rate 
changes. 
In addition, we found that changing the SG rate had no 
significant effect on the saving behaviour of households 
that received additional employer super contributions as 
non-cash benefits compared to those that did not.  
Demographic variations of household saving: Similar to 
prior literature, we also documented the impact of some 
demographic factors on household saving behaviour.  
Households saved more as they had higher disposable 
income, but the relationship is non‐linear. The rate at 
which saving increased with income declined at higher 
income levels. 
Saving also declined with the age of the head and size of 
the household, though not at a constant rate. In addition, 
households with married heads and those who were still 
working also saved less. 
We did not find any significant relationship between 
household saving and the gender of the household head. 
However, households with heads who had at least a 
tertiary degree saved less than households with less-
educated heads. 
Demographic variations of the impact of SG: On the 
interaction between demographic factors and SG 
variables, we analysed the saving response of households 
between different demographic groups to SG.  
Having access to SG reduced household saving, and 
households with lower income, financially constrained 
households and homeowners had more of such impact. 
There was also evidence of differing saving responses to 
SG rate changes among households based on marital 
status, age of household head, income level and home 
ownership. 

Increases in SG rate reduced household saving in 
general, and we observed more of such impact for lower-
income households, single households, and renter 
households. Interestingly, households with an older head 
and those with a female head did not reduce their saving 
as much as their counterparts in response to increases in 
SG rate.  

SG and household wealth 
We found that overall access to SG (SGD) had a positive 
effect on wealth. Increasing the SG rate from 9% to 9.25% 
increased household net wealth by 17.5%, and an 
increase from 9% to 9.5% increased net household wealth 
by 53.7%. 

Compulsory employer contributions (CEC) and 
household saving 
We also examined the marginal effect of each additional 
dollar of compulsory employer contribution (CEC) on 
households’ private saving. We found a significant 
substitution between CEC and household saving, with 
each dollar of employer contribution reducing private 
household saving by 43 cents, compared to the findings of 
Connolly (2007) of a 38-cents reduction. This basically 
means that CEC crowds out private household saving, as 
reflected in Figure 3 below.  
A large part of this 43-cent decline in net household 
saving – about 24 cents – came from increased mortgage 
repayments associated with each additional dollar of CEC. 
This finding suggests that compulsory employer 
contributions make households more confident about 
increasing debt-financed property investment, resulting in 
higher mortgage payments and lower net household 
saving. It is inferred that households will be more 
comfortable and inclined to take on property debt, given 
the knowledge that they can access their accumulated 
retirement savings to pay off mortgages in the future. 
Further, as the means-tested age pension system leaves 
the residential home outside the assets test calculation, 
households have an incentive to invest more in their 
primary residence through additions to their home 
mortgage.  

Compulsory employer contributions (CEC) and 
household wealth 
We found that a $1 rise in employer contribution increased 
net household wealth by $2.21, with much of the increase 
– $1.51 – coming from superannuation. Households’ 
equity ownership in property (net of debt) increased by 
$1.21 for every $1 increase in CEC over four years. 
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These findings support the ‘signalling-effect’ theory, which 
holds that compulsory superannuation saving make 
households more confident about increasing their 
leveraged property investment, resulting in higher 
mortgage payments and lower net household saving. 
The boost of $1.51 in superannuation assets resulting 
from one dollar of CEC is explained by accumulated 
compound returns over four years – which is how often 
Australian household wealth data is released by the 
HILDA survey. Investment returns of super funds in 
Australia have been strong in recent decades, averaging 
7.39% annually since 20023. When we changed the time 
frame of our analysis, the magnitudes changed due to the 
variations in investment returns. For example, for the 
period 2010–2014, the effect of a one-dollar increase in 
employer contribution on super balance was only $1.14. 
For the period 2014-2018, the effect was $1.344. 
In summary, we found an increase in compulsory 
superannuation contribution led to a strong boost to 
superannuation balance, more housing wealth 
accompanied by higher mortgage repayments (the 
signalling effect of SG), and a reduction in other wealth 
due to lower private saving (the crowding-out effect of 
SG). Overall, household wealth increased when 
compulsory superannuation contributions increased. 
We found evidence that the magnitudes of substitution 
between the compulsory employer contribution and private 
household saving differed according to whether or not 
people owned their house. Home owners saved 26 cents 

                                                           
 
3 https://www.superguide.com.au/comparing-super-funds/super-funds-
returns-financial-year 

less for each dollar increase in employer contribution 
compared to non-home owners. 
We also documented heterogeneous effects of CEC on 
household wealth by financial hardship. For households 
that are not financially constrained, a $1 additional CEC 
increases their wealth, superannuation assets, property 
and other assets. However, financially constrained 
households enjoyed much less benefit of a $1 increase in 
CEC. 

CONCLUSION 
Australia’s system of compulsory superannuation for wage 
and salary earners has resulted in a huge expansion in 
the nation’s retirement savings accounts since the early 
1990s. But to what extent has this successful expansion 
come at the expense of voluntary household savings?  
Our study confirms there is significant substitution 
between compulsory superannuation savings and 
voluntary savings, with households reducing their saving 
by an average of 0.43 cents for each additional dollar of 
compulsory employer contribution. Part of this decline is 
due to higher mortgage payments, as the accumulation of 
super savings gives households more comfort and 
confidence to borrow for property investment. Crucially, 
however, as the substitution rate between compulsory and 
voluntary savings is significantly less than one, this means 
that compulsory super leads to a significant overall net 
increase in national savings – a principal benchmark for 
the SG policy’s success. 

4 We don’t present these results in this report; however, they can be 
provided upon request.   

 

Annual flow effect (Equation 4) Stock effect over four years (Equation 5)

Positive flow
Negative flow

Signalling effect (+ve)

Super Guarantee contributions
↑$1

Additional employer contributions

Voluntary employee contributions

Private saving in 
other assets

↓$0.43Crowding-out effect (-ve)

Non-super, 
non-housing wealth

↓$0.51

HOUSEHOLD 
WEALTH
↑$2.21

Super wealth
↑$1.51

Private saving in 
housing assets

↑$0.24

Saving in Super

Housing wealth
↑$1.21

Figure 3: Relationship between household saving and wealth 

https://www.superguide.com.au/comparing-super-funds/super-funds-returns-financial-year
https://www.superguide.com.au/comparing-super-funds/super-funds-returns-financial-year
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We also find that net household wealth increased as the 
SG rate increased. A one-dollar increase in compulsory 
employer contribution led to more than a one-dollar 
increase in net household wealth. Most of the boost in 
wealth results from the growth in the superannuation asset 
– on the back of historically high returns produced by 
super funds during the past two decades. Of course, this 
conclusion may not hold for future returns in the event of 
changed market conditions.  
The directions of our findings are in line with established 
theories of household saving. However, the magnitudes 
are different from those found in other studies. 
Overall, our results suggest that the SG has had a positive 
impact on overall household wealth. However, we also 
find that compulsory superannuation has led to a partial 
and unintended reallocation of household wealth into 
property that might not otherwise occur. 
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