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How much superannuation do you need to support a comfortable retirement in Australia? It’s an inherently complicated 
question – possibly more so since the advent of COVID-19 and its economic fallout – yet some experts have in the past 
offered deceptively simple answers. According to calculations by government and industry, a superannuation balance of 
between $545,000 and $570,000 will typically support a comfortable lifestyle in retirement. But new research conducted at 
the Monash Centre for Financial Studies suggests government and industry figures might have significantly understated the 
needs of many Australian retirees. The findings, published here in summarised form, suggest a much higher super balance 
than $570,000 might be needed to sustain a comfortable life in retirement.    
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KEY FINDINGS 
 

• The level of superannuation savings needed to fund a comfortable retirement may have been underestimated by 
the superannuation industry and the Australian Government. 
 

• Age pension eligibility rules provide incentives for a wide spectrum of people to deplete their superannuation 
early, with significant negative consequences for government finances. 
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1. INTRODUCTION 
 

Australia’s retirement income system has three 
pillars – the age pension, compulsory superannuation, 
and voluntary savings. Through its various rules and 
savings incentives, the Government aims for as many 
people as practicable to achieve full or partial financial 
independence in retirement.  
    

There is significant debate over how much super 
individuals need for a comfortable retirement. Some 
experts say Australians are typically well placed (Daley, 
et al., 2018), while others have highlighted how many 
pre-retirement Australians fear they won’t have enough 
savings (Bray & Gray, 2016; ME Bank, 2019).      
 

This study explores two key issues. The first is the 
degree to which Australians can expect a financially 
comfortable retirement under the three-pillars system, 
particularly given recent economic events and the 
increasing pressures on the pension system. It finds many 
Australians may not be well placed.  
 

The second issue relates to the means-tested age 
pension. It is found that pension eligibility rules provide 
incentives for a large spectrum of retirees to tailor and 
contrive their spending patterns to maximise pension 
entitlements, with critical and ever-growing negative 
implications for the federal budget. 

1. METHODOLOGY 
 

The analysis utilises the standard Monte Carlo 
simulation method and historical risk-return data. It is 
assumed an individual will live up to 30 years after 
retirement, with the goal of spending an inflation-
adjusted $40,000 a year. Retirement spending is funded 
by a superannuation balance invested 60% in equities 
and 40% in bonds and other fixed interest securities 
(60/40) and age pension when eligible. In projecting 
possible spending trajectories, risk sequencing is 
considered. And for all analyses, it is assumed the retiree 
is a single male homeowner.  
 

The planning horizon of 30 years from retirement 
takes account of increasing life expectancies. Male 
Australians born in 1954/1955 are expected on average 
to live to 86.4 years, while those born today are predicted 

                                                           
1 Treasury 2015, Intergeneratonal Report.  

to reach 92. Life expectancy for females is several years 
higher in each case1. It was found that increasing the 
planning horizon to 40 years would not change the 
inferences drawn in this study. 
 

Assumptions were made for economic conditions – 
including interest rates, market performance, inflation 
and investment timing – and for model parameters 
including life expectancy, portfolio allocation and 
drawdown strategy. Government rules affecting super 
and pension eligibility, which are subject to possible 
future changes, are also among the key parameters. The 
rules currently state that:  
 

• A single retiree qualifies for a full age pension – 
$24,268 per annum – if his assets (excluding 
home) are worth less than $263,250. Above this 
level, the age pension declines by $78 for each 
$1000 increase in assets and cuts out entirely at 
$574,500. 

• The age pension declines by 50 cents for each $1 
income over $172 per fortnight.  

• The deemed rate of return (income) is 1% for 
assets up to $51,800, and 3% above this level. 

• Superannuation savings of $1,600,000 or less 
are not subject to tax implications. 

• The minimum drawdown rate from 
superannuation is 5% per annum.  

 
Using the above assumptions and parameters, 

simulated outcomes for 10,000 possible risk-return 
scenarios were generated and then averaged.  For each 
simulated scenario, the probability of success (with 
‘success’ defined as living a full retirement without 
running out of money) was calculated. The probability of 
achieving success in any given scenario is expressed as a 
‘success rate’. So, for example, a 74% success rate would 
mean a 74% chance of not running out of money within 
30 years.  

2. ANALYSIS 
 
A comfortable retirement 
 

In findings published in 2019, Australia’s 
superannuation industry body, the ASFA, said a single 
male with a life expectancy of 86 could retire 
comfortably with a starting super balance of $545,000, 
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and spending $43,787 a year. The Australian Securities 
and Investments Commission adopted similar 
benchmarks, suggesting a person retiring at 65 with a 
$570,000 superannuation balance could spend $40,250 a 
year until age 90, after which they would depend entirely 
on the age pension ($24,268 p.a.).   
 
Exhibit 1: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The results of this study cast significant doubt on the 
reliability of those projections. Contrary to the 
Government and ASFA figures, this study’s simulation 
model predicts that a retiree with a $570,000 portfolio 
and a 60/40 asset allocation has a 30% chance of running 

                                                           
2 ABS statistics, 2019. 

out of money after 30 years and a 15% chance of having 
to rely fully on the age pension after just 25 years. This 
prediction is shown in Exhibit 1, Panel A (below), which 
highlights the probabilities of running out of money in 
any year for various superannuation starting balances 
with a 60/40 allocation. 
 

Most retirees in Australia have superannuation (SA) 
balances far below the ASIC-recommended $545,000. 
The average balance of retirees aged 64-75 in 2017-18 
was $402,600, and the median was just $225,2002. This 
study’s simulation model shows a retiree with $400,000 
in super has a 20% chance of running out of money 20 
years into retirement (Exhibit 1, Panel A). The prospects 
are predictably grimmer for the majority of Australian 
retirees with SA balances below the pension-tapering 
threshold ($263,250 at the time of publication). The 
model shows a $260,000 portfolio has a 33% chance of 
running dry after just 15 years. Panels B and C show the 
predicted spending trajectories of retirees with SA 
balances of $260,000 and $570,000, and their relative 
reliance on super savings and pension over time. 
                

These observations have serious implications for 
individual retirees, as well as for the Australian 
Government’s finances.  An increase in the number of 
retirees becoming eligible for the age pension ahead of 
forecasts would generate unanticipated stress on 
government financial resources at a time of already great 
pressure predicted due to the economic fallout from the 
COVID-19 pandemic. 
 
Incentive trap: how the rules reward less saving 
– and more spending 
 

It was found that a higher superannuation balance at 
the beginning of retirement results in higher spending 
during retirement, but not necessarily in proportion to the 
higher value. The present values (PV) of retirement 
spending and pension entitlement at different asset levels 
(as predicted by the simulation) are presented in Table 1 
and Exhibit 2.  
 

As SA balance increases from 0 to $150,000, the PV 
of spending increases by a lesser amount – $144,620 – as 
the retiree becomes eligible for less pension  (-$260). At 
a higher asset level like $400,000 – as the asset increases 
by $50,000 to $450,000 – the PV of spending increases 
by just $25,990 (column 6).  
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Table 1: Present values (PV) of spending and pension entitlements over 30 years at different SA 
balances (in $000s) 

Category    Changes in PV from   
 PV in $000s   previous category Category 1  
 SA balance Spending Pension Spending Pension Spending Pension 
 (1) (2) (3) (4) (5) (6) (7) 

1 0 693.28 693.28     
2 150 837.90 693.02 144.62 -0.26 144.62 -0.26 
3 250 960.89 687.65 123.00 -5.37 267.61 -5.63 
4 300 1010.23 675.81 49.33 -11.84 316.95 -17.47 
5 350 1046.17 655.80 35.94 -20.02 352.88 -37.48 
6 400 1072.16 629.79 25.99 -26.00 378.88 -63.49 
7 450 1090.23 598.75 18.07 -31.05 396.95 -94.53 
8 500 1102.94 564.27 12.71 -34.48 409.66 -129.01 
9 550 1112.00 527.70 9.06 -36.57 418.72 -165.58 
10 600 1119.17 489.91 7.17 -37.78 425.89 -203.37 
11 650 1124.56 458.67 5.39 -31.25 431.28 -234.61 

Note: The present values are calculated using a 30-year (real) long bond rate of 0. 321%. 
 
Exhibit 2: 
 
 
 
 
 
 
 
 
 
 
 
 

 
The relationships of pension and spending to SA 

balance are non-linear. This becomes even clearer with 
reference to Exhibit 2. It shows that as SA balance 
increases from zero, retirees at some asset level (between 
about $160,000 and $350,000) can spend more than the 
increase in their SA balance. And those just above this 
asset level have an incentive to invest part of their SA 
balance in something excluded from the asset test (such 
as principal residence renovations) to qualify for more 
pension. Thus, in circumstances where sacrificing 
current consumption (to build super balance) does not 
lead to an equivalent increase in future spending power, 
pre-retirees have perverse incentives to save less, while 
those in retirement have incentives to spend their nest  

 

 
eggs on unproductive or unnecessary consumption to 
qualify for more pension (Bütler, Peijnenburg, &  
Staubli, 2017; Andreasson, Shevchenko, & Novikov, 
2017), adding to the burden of the pension on public 
finances.  

3. TESTING THE FINDINGS 
 

Historical return data (from DMS Global) and 
prevailing market conditions were used to form 
assumptions about the portfolio’s risk-return profile. The 
real expected return for a 60/40 portfolio is assumed to 
be 3.38% per annum with a volatility of 13.20% in any 
given year.   
 

The assumptions diverge from the current asset 
allocation strategies of most large super funds,  which 
have diversified beyond equities and bonds into other 
asset classes – ranging from the very liquid (alternative 
assets) to those with zero liquidity in the short to medium 
run (private equity and infrastructure). These other asset 
classes are largely excluded because they do not have a 
long enough history of risk-return data to enable reliable 
conclusions. However, the possibility that they might 
achieve a higher return at lower risk is considered. 
Assumptions on longevity were also varied, but without 
changing the main inferences drawn by the study. 
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Market expectations 
 
Exhibit 3: 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
Exhibit 3 shows results for a portfolio allocation 

under very optimistic market conditions – earning a real 
return of 5.1% with an annual volatility of 10.1%. 
Compared to a 60/40 portfolio expected to earn 3.38% 
with an annual volatility of 13.20%, a portfolio with 
5.1% return and 10.1% volatility reduces the probability 
that a $260,000 portfolio will run out money at year 25 
from 85% to 55% (Panel A). The probability of failure 
of a $570,000 portfolio declines from 17% to less than 
1%. 

Exhibit 4: 

 

 

 
Notes: The horizontal axes in Panels A, B and C measure 
years into retirement. In Panel D, the horizontal axis 
measures superannuation balance, while superannuation 
balance, spending and pension are measured in $000s.  
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Next, under even more optimistic capital market 
expectations, it is shown in Exhibit 4 (below) that if an 
asset manager can achieve a 3.5% return at 6.5% 
volatility: 
 

• Retirees with an average SA balance still run a 
significant risk of running out of money 

• Those currently not eligible for age pension will 
still eventually rely on significant government 
support 

• Retirees at certain levels of SA balance will have 
incentives to invest in their homes to remain 
eligible for some pension. 

4. HOW MUCH SUPER IS 
ENOUGH? 

 
Exhibit 5 

 

 
Notes: ‘Optimistic’ portfolios in both panels have an 
expected real return of 5.1% with an annual volatility of 
10.1%. The ‘Optimistic 2’ portfolios have a 3.5% real 
return and 6.5% annual volatility.  
 

Taking into account increased longevity, uncertain 
future investment returns and the initial loss of asset 
values in the financial markets fallout caused by COVID-
19, the modelling for this study finds people starting 
retirement with $650,000 – or even as much as $800,000 
– might struggle to meet their needs.  Exhibit 5 (below) 
shows various scenarios for portfolios of $650,000 and 
$800,000. It shows that a portfolio of $650,000 has a 
significant chance (24%) of running dry after 30 years if 
the markets follow historical risk-return patterns. On 
these trajectories, a retiree would require a 
superannuation balance of at least $800,000 to last up to 
30 years, with a success probability of 85%. While the 
outlook is more positive if more favourable market 
conditions are assumed, such conditions seem unlikely 
based on historical performances of equity and bond 
markets. And of course, these findings could be subject 
to further refinement, or perhaps substantial negative 
revision, following the economic turmoil caused by the 
COVID-19 pandemic. 
 

5. CONCLUSION 
 

The retirement income system in Australia may be 
one of the best in the world. But as the findings of this 
study show, the system is flawed, and on a potentially 
unsustainable trajectory. Perverse incentives exist for a 
large spectrum of people to run down their retirement 
savings early in order to qualify for the age pension. In 
addition, accepted wisdom about how much super is 
needed to enjoy a comfortable retirement may not stack 
up; modelling for this study shows that people with super 
balances of between $545,000 and $570,000 – the 
current industry and government benchmarks for a 
comfortable retirement – may find themselves well short, 
and relying heavily on the age pension in later years.   
 
The findings have potentially drastic implications for 
future Australian governments. In addition to the 
likelihood of more retirees qualifying for the age pension 
than anticipated, many retirees will be adding to 
pressures on the pension system simply by living longer 
than their parents. And these financial demands will be 
building at a time when governments are likely to be still 
dealing with the as-yet unquantifiable economic fallout 
from the COVID-19 pandemic.  
 

The Australian Government announced a review of 
the retirement income system in 2019, including a 
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particular focus on the fiscal burden of the system. The 
need for such a review is now clearer than ever. 
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