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When it comes to understanding how Australians finance their 
retirement, it is very much a two-tiered system. Beyond the age of 
65, about a quarter of retirees are either still working or fully self-
funded, with superannuation representing a big proportion of their 
wealth. 

Self-funded retirees, says Kevin Smith, a director of planning firm 
the Professional Super Advisers, are usually pretty well off. While 
their wealth in recent years has been treading water, most have 
adjusted to the challenging financial times by investing more 
cautiously with a focus on term deposits and in some instances 
managing their spending.  

Even though their investments are treading water, says Smith, most 
have more than enough money for retirement. Their wealth through 
a combination of super and other investments is generally in the 
region of $2 million or more. 

As far as planning their retirement spending, says Smith, the issues 
tend to be thinking through how they respond to changes in 
investment returns or matching their desired income to the scope their savings have to deliver (with a buffer 
for any fluctuations). Where they are not totally comfortable with their buffer, he says, some may continue with 
part-time work while they can.  

The spending side of super, says Smith, provides some interesting observations. For instance, just because 
someone has significant savings does not mean they automatically spend more than those with fewer 
savings.  

While those with $2 million of retirement savings will generally spend more than someone with $1 million, this 
is not always the case. A more likely guide to retirement spending is how much was being spent before 
retirement. If someone has long been focused on saving, the frugality this introduces often carries over into 
actual retirement. People who get used to spending $40,000 to $50,000 a year before retirement don’t 
suddenly decide to spend twice as much. 

One thing many self-funded retirees don’t usually anticipate, says Smith, is future reliance on the government 
age pension. While it is possible that very long-term projections may pick up a small part- pension from the 
government in the distant future, seriously self-funded retirees don’t expect this.  

Their retirement planning is more likely to focus on spending needs, with adjustments for inflation, and 
organising how any wealth that remains on their death is passed on to the next generation. 

This contrasts with most retirees – about 2.4 million – who rely heavily on the government age pension, which 
last year supported them to the tune of $37.5 billion or an average annual payment of $15,670 a year per 
retiree.  

While 41 per cent are totally dependent on the age pension and 34 per cent partly dependent, it’s this partly 
dependent group – about one in three retirees – that faces the greatest uncertainty in retirement, says Peter 
Crump, a private client adviser with ipac South Australia. 

They’re the ones who are most affected by changes to both superannuation and age pension rules and who 
will most likely be closely monitoring the mix between the income their super savings may deliver and 
entitlements to government age pension benefits.  

It’s this group also, says Crump, that will very likely be most interested in the impact of inflation on their 
retirement benefits. This is front of mind, thanks to carbon-tax-related increases in many of the expenses 
retirees face.  

While those who rely solely on the age pension will be aware that such benefits are adjusted regularly for cost 
of living changes, including the expected carbon tax impact, where only a part-pension is received the 
responsibility for keeping income up with inflation falls on the retiree. 

Understanding the possible medium- to long-term effects of inflation can be useful. It involves recognising that 
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as money is spent in retirement, any balance that remains should be adjusted to reflect its comparative value 
in today’s dollars.  

It’s often the case, says Crump, that retirees are given projections that show how their super balances can 
increase in value if they engage in long savings at a certain earnings rate. Projections can also be done that 
show how a super balance can still appear to have reasonable value sometimes decades into retirement 
despite the member spending their savings at a growing rate.  

This spending rate may take into account regular increases to allow for adjustments in inflation.  

For example, if a retiree couple starts with $1 million of super this year earning 6 per cent, the nominal 
balance after more than 20 years is $440,000. However, this is not a realistic reflection of its inflation adjusted 
value. One way of working out its real value is by using “the rule of 72”, a simplified method that allows you to 
easily calculate how long it takes for a particular rate of return to result in either the doubling or halving in 
value of an investment. 

If inflation is running at 4 per cent, for example, then 72 divided by four means that an investment with a 
nominal value in 18 years of $440,000 will actually have a real or after-inflation value of half of this, or 
$220,000 in today’s dollars.  

If the inflation rate is 3 per cent then the real value in 24 years (72 divided by three) will be half the nominal 
value.  
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