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LESSONS FROM THE
RETIREMENT SAVINGS
SYSTEM IN AUSTRALIA

PAULINE VAMOS1

1 Pauline Vamos is a lawyer with over twenty years of experience in the financial services industry, in 
particular financial planning, superannuation, funds management and both life and general insurance. As 
from September 2007 Pauline took up the position as CEO of the Association of Superannuation Funds of 
Australia (ASFA). Until recently she was Director, Financial Services Regulation – Licensing and Business 
Operations Directorate at the Australian Securities and Investments Commission.  Pauline has also been 
chief counsel and compliance manager for a large financial services group, run her own general insurance 
brokerage, and been a life insurance agent, a litigation solicitor with Philips Fox and a corporate lawyer.
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Australia has the fourth largest fund management industry in the world despite 
having a population of only 22 million people.  We also have one of the earliest 
implemented retirement savings systems based on private management of 
compulsory employer contributions.  On many, but not all, measures our pension 
system has been very successful.  Other countries can learn much from the Australian 
system.

I.  THE RETIREMENT SYSTEM

Australia’s retirement savings system fits neatly within the standard World Bank 
typology of three pillars.

Pillar 1:  The Government Provided and Financed Age Pension.

This is a flat-rate pension, not linked to previous employment earnings, paid by the 
government out of general taxation revenue.  All Australians are eligible to receive 
it, subject only to a residency test in Australia.  It is payable to men aged 65 and over 
and to women aged 63.5 years (gradually increasing to age 65).  The government 
pension is subject to both an assets and income test,  so not everyone can get it. 

The primary goal of the Age Pension is the alleviation of poverty, not the replacement 
of pre-retirement income.  Average wages in Australia are around $A55,000 a year 
(the Australian dollar currently is worth just below an American dollar).  The 
maximum Age Pension at around $A14,000 a year for a single person and about 
$A24,000 a year for a couple is well below average wages.  The Age Pension provides 
for only a very low-cost standard of living by Australian standards.

Currently the cost to the government of the Age Pension is around 3% of GdP.  This 
is projected to rise to around 4.5% of GdP by 2040 as the population structure ages.
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Pillar 2:  Compulsory Employer Contributions 

These compulsory contributions into superannuation (the Australian term for 
private pensions) are known as the Superannuation Guarantee (SG). Compulsory 
employer contributions have been in place since the late 1980s, when a requirement 
was included in  a number of industrial awards and agreements.  The Australian 
Government extended the coverage of compulsory superannuation to all employees 
earning more than $A450 a month in 1992, through making use of its taxation powers.  
The rate of contributions was phased in over time, starting at 3% and reaching 9% 
by 2002.  The current minimum requirement has remained at 9% with no further 
increase legislated.  There are some pressures, particularly from the trade unions, to 
increase this percentage but currently there is little political support for this.  

The Superannuation Guarantee is linked to the payment of wages and it covers over 
98% of full-time employees.  While formally paid by employers, its introduction 
was negotiated in the context of wage setting in Australia. Moreover, employers and 
employees and their trade unions took the cost of this decision into account when 
wage agreements were struck.  This is one of the reasons that the increase in the rate 
of the SG occurred over time.

The gap in our system, particularly for the amount of SG or compulsory contributions 
when a person retires, is for many women, who are not in the workforce full-time, 
and for the self-employed.  As they are not employees there is no SG for them.

Pillar 3:  Voluntary Contributions

Between 20% and 30% of Australians pay additional amounts into their 
superannuation.  This is done in a number of ways.  

There are tax incentives available for contributions.  Employees can make 
contributions with pre-tax dollars out of their wages.  This is called “salary sacrifice”.  
About one in five people “salary sacrifice”.

There  are also other measures aimed at lower-income earners, for whom the 
tax benefit of salary sacrifice may not be large.  This involves a superannuation 
co-contribution payable by the government to low-income earners, linked to their 
personal superannuation contributions.  This measure was put in place in 2004.  In 
essence, it provides a maximum benefit to those on around $A28,000 a year, phasing 
out entirely at an income level of around $A58,000 a year.  If an individual puts in $A1 
of contributions then the government matches this with $A1.50 (upped to a capped 
amount).  This 150% subsidy provides a very attractive return for superannuation 
contributions for those that qualify.
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Voluntary contributions are not linked to being an employee.  Some parents, for 
instance, will give $A1,000 to the superannuation account of their child for a 
21st birthday (adulthood) present and the government puts into the account an 
additional $A1,500.  However, in most cases the child will not be able to access 
the money in the superannuation account until he/she reaches age 60.  Accrued 
investment earnings will make this a large, but delayed, birthday present.

Given the tax concessions involved, the government has placed limits on the 
amount of contributions that can be made each year by or on behalf of an individual.  
These limits range between $A50,000 and $A150,000, depending on the type of 
contributions and the age of the individual.

Last year, the government also introduced a tax incentive, where for most 
individuals no tax is paid on either a lump sum or income stream (pension) benefit 
taken at age 60 or over.  Given these various tax concessions and incentives, people 
are contributing voluntarily more and more.

II.  STRUCTURE OF THE AUSTRALIAN SUPERANNUATION INDUSTRY

Australia has a number of different types of Superannuation Funds but there are 
two broad categories:

“the Pooled Funds” where many people pool their money and those funds are 
managed by trustees and their professional advisers.  Over 90% of fund members 
are in these pooled funds. Such funds represent around 75% of $A1.1 trillion in the 
Australian superannuation system.

There also is an emerging category called “Self-managed Superannuation Funds”.  
These funds must have less than five members (and generally they have only one 
or two) and each member of the fund is also a trustee of the fund and responsible 
for its management.

While less than 10% of those with superannuation are in self-managed funds, 
they are responsible for about 25% of that $A1.1 trillion.  It is generally wealthy 
people who manage their own superannuation money. The appropriate governance 
and supervision arrangements for these self-managed funds is a current issue for 
Australia.

Currently there are around 500 pooled arrangements for superannuation, with this 
number expected to decline in future years.  Around five years ago there were over 
3,000 such funds.  The numbers of relatively small funds catering for the employees 
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of just one employer have declined as the result of more stringent licensing and 
because employers have reviewed what their core business activities should be. 

Table 1 provides further details of the breakdown between the categories of the 
pooled arrangements. Insurance companies and financial institutions offer these 
retail funds.  Public sector and corporate funds provide superannuation primarily 
for current or past employees of a specific employer.  Industry funds have employer 
and trade union sponsors and cover many employers in either one or more 
industries.

In order to run a superannuation fund, a trustee must be able to demonstrate the 
achievement of minimum standards of education, experience and probity, and 
be honest (or at the very least demonstrate that they have not been dishonest in 
the past).  Trustees must have risk management and compliance systems in place, 
documentation of outsourcing agreements with administrators and investment 
managers and the like, and comprehensive governance arrangements to ensure that 
members’ money is protected.

Most superannuation trustees outsource at least one or two key functions.  The most 
common function outsourced is investment management.  Superannuation funds 
have a very close relationship with Australia’s fund-management industry.  As well, 
many overseas fund managers want to do business in Australia because they wish 

TABLE 1
STRUCTURE OF THE AUSTRALIAN SUPERANNUATION INDUSTRY

Type of Fund
Total Assets
($A Billion)

Nº of Funds
(at Mar 2008)

Nº of Accts M    
(june 07)

Corporate 64.0 229 0.7

Industry 197.5 72 10.7

Public Sector 170.2 40 2.9

Retail 343.8 166 15.4

Funds with less than 
5 members 290.2 384,447 0.7

Balance of Statutory 
Funds 37.1

Total 1,102.9 384,954 30.4

SOURCE: APRA STATISTICS - MARCH QTR 2008
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to access to the $A1.1 trillion in assets which is continuing to grow at around 10% 
per year (Table 2).

TABLE 2
TREASURY ASSET FORECASTS

Year ($A Billion) (% of GDP)

2010 1,370 105

2015 2,000 115

2020 2,815 125

2025 3,830 135

2030 5,075 140

2035 6,650 143

2040 8,645 147

SOURCE: ROTHMAN, DR. G. AND TELLIS, D. – PROJECTING THE DISTRIBUTIONS OF SUPERANNUATION FLOWS AND ASSETS, 16TH 
COLLOQUIUM OF SUPERANNUATION RESEARCHERS, UNIVERSITY OF NEW SOUTH WALES, 3 & 4 JULY 2008, CONFERENCE PAPER 08/1.

The other area that is outsourced is administration.  Administering superannuation 
accounts can be expensive and difficult for a trustee.  As a result while Australia 
has around 500 trustees, the largest six or seven administrators administer most 
accounts. This consolidation of administrators does give rise to some risks if an 
administrator becomes insolvent, due to the difficulties involved in transferring all 
records and administrative procedures to another provider.

In terms of investment, the Australian system relies on trustees being fiduciaries.  
This comes from the general provisions of the Australian law dealing with the 
responsibilities of trustees and from the codified responsibilities of trustees in 
the superannuation legislation.  These fiduciary requirements lead to investment 
strategies involving approaches such as “Broad Asset Allocation”, investing for the 
long term, and having investments that are transparent. 

Another investment risk, which is not usually present in many pension systems, is 
“Liquidity Risk”. Australia does not have a compulsory requirement for a regular 
pension to be paid when people retire.  Individuals can take out a lump sum benefit.   
If a number of people retire at the same time, the fund has to pay them out in cash.  
Accordingly, funds have to consider what their liquidity risk is.  This is also driving 
funds to think about providing pensions and annuity products. Australia already 
has a strong life insurance industry that can fill this need.
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In terms of asset classes, Australian superannuation funds invest in cash, hedge 
funds, property in Australian markets and overseas markets as well (Table 3).  As 
Australia funds understand overseas investments better, it is likely that there will be 
more and more international investments.

III.  INVESTMENT RETURNS

In Australia, as in many countries, there have been double digit investment returns 
in the last five years (Table 4).  However, investment markets have taken a significant 
blow in the last 12 months and funds will need to tell fund members that in the most 
recent financial year, returns were minus 6.5% on average (with some funds with 
better returns and some with worse), which is not going to make them very happy.

Financial literacy does have its good points when people do not understand what 
a minus 6.5 means.

TABLE 3
ASSET ALLOCATION - DEFAULT STRATEGY

Asset Class Amount ($A Billion) Percentage

Cash 29.1 7.7%

Australian Fixed Interest 42.6 11.3%

International Fixed Interest 25.2 6.7%

Australian Shares 117.0 31.1%

Listed Property 13.2 3.5%

Unlisted Property 22.8 6.1%

Other Assets 37.4 9.9%

International Shares 89.1 23.7%

Total 376.5 100.0%

SOURCE: APRA ANNUAL STATISTICS, JUNE 2007.
NOTE: “OTHER” INCLUDES ALTERNATIVE ASSETS AND HEDGE FUNDS.
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TABLE 4
AVERAGE SUPERANNUATION FUND INVESTMENT RETURNS

Time period Average annual return

10 years to 2007 8.4%

5 years to 2007 10.7%

1 year to 2007 14.1%

Likely 2007-08 Negative 6.5%

SOURCE: ASFA INVESTMENT COMMITTEE, 2008.

IV.  ADMINISTRATION AND INVESTMENT FEES

There is a large range in annual fees - from 0.5% to 3% or 4% of account balance- 
depending on the structure of the fund and depending on what services the member 
is paying for (Table 5). Often people pay to engage in the market for investment, 
advice and administration.  When a member is paying for all three through a 
personal retail product, total fees can get up to 3% or 5%.  If you are just paying for 
simple administration in a large group arrangement, you are looking at 0.5%.

TABLE 5
AVERAGE FEES BY FUND TYPE

Fund type Annual fees as % of account

Industry fund 0.5 a 0.8

Public sector 0.4 a 0.5

Large group retail plan 0.6 a 0.8

Retail personal account 3% (often negotiable)

Self managed fund 5% or more (due to fixed costs)

SOURCE: ASFA RESEARCH CENTRE ESTIMATES.

V.  CURRENT ISSUES

So what are some of the big issues? For starters, Australia has 22 million people, but 
the superannuation system has 6 million lost, orphaned, or inactive accounts.  While 
many of these accounts involve small balances, in aggregate the sum involved is 
substantial, about $A10 billion dollars that is just sitting in an account where it is not 
clear who owns it. There are a number of reasons that explain this situation.
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1. As in many countries, there may be a lack of engagement on the part of fund 
members. Members move jobs and don’t take their superannuation with them, 
particularly if it there a small amount in the account.  There is no requirement 
for an employer receiving the compulsory superannuation contribution to 
attach the employee’s tax file number (which is a very effective unique identifier 
in Australia) to that contribution.  Employees can attach a name or address, 
but without the tax file number, errors in identification can and do occur.  For 
instance, an employer might use the name “Pauline B Vamos” or “Pauline 
Vamos”, and it will mean different things for different funds.

2. There is no standardisation of data when an individual is moving an account 
balance from one fund to another.  One of the key reasons for Australia is that, 
in our industry, we are still too paper-based.  It makes funds very difficult to 
do business with and ASFA is now looking at a number of measures to make it 
easier.  This will involve developing ways so that funds can deal with members 
electronically and deal with each other electronically. Currently there are cases 
where money is taken out of a bank account electronically and is sent to a payment 
house that then has to write cheques to a number of superannuation funds.  A 
key recommendation from ASFA is to have standardisation in information that 
is attached to the contributions and then to handle them electronically.

Another important topic is “Financial Literacy”.  Aspects of this can involve advice 
and disclosure.  While these are part of the same equation, essentially it is all 
about education.  Fund members do not want a whole pile of information upfront.  
Individuals have times when they want education, when they want information, or 
bits of information.  In Australia provision of advice is expensive and not readily 
available, so ASFA is now looking at measures so that funds can readily provide 
advice over the phone and online.  Providing advice on single issues has not been 
part of our regular framework but it should be.  We have also developed information 
sheets for people of different age groups.  How you disclose and communicate with 
a young person is very different from the way that you communicate with a person 
who is nearing retirement age.  They think differently.  A young person will often 
want interactive, system-based disclosure.  In contrast, many older persons will 
want to sit and read the material with a cup of coffee.  The Australian industry is 
changing and tailoring the way that we provide that information.

The last area is post-retirement or longevity risk.  We are all living longer.  We know 
that in Australia many people will be retiring on enough money.  The key risk and 
challenge for the industry is to make sure that that money lasts for the duration of 
retirement.  There is no compulsion in Australia for people to take a pension.  ASFA 
is lobbying the government, suggesting to them that some sort of incentive should 
be put in place so that some people take a pension rather than a lump sum.  We are 
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also looking for changes to the legislation, so that when you convert some money 
into a pension product, you can add to an existing pension product.  At the moment 
it is not uncommon for people to own two or three different pension products when 
they retire, which again does not facilitate good retirement income.

VI.  RECOMMENDATIONS FOR OTHER COUNTRIES

1. Avoid complication.  Australia has just spent two years making our system both 
more and less complex.  This is because tax incentives have depended on the age 
and income of fund members.  Keep it simple.

2. Recognise that even where you have a very good education system, financial 
literacy is a problem.  People do not understand superannuation and pensions 
and people have difficulty engaging with retirement.  It is always an issue and 
striving for simple disclosure and education is important.  Start education when 
young; start this in the schools.

3. Utilise behavioural finance research.  People do not necessarily want to contribute 
to retirement savings, so make savings plans work by use of defaults or give 
incentives. Provide an arrangement for individuals, such as “your income-tax 
cut next year will go into superannuation unless you opt out”, and the majority 
of people will not opt out. Flexibility in investment options is absolutely 
vital; long-term, broad asset allocation is absolutely vital for good long-term 
investment returns.

4. Have appropriate, prudential and conduct regulation, strong governance for 
trustees, and competition.  This will deliver low fees and increase the size of 
the industry.  It will also deliver efficient collection and standardization of 
information.




