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The ultimate measure of success for a lifetime of superannuation savings, will be
enjoying the best possible lifestyle in retirement. Ideally, this matches the lifestyle
enjoyed while working.

Generating the income for retirement from accumulated savings is a challenge that comes with additional risks to the retiree.
This is why the Retirement Income Covenant will, from July 2022, require super funds to have a strategy for their members
that aims to maximise retirement income, while managing these risks. Taking into consideration the wants and needs of
members will be crucial for getting the balance right. A “comfortable retirement” means different things to different people
and how confident Australians feel about achieving this goal and the risks they are willing to take varies widely.

Super funds will need to gather insights on their own members about retirement. Challenger has done research which

provides some useful insights on how fund members feel about their retirement strategy, and in particular, their level of
interest in a retirement solution that balances the risks in retirement. This might vary across funds but is intended to be
a useful starting point for your consideration.

A recent survey of over 3000 Australians aged over 45,
found that only 40% expected to have a comfortable
(or better) lifestyle in retirement. Sixty percent thought

Maximising income makes sense as a financial goal. they would be meeting basic expenses with maybe a
However, that isn't necessarily how people think about little extra. What is surprising about this variation is that
financing retirement. Peer comparisons are common, and it is not completely dependent on their level of savings.
global measures often look at a replacement rate’ rather As can be seen in Figure 1, nearly one in five (18%) of
than an absolute level of income. This is because, to the those with less than $100,000 in super thought that they
retiree, sustaining a similar lifestyle in retirement is more would have a comfortable lifestyle. In addition, 28% of
important than trying to improve a lifestyle in retirement.  those with more than $500,000 were expecting a lifestyle
One way to measure this is to consider what sort of close to meeting their basic needs.

lifestyle they expect in retirement.

Figure 1: Expected lifestyle in retirement by super balance
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There was also a trend concerning expected comfort and 70 with less than $200,000 in savings, were more likely
age. Older people were more likely to report an expected to describe their lifestyle as comfortable, than younger

comfortable lifestyle in retirement. Only 35% of people people with the same amount. The majority (54%) of
under 55 expected a comfortable retirement, compared those who said they were already retired considered their
to 46% for those over 65. Partially this is related to lifestyle to be comfortable.

wealth, older people have more savings. But those over

1 Thatis, the income available in retirement expressed as a proportion of such income available during working years.
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enough money to live on compared to those who were

not concerned. Forty nine percent reported concerns

compared to the 30% who were not very, or not at all
The average super fund member does not think about concerned. The rest were neutral in regard to concerns.
retirement risks in the same way as super professionals.
Many don’t know what longevity risk means or how it
should be managed. Instead, there is the (one-sided)
concern that they might outlive their savings.

There were some clear distinctions across groups that
reported higher levels of concern. While people with less
savings worried more, Figure 2 highlights that women,
people under 65 and those expecting a basic lifestyle
Many more people reported being very or somewhat are more likely to be concerned about outliving their
concerned about outliving their savings and not having retirement savings.

Figure 2: Variation in concerns about outliving savings
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When it comes to taking risks with their savings, A key indicator of the willingness to accept risk was the
respondents tended to prefer safety and security with level of knowledge about financial products. Those who
their savings. On a 10-point scale, where 4-6 were said they had a good knowledge and understanding
considered neutral, 41% expressed the preference for of financial products were more likely to take risks.
safety and security, with only 27% saying they would The pattern can be seen in Figure 3 with people’s own
take some risk with their savings in order to get a better assessment of their financial knowledge rated on a similar
outcome. 10-point scale.

Figure 3: The impact of financial product knowledge on taking risk
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This has an implication for funds looking to assist their it is likely that a safer option will be preferred by

members in retirement. Unless the members have good members in retirement.
knowledge and understanding of financial concepts,
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Members already have their own
‘Plan B’

Most of the people who expect a comfortable lifestyle
are not concerned with running out of savings. They are
also wealthier than average. This suggests that people
adjust their lifestyle if they are concerned about running
out of money.

The respondents were asked directly what their plan
was if they ran out of savings. The majority of people
(57 % overall) said that they would adjust their lifestyle

Figure 4: Plan for when savings have run out
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These results echo the observation that retirees are
inclined to spend less of their money so that it will last
longer. However, accepting a lower lifestyle merely avoids
longevity risk rather than managing it, and is not likely to
be the best outcome for retirees. Managing longevity risk
can sustain a higher lifestyle for the retiree. The trade-
off, however, is a smaller estate for the next generation
who inevitably receive the unused assets from the retiree
having a lesser lifestyle.

Figure 5: Plans and concerns about outliving savings

61%

39%

Have a retirement plan

I Concerned / neutral

3 | Challenger Balancing Retirement Income Risks

by changing their spending habits. This proportion was
consistent across the population. One difference was
that more people (41%) with over $500,000 in super
said they would sell property instead of adjusting their
lifestyle. As shown in Figure 4, only 32% of the total
population said they would take this approach if required
(more than one option was possible).

In the ‘other’ category a majority of the comments refer
to surviving on the age pension, while comments from
people with a defined benefit pension indicate that their
income could not run out as it was ‘for life’.
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Reducing the concerns of retirees

An abundance of concerns will reduce anyone’s happiness
and retirees are no different in this regard. Those who
were most optimistic about the future were more likely
(51%) to have no concerns about outliving their savings,
compared to only 11% of those who were pessimistic
about the future. Pessimism and concerns tend to go
together, and these attitudes can be difficult to change.

83%

17%

Don't have a retirement plan

Ml Not concerned



Making a plan is a practical option to reduce retiree
concerns. Those who said they had a financial plan
(whether or not it was a formal plan) tended to have
lower concerns. As Figure 5 shows, 39% of those people
with a plan were not concerned about outliving their
savings. This compares to only 17% of those without a
plan who were not concerned.

A retirement plan does not necessarily need to be formal
and the research indicates people approach planning

in different ways. The respondents were asked if their
retirement plans were formal plans, for example a plan
documented via a spreadsheet or online tool, or simply a
mental plan. Nearly half (47%) indicated a mental plan

Figure 6: Retirement plans at different ages
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Having a retirement income strategy that improves
outcomes for fund members is a good objective.
However, practical application will require a solution that
has member appeal.

As part of this research, the survey proposed a theoretical
retirement income product that blended different forms
of income payments in a way that is likely to be consistent
with the Retirement Income Covenant. This theoretical
product was appealing to a range of people.

The concept was described to participants as:

A retirement solution that helps you get the most
out of your superannuation savings by delivering

an income stream that may be made up of three

components:

[. An income stream that is guaranteed for as long
as you live
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60 - 64

H No plan but will get one

but only 13% said they had a formal plan. On the flip
side, 22% said that they had no plan and did not want
one. There were 17% who said that they didn't have a
plan but intended to get one.

This pattern changes with age. While people at younger
ages are putting off a plan, but intend to get one, people
over 70 were twice as likely to have a formal plan. Indeed,
the mental planners and those who don’t want a plan
were consistent across ages as can be seen in Figure 6.

In addition, those who were retired were less likely (4% v
17%) not to plan. Instead they were more likely to have a
formal plan (26% v 13%) in place.
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Il. Regular payments that you receive from your
superannuation balance, which may go up and
down with the market performance and may run
out over time

lll. For those that are eligible, the government
aged pension

Sixty-seven percent of respondents thought that this was
an appealing product and 62% thought that it was either
quite or very relevant. Only 7% saw no appeal and 11%
did not think it was relevant. The appeal was broadly
similar across different segments of the population. People
who were more likely to find it appealing were those
concerned about outliving their savings, expecting a basic
lifestyle and those open to paying for financial advice.



Figure 7: How appealing is the blended retirement solution?
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A majority of fund members are concerned about
outliving their savings. Those without a plan are more
likely to be concerned. Super funds will need to develop
a retirement income strategy to help their members
manage this concern by managing the risk of running
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risk can lead to better investment returns. If a fund can
reduce member concerns so they take on those risks, it
can lead to a better outcome for members.

The study highlights that members have an interest in

a solution that balances their risks in retirement. While
some will be able to manage the risks themselves, having
a holistic solution available will be appealing to the
majority. In considering how a retirement strategy could

out of money. Having a plan will help reduce members
concerns, and having better knowledge leads to a higher
acceptance of investment risks. Taking more investment

work for their members, taking a simple approach and
avoiding financial jargon should help members find the
best solution for their retirement income needs.

For more information or to have a discussion on how Challenger can work with you on
your decumulation strategy, please contact the Challenger Institutional Partnerships team
at challenger.com.au/institutional

The information in this research paper is current at 10 November 2021 unless otherwise specified. It is provided by Fidante Partners Services Limited
ABN 44 119 605 373, AFSL 320505 (FPSL) and/or Challenger Life Company Limited ABN 44 072 486 938, AFSL 234670 (Challenger Life) and is
intended solely for holders of an Australian financial services licence or other wholesale clients (as defined in the Corporations Act 2001 (Cth)).
The information contained in the research paper must not be passed on to retail clients. This information is provided on a confidential basis and
must not be distributed, delivered, disclosed or otherwise disseminated to other person without Challenger Life and FPSL 's express prior written
consent. It is intended as general information only, and is not intended to constitute legal, tax or financial product advice. It has been prepared
without taking account of any person’s objectives, financial situation or needs. Because of that, each person should, before acting on any such
information, consider its appropriateness, having regard to their or their client’s objectives, financial situation and needs. While due care and
attention has been exercised in the preparation of this research paper, none of the preparers give any representation or warranty, either express or
implied, as to the accuracy, completeness or reliability of that information. FPSL and Challenger Life are not authorised deposit-taking institutions
for the purpose of the Banking Act 1959 (Cth), and its obligations do not represent deposits or liabilities of an authorised deposit-taking institution
in the Challenger Group (Challenger ADI) and no Challenger ADI provides a guarantee or otherwise provide assurance in respect of the obligations
of FPSL and Challenger Life. Any examples shown are for illustrative purposes only and are not a prediction or guarantee of any particular outcome.
This research paper may include statements of opinion, forward looking statements, forecasts or predictions based on current expectations about
future events and results. Actual results may be materially different from those shown. This is because outcomes reflect the assumptions made
and may be affected by known or unknown risks and uncertainties that are not able to be presently identified. To the maximum extent permissible
under law, neither FPSL, Challenger Life, nor its related entities, nor any of their directors, employees or agents, accept any liability for any loss or
damage in connection with the use of or reliance on all or part of, or any omission inadequacy or inaccuracy in, the information in this research paper.
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