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Synopsis 
This paper summarizes views on the superannuation system and its regulation collected through 
interviews of fund executives. While the majority of interviewees saw the superannuation system as 
working relatively well, some areas of concern were detected. Issues raised relate to: certain aspects of 
the system that hinder alignment with member needs; calls for increased attention on the retirement 
phase by both the industry and within the regulations; the burden of regulatory change; shortcomings in 
the reporting and disclosure regime; and the dangers of primarily focusing on fees and costs rather than 
on net returns. Mixed feedback was received on the new prudential standards, and the question of fund 
scale. The regulator was perceived favorably by the majority of those who commented.  
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1. Overview 

This paper summarizes the views of superannuation fund executives on the superannuation system and 
its regulation, as collected during twenty1 interviews conducted over the six months to May 2014. It 
provides insights into the opinions held by a sample of key decision makers. The interviews were 
undertaken as part of CIFR Project SUP002, which examines the structure and effectiveness of default 
superannuation funds. While the chief focus during the interviews was the design of MySuper default 
funds, opinions were also sought on the superannuation system as well as its regulation. This is an 
interim output that relays comments on the superannuation industry in general: findings specifically 
related to MySuper will be reported in a separate, more detailed paper. 

The key messages that emerge from this paper are summarized below: 

• Issues of alignment – Most interviewees considered the superannuation system to be operating 
well. Nevertheless, there were certain areas of concern. In particular, the tendency of both the 
industry and regulators to focus on peer comparisons and short-term performance was mentioned frequently. 
Some interviewees expressed the view that member choice and disclosure focused around historic performance 
contributed to these tendencies. Worries over product-pushing and rent-seeking were also expressed. 

• Retirement phase needs more attention – There were a number of comments that the retirement 
phase required more focus by both the industry and within the regulatory scheme.  There were some 
calls for the rules to accommodate integration between accumulation and pension products. 

• Regulatory change is a source of angst – A large majority of the interviewees expressed 
frustration with regulatory change and uncertainty.  

• Reporting and disclosure regime could be improved – The manner in which funds are required 
to report their objectives and outcomes drew some criticism. Issues raised included the MySuper 
dashboard, the tendency to focus on historic returns, the standard risk measure, the possibility of 
having to report all portfolio holdings, and fee disclosure.  

• Warnings over focusing primarily on cost rather than net return – Some interviewees pointed 
out that focusing on fees and costs can have adverse consequences for members, as cheaper may 
not always be better.  

• Prudential standards attracted mixed feelings – While the majority of interviewees saw value in 
the new prudential standards, a number expressed misgivings over certain elements of how they are 
being implemented.  

• Fund scale seen as a complex issue – We received a wide range of views on what was an 
appropriate level of fund scale, sufficient to confirm that this is by no means a straightforward issue 
around which consensus does not seem to exist.  

• APRA garners some respect – Interviewees were given an opportunity to discuss the performance 
of the regulator. The majority who took up the option made constructive comments, indicating that 
the angst over regulatory change is not being substantially attributed to the regulator.    

                                                 
1 The interviews spanned 8 industry, 6 retail, 4 public sector and 2 (internally managed) corporate funds. There 
were 28 interviewees, comprising 6 Chief Executive Officers, 9 Chief Investment Officers, 4 portfolio managers, 
4 product managers, 4 asset consultants, and a head of legal and compliance. The sample contains representation 
from all segments by sector and fund size; although the overall sample itself had a numerical bias towards larger 
funds. The low number of corporate funds reflects the fact that day-to-day management of most corporate funds 
is out-sourced. 
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This paper reports on comments made during interviews that covered a wide array of topics in limited 
time, and were primarily focused on the design of MySuper products. Most comments reported here 
arose from an offer provided to interviewees to volunteer their thoughts about the superannuation 
industry and its regulation. For the most part the response provided was accepted, rather than seeking 
feedback on specific items. The main exception is that commentary was specifically invited on fund 
scale and the regulator (where time permitted). Some views also arose during discussion of MySuper.  

This paper should not be read as a comprehensive account of the views held by the industry at large. 
Rather, it should be received as a collection of comments from a sample of individuals, each of whom 
is qualified to offer an opinion by virtue of their positions as key decision makers. The quotes appearing 
within a cluster arise from different interviews. The number of quotes appearing in each cluster 
provides a broad indication of the breadth of feedback received on a topic, unless otherwise indicated.  

This paper is arranged as follows. Section 2 relays comments on the superannuation industry in general. 
Section 3 reports on the views on the regulatory system. Section 4 discusses fund scale. Section 5 
covers responses on the regulator. Section 6 concludes. 

2. Comments on the Superannuation Industry 

This section relays comments made by interviewees on the superannuation industry in general. Our 
impression is that most interviewees considered the superannuation system to be operating well overall, 
but with room for improvement on certain aspects. We focus below on three issues that were raised by 
a significant number of our interviewees: alignment with members; calls for greater attention on the 
retirement phase; and caution over focusing too heavily on fees and costs. Some related views on 
member choice as well as reporting and disclosure are discussed in Section 3.   

(i) Alignment with Members 

While some interviewees lauded the superannuation system, others expressed concern that the industry 
was not fully aligned with member needs in certain respects. This range of views is reflected in the first 
cluster of quotes, which are roughly ordered from positive to skeptical. They include some doubts over 
integrity and trust. These mainly emanated from non-for-profit funds, and were often directed at the 
incentives faced by for-profit providers. However this was not exclusively the case. There also emerged 
a deeper sense that industry players tend to compete on product or brand, which increases system costs 
and runs the risk of losing sight of member needs. 

“The system has integrity. I think it’s recognised as one of the best systems in the world.” 

“… very positive in the accumulation stage in what Australia has done so far.” 

“In general, a very strong super system … there’s no point in sitting back and patting ourselves on the 
back because there’s a lot more work to be done.” 

“Not for profit. Yeah, a perfect alignment of what the members are looking for.” 

“… retail funds … they are totally motivated by commercial considerations … need a differentiating 
feature … to be able to sell something. It doesn’t mean it’s better or worse but there’s got to be a story 
attached.” 
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“… the purpose of our engagement is actually brand recognition. We understand marketing works and 
we’re happy, by the way, if marketing was banned … we think it’s a drain on resources and money, and 
on member money.” 

 “I think we have a very heavy … agent based, transactional based superannuation system and I think 
there’s a lot of costs associated with that.” 

“ ’Are you the director of the financial enterprise or are you the trustee of other people’s monies?’ I think 
the industry can be best explained if you understand the trustees to be the directors of financial 
enterprises. That’s what they look like. They don’t look like the trustees of people’s money … The single 
biggest problem we have is rent seeking.” 

“As an industry, you know that there isn’t a lot of trust.”  

A sense also emerged that the industry pursued some investment objectives that are not completely 
aligned with members. There were two related facets. First is the idea that the industry has been too 
focused on wealth generation, rather than on delivering an adequate income in retirement. The 
following quote reflects this sentiment: 

“… ultimate goal of providing an adequate and sustainable income in retirement for members … that 
focus has been lost over the years … it came from defined benefit … I think over the last 20 years or so, 
the focus has shifted more towards wealth maximization and seeing how much you can grow your pot.” 

The second facet is peer group pressure. This is seen as contributing to the focus on short-term returns, 
encouraging herding behavior, and diverting attention from member needs. The last quote raises the 
concept that the regulator may be contributing to this pressure; a notion that surfaces again when 
discussing the reporting and disclosure requirements in Section 3(v).   

“This whole peer relative thing has really gone too far, and I think we as investors are not necessarily 
working in the best interests at all times of our investors because the peer issue is so significant.” 

“… it’s not only driven by relative performance, but short-term pervades the entire investment market” 

“… you’re the bottom of the survey so people beat you up” 

 “historically it’s easy to say that the process is driven by peer relative outcomes … I do think there’s a 
significant amount of groupthink in the entire industry” 

“… [reducing exposure to equities] … how feasible is that, and really better diversifying the contribution 
of risk? And that’s where peer risk plays a role. That is a huge position.”  

 “… peer comparisons … not really helping anyone out there other than for the funds to use as a 
marketing tool … At the end of the day, if the member gets the outcome they need to get, that should be 
the ultimate objective, not what the guy next door is doing.” 

“you see a lot of funds who basically build portfolios based on what peers are doing, particularly in the 
smaller fund category … get a herding of people to a particular type of strategy” 

“… rating agencies … are measuring completely the wrong thing. They as well are trying to force us into a 
relative return environment and this is not a relative return business, it’s an absolute return business.  
… they feel obliged to say who is the best super fund in the country. … And of course the relative 
returns of super funds are driven mainly by luck.” 
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“One thing which could be good is if we can finally get away from peer group comparisons … But even 
APRA produces numbers which compare funds against each other … and they threaten to say your 
returns have been … in the bottom quartile for a period of time so do you really think that you should 
be continuing on?” 

Encouragingly, signs emerged of a refocusing of objectives within the industry. For instance, many of 
the interviewees who adopted a lifecycle approach in MySuper explicitly designed their products around 
income adequacy in retirement; meanwhile welcoming the possibility that lifecycle funds might receive 
some alleviation from performance ranking and peer comparisons (for a period, at least). Further, many 
of the discussions around member needs revealed a broad awareness that the ultimate goal was to 
provide for retirement, including among those retaining a “balanced” fund approach. Objectives and 
alignment with members will be covered in-depth within the detailed paper covering MySuper. 

(ii) Retirement Phase Needs More Attention by the Industry 

The notion that the industry may have been primarily focused on wealth generation aligns with the 
concept that industry attention has been directed towards the accumulation phase as assets in the 
system were being built up. A number of interviewees mentioned a need to shift focus towards the 
retirement phase. The quotes below refer to the industry at large. Related views on how retirement is 
being addressed in the regulatory scheme are reported in Section 3(iii).  

“The system is still very focused on the accumulation stage rather than the de-accumulation stage of 
superannuation. I think we’re running far behind in what happens when you retire and thinking about a 
whole of life approach to superannuation.”  

“We’re doing well in the contribution phase … It’s the post-retirement phase where I think we’re failing 
dismally.” 

“It’s a disgrace that we don’t have an annuity structure.” 

“The annuity market is still weak. The post-retirement sector is still under-provisioned, if you like, and 
we’re seeing a lot of attention there, this year in particular now that MySuper has been put to bed.” 

(iii) Focusing on Fees and Costs May Not Always Benefit Members 

Fees and costs have been a key element of the public policy debate over the superannuation system. 
The Cooper Review (Part 1, page1), in stating its vision for MySuper, noted that: “The MySuper concept is 
aimed at lowering overall costs …”. Reports examining fees typically attract media attention. Recent 
examples include the Reserve Bank’s submission to the Financial System Inquiry, and a report by the 
Grattan Institute. 2  A meaningful number of our interviewees cautioned against taking an overly 
simplistic view on fees and costs, highlighting that focusing too heavily on reducing fees may have 
associated adverse consequences for members. The general warning is that net return is what matters, 
and cheaper is not necessarily better.  

“… to the extent that MySuper would appear to have led to a focus on cost, as opposed to a focus on net 
benefit, we would view that as being not in the interest of individual members” 

                                                 
2 Minifie, Jim, “Super Sting: How to Stop Australians Paying Too Much For Superannuation”, Grattan Institute, 
April 2014 
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“Cost is still important … there is more of an eye on cost possibly than there was and that’s probably 
important because in the past … we’ve built product, and cost is an outcome of that process. But you’ve 
got to be very careful with that because the cheapest product may not necessarily be the best product.” 

“… if you go too far on fees, you’ve done yourself a disservice if it results in you getting rid of asset classes 
that you could have otherwise been in.” 

“… at least you’ve got rid of the overcharging bit and people can decide what they can offer for 0.7%. But 
… what’s happened is you’ve got to race to the bottom and the rest of us have said, if we play that game, 
then we chop out the unlisted assets.” 

“some of these default members may end up being worse off through now being invested in funds that are 
largely passive in nature or funds that strip out some of the bells and whistles to save cost.” 

“to the extent that people are focused on low cost and are changing products … going from active to 
passive, that’s not necessarily enhancing the members. The member might be very excited that [they’ve] 
got lower costs and a lower fee attached … But you don’t get a lower cost for free. You might get a lower 
return, you might get less innovation, or you might get less entrepreneurial risk-taking … there’s a 
number of things that are being dumbed down by MySuper which probably aren’t necessarily in the 
members’ interest.” 

The above comments touch on issues that were identified in a recent CIFR report on the 
MySuper landscape.3 The report observes that retail providers not only decreased fees in their 
default products in response to MySuper, but that this was accompanied by changes to product 
design including reduced use of active management and alternative assets (as well as switching to 
lifecycle strategies). The report concludes that whether members are better off remains an open 
issue, and depends on views held on contestable issues such as the efficacy of active versus 
passive management and the desirability of using alternative assets in portfolios. The comments 
of our interviewees combine with the observations of the CIFR report to amount to a call for 
the debate over fees to be placed in a broader context.  

3. Views on the Regulatory System  

This section summarizes comments we received on superannuation regulation in general. Views on 
fund scale and the primary regulator (APRA) are covered separately in Section 4 and Section 5 
respectively. Although regulation of MySuper will be detailed in a separate paper, a sense for some of 
the main messages is conveyed below, particularly in Section 3(i). 

(i) Burden of Regulatory Change 

Many interviewees expressed exasperation over the burden of regulatory change, including the degree 
to which the rules have been in a state of flux. Most seemed to accept the necessity of regulation, if not 
welcome the role it plays in helping to ensure system integrity. The main concern was over too much 
happening all at once, coupled with high uncertainty over the rules. Both are seen as inhibiting the 
capacity to address member needs and run a business.  

                                                 
3 Chant, Warren, Mano Manokumar and Geoff Warren, “MySuper: A New Landscape for Default 
Superannuation Funds”, CIFR Research Report, April 2014 
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The sense of frustration was directed especially towards the process of implementing the Stronger 
Super reforms, including the introduction of MySuper. We explicitly asked about the MySuper 
development process during our interviews. The following quote is representative of what we heard 
from a large majority of our interviewees:   

 “Various parts of MySuper, whether it be fees or costs or auto consolidation type things, they went on 
and on for four months or more without being settled and we were incurring costs trying to comply with a 
moving target … So that was all very badly handled. The timeframe to get all this in place was far too 
short and so the whole industry I think will tell you that they have been diverted and deflected from 
serving the interests of their members to try and get to compliance with all this, not just MySuper but the 
whole range of regulatory reform over the last 18 months … everyone really has just had a gut full of 
regulatory change because all it does is put costs on the funds and ultimately the members.” 

The fact that there was a lot of simultaneous regulatory change also attracted comment. Two quotes are 
reported below; although by themselves they fail to give a sense for the extent to which regulatory 
change pervaded the discussions. Aspects that came up often included the Future of Financial Advice 
(FOFA) legislation, and the introduction of Prudential Standards for superannuation (discussed in the 
Section 3(ii)). The possibility of Fair Work Australia declaring a select number of funds as suitable for 
Industrial Awards also received mention.   

“… with the introduction of FOFA, there were two bits of regulation … almost at the same time but 
unfortunately not the same time” 

”… we’re doing FOFA, we’re doing MySuper, we’ve got FATCA we’ve got EMIR, the European one. 
So there’s all this sort of regulatory crap, if you like, going on. Some of it adds value, some of it doesn’t.” 

(ii) Prudential Standards Attracted Mixed Feelings 

Part of the package of regulatory change being faced by the industry includes the introduction of new 
Prudential Standards. Particularly prevalent in the discussions was Prudential Standard SPS 530: Investment 
Governance, which deals with investment objectives, selection, measurement and monitoring; as well as 
liquidity management. Views on the Prudential Standards were mixed. Some interviewees welcomed the 
Standards as a means of raising the bar in terms of the professionalism by which all funds are managed. 
Others were skeptical, viewing the Standards as either misguided, lacking in implementation, or a 
distraction with questionable benefit. We allow the interviewees to tell the story through a spectrum of 
quotes, roughly arranged from supportive to critical:  

“the board policies around governance … are terrific advances” 

 “I think a number of the reforms that we’ve seen are quite pleasing around the sort of increased level of 
need for investment governance and compliance and better risk management practices” 

“I think the prudential standards have started to allude to a more sophisticated definition of diversification 
than was the case in the past, so actually being mindful of proper risk diversification as opposed to just 
capital diversification. So those words are actually in there now so I think that’s a step forward.” 

“… they’ve actually brought in quite a few metrics that funds would have ignored in the past. So the 
liquidity stress testing is a really good one that funds should have been doing but not everyone would 
have” 
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“… the investment governance framework I think has actually been good because it’s forced us to sit down 
and go okay, these are the things we have to do. ... Although things like stress testing I think no one 
knows why we’re doing it but we just all have to. … So if you’re going to stress test on a balanced fund, 
okay … we also have an Australian equity option that you do a stress test on it and you could find that 
in certain circumstances you could lose 50% of your assets. What the trustee is meant to do with that, 
I’m not 100 per cent sure … it’s equities, you know you can lose money.” 

“… Prudential Standards … will drag some people who were – you know, poor governance into the tent 
or force them to go and reconsider their options. I think for the mainstream part of the industry, very 
marginal change is required … in many ways for us, documenting what was already done” 

“… they’re certainly upping the focus on risk and that’s not necessarily a bad thing … but it’s in a very 
broader, general way. So we’ve got to go through our first review with APRA post the new Prudential 
Standards. We’ve got to measure risk factors and identify them. … But I’m not sure how they’re going 
to handle this because they will get a grab bag of stuff … to get sensible answers out of these things takes 
a lot of work.” 

“There’s a lot of additional reporting requirements and obligations on trustees around investment 
governance framework, documentation and all of that – stress testing … additional pressure on 
superannuation trustees to do a lot more reporting to the regulator … that is an administrative burden. 
Will it actually provide the outcomes that the regulator is looking for? I’m not sure.” 

“… [some of] the Standards … are clearly drafted by people who have never run money in their lives. … 
SPS 530 … lists about 17 different risk factors of which … probably eight of them just shouldn’t even 
be there. … they’re just not crafted well. Their view on liquidity risk is odd …” 

(iii) Integration of the Retirement Phase 

Section 2(ii) reported a general view that the industry needed to focus more on the retirement phase. In 
addition, we received comments that a major shortcoming of the MySuper regulation was that it only 
covered the accumulation phase. Some interviewees called for the regulations to accommodate 
integration between the accumulation and retirement phase, including the capacity to move default 
members into a pension product:  

 “the biggest frustration we have is that we have a post-retirement system which doesn’t encourage people to 
take a retirement income. … Right now it’s quite difficult for members to move into the post-retirement 
phase and it should be the default rather than the choice.” 

“if I can do one thing within MySuper, it will be actually defaulting our members into MyPension rather 
than giving the money back and asking them to come to us.” 

“MySuper ending at retirement age is something that we feel is inappropriate in the sense that we need to 
have integrated solutions that go all the way through.” 

“I’m surprised the government didn’t start with the pension phase rather than the superannuation phase. 
It would have been a lot easier to design a product if you knew what the legislation post retirement was 
and you were working back from there. It’s been much harder because there’s uncertainty about what will 
be legislated post-retirement.” 
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“So the system is going to come to a point where a lot of … members should be taking retirement income, 
but the system is not wired to do it. And that was the most disappointing thing about MySuper, is it 
that it stops.” 

(iv) The Darker Side of Choice 

Choice is a foundation principal of the current superannuation system. However, a few interviewees 
held the view that choice does not always work for the benefit of members. Contrary points include the 
idea that many members employ choice to their own detriment, and the fact that immediate portability 
grates against the capacity to invest in illiquid assets and adopt a long-term investment horizon. One 
interviewee raised the notion that choice engenders peer-focused behaviour:   

“Despite what people might tell you about member choice, it’s actually detrimental to 99% of people who 
exercise it. Well, we give money to fund managers to manage portfolios on our behalf who eat and 
breathe not an asset class, [but] sometimes just a sector or a sub-sector within that asset class and get it 
wrong. So what makes you think you or I or an ordinary member is able to kind of beat that system 
consistently over a lifetime by flicking through the newspaper in the morning or hearing reports on TV? 
So the answer is: choice is bad.” 

“one [thing] I think the industry struggles with and causes me concern is the illiquidity aspects with 
member choice; they can pull out any time they like. … makes planning long term investments harder 
and it really means that you’ve got to be pretty conservative about illiquid assets … the membership is 
getting more active in terms of switching. Generally, from our analysis, they don’t switch well … it’s good 
to give members choice but sometimes choice doesn’t help them, it hurts them.” 

“I think the most notable barrier in the whole industry that has been prevalent and has been majorly 
responsible for the change in thinking in terms of long term investment has been choice.” 

“… the 30-day rollover rule … [now] three days. … I guess the member will probably say that … three 
is better than 30, but [there is] a huge amount of cost throughout the industry to get that sort of 
arrangement in place. … And it doesn’t foster the long-term nature of the whole system … it facilitates 
greater churn.”  

“I don’t really hold much hope that … people are going to get away from peer group comparisons because 
it’s a competitive environment. We have a choice environment.” 

(v) Concerns over Reporting and Disclosure 

Various changes to the reporting and disclosure requirements have been introduced over recent years 
as part of the Stronger Super reforms. Elements which attracted adverse comments from our 
interviewees included the MySuper dashboard, the tendency to focus on historic performance, and 
portfolio holdings disclosure. Most were complaints about the need to report items that were not seen 
as benefitting members, often at considerable cost.  

An overarching message is that placing emphasis on performance only serves to perpetuate peer-
focused behavior and short-termism, which distracts from the real goal of building towards an adequate 
income in retirement. In other words, reporting and disclosure regulations are seen as reinforcing the 
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misalignments of objectives discussed in Section 2(i). The MySuper dashboard 4 received particular 
attention for requiring the ‘wrong’ information to be provided to members. The main point of 
contention seems to be that the dashboard directs attention toward returns, supported by the standard 
risk measure which reports the expected frequency of negative return years (out of 20). The general 
sense was that many interviewees wanted to see more focus on progression towards retirement goals; a 
notion that will be explored in more depth in the forthcoming detailed report on MySuper. The 
sentiments conveyed in the following quotes were expressed by quite a few of our interviewees:  

“… the MySuper dashboards to be developed by fund managers. There seems to be little thought put into 
the end client outcome these products are intended to solve for in terms of measuring success e.g. delivering 
a sustainable retirement income. The dashboards will also make it difficult to compare strategies and the 
APRA combined reporting is apparently going to focus on comparing returns.” 

 “… the focus on dashboard and reporting on returns … that’s not important. It’s how much you’re 
accumulating and whether … you’re going to have a balance that’s going to provide an income stream in 
retirement. So I think we really need to refocus the thinking … getting excited that superannuation 
funds have been generating strong double digit returns over the past year. So what? … Are we on track, 
and if I’m not, what do I do about it?” 

“… some of the disclosure which has come with the regulation may lead to some adverse consequences in 
terms of how things are communicated to members. What I'm’ referring to in particular are things like 
the product dashboard and the standard risk measure. We think both of those two things actually have 
the potential to mislead members, depending on how they’re used. The standard risk measure because it 
really has no relevance to most members who have an investment horizon beyond five years, and the 
product dashboard because … what member is going to be able to compare how many hundred or 
thousand things that will end up on the product dashboard? … we’re very happy to provide lots of 
disclosure … but we want it to be in a format that members can actually digest and understand.”  

“the dashboard that’s coming out … disclosure of your major asset holdings. I’m not quite sure what 
anybody is going to do with that information.” 

“the direction of regulatory oversight and disclosure is misplaced. … I’ve seen what our disclosure will look 
like and, believe me, I hate to say this, I can’t make head nor tail of it.” 

“… being required on a product dashboard basis not to put in what I think is the appropriate objective 
… risk measure of how many negative years in 20, [and for the return target] you have to use a 10-year 
horizon, you have to use the [median] expected return. To me it comes across as a regulator that doesn’t 
actually understand investing.” 

“… risk as defined by the APRA model, how many negative years in 20 – which we think is crap … 
because it doesn’t identify when you do have that negative return and it’s say four in 20, there’s no 
indication of how negative that return is.” 

  

                                                 
4 The regulations require the MySuper dashboard to report a return target, return, a comparison between return 
target and return, level of investment risk, and a statement of fees and other costs. 
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The following additional comments came from providers of MySuper lifecycle products about the 
reporting regime they might face: 

 “We don’t even know the league tables that APRA are going to put out, which scares us because I don’t 
know how you put out a league table [for lifecycle products] and … suddenly we’re going to be held to 
account in an even worse way than now because you’re comparing apples and oranges.” 

“… onerous reporting requirements and some of it still needs to be resolved … Maybe a good example 
here is how to report a lifecycle strategy. So suddenly you need to comply with the same format and 
structure that you would in a static balanced type option, but you need to report 10-year forward looking 
estimates of risk and return for lifecycle, which obviously change over time. So you get sort of a square peg 
in a round hole.” 

Some interviewees complained about the possibility of having to provide in-depth disclosure of 
portfolio holdings data. The quotes below reveal a questioning of the cost versus benefit from the 
perspective of member benefit or prudential oversight.5 The detail of the regulatory requirement is 
currently under review. 

“Things like portfolio holdings disclosure is poor policy, absolutely poor policy that will not enhance 
member outcomes but will only serve to attract lobbyists and vested interests. …. I don’t know if you’ve 
ever seen a portfolio of fixed interest investments? … Well let me tell you it is utterly meaningless to 
anyone. … There are private equity and hedge fund organizations that we won't be able to deal with, 
that will refuse to deal with us because they don’t want every position published.” 

“APRA’s push to give granular data … how is that ever going to work … we’ve spent a lot time again 
sucking stuff up from the ground up to try and aggregate things in a sensible way. But it’s very 
cumbersome and time consuming and you just get rows and rows of numbers in a spreadsheet. The 
question is: well, what the hell are you going to do with it?” 

“… they get a lot of information from funds. The cost of us providing that information is astronomical.” 

(vi) Fee and Cost Disclosure – The Games People Play 

Some interesting comments on fee and cost disclosures were made by two interviewees. The 
underlying notion was that while costs may be incurred on behalf of members in many different 
ways in earning a return, whether these costs get reported as fees can depend on the form they 
take. The implication is that disclosed fees may not only be misleading; but the manner in which 
they are reported can encourage dysfunctional behavior and might be open to gaming. These 
comments build upon observations made in the CIFR report on the MySuper landscape (op. cit.) 
that fee comparability still leaves a lot to be desired – although that report was specifically 
referring to inconsistencies in the treatment of performance fees and taxation. While no 
particular solution is being endorsed here, we do contend that fee disclosure is an area worthy of 
further attention.  

The comments by one of the interviewees on fee disclosure contained two main elements. First, 
because net returns after fees are what matter to members, the manner in which fees are 
reported should not act as a barrier to selecting an appropriate investment vehicle. Second, fee 
disclosure would be more informative and less distortive if reported in three components: the 

                                                 
5 We would like to add that the broader public benefit in making more data available for analysis by external 
parties (such as researchers) should not be overlooked: CIFR is doing some work on this issue.  
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amount collected by the fund provider as an ‘agent’, and the respective amounts remitted to 
related parties and external parties (usually investment managers). With this background, we 
now convey the interviewee’s case in their own words: 

“Fee disclosure should not impact on investors' choice amongst the alternative ways to access what is 
fundamentally the same investment opportunity. The focus should be on the net return. … There has 
been too much focus on form-over-substance. Good but expensive opportunities are being eschewed in 
favor of cheap opportunities [whether good or bad] just because of the way that fees are disclosed.  

… I am appointing a superannuation fund to act as my agent. … What I want to know is exactly what 
services they are providing and how much they’re charging me for those services. How much are they 
charging to be my agent? And the problem with the fee disclosure is that it is all over the place … and 
typically the agents simply do not disclose what they are taking out to provide their services. 

I don’t care the least what they pay to unrelated third parties. I don’t want them to avoid getting a hedge 
fund that gives me 100% net return just because it’s going to give them a 20% fee to come through on the 
bottom line. Then, by the same token, I'm quite happy for them to say passive management is good 
because it’s going to get a better net return, but I don’t want them to be putting in passive management 
because it’s going to expand their margin, without me knowing about it. 

So what I’ve said is that the primary fee disclosure should be: what services are super funds providing and 
what cost are they adding on to act in their role as fiduciary agents. Number two is what the agents are 
paying to related third parties, with some sort of assurance that the related third party fee is at an 
appropriate level. Number three, is what are you paying to unrelated third parties? Now the reason why 
I don’t care about that is because if the fee disclosure centers on what the agents are taking out, then the 
only reason to add investment costs or take them out is to improve net returns. 

… for an unlisted property trust we quote the management fee in the underlying unlisted property trust, 
right? For listed property trusts, because they are listed, you simply buy the listed property trust and 
there’s no fee disclosed. Some people have said to me what you should do is to look through the listed 
property trusts and use that as part of your fee disclosure. I said, is this really the solution? I can accept 
that the fees that a listed property trust takes out for management are similar in character to the amounts 
that a direct property fund takes out for its management. But if we look through to management costs in 
a listed property trust, why would we treat this differently to the amounts that a listed company pays to 
its staff and management.  For that matter, the interest margin that a bank earns on its term deposits 
could also be considered ‘fees’. It is not clear where you draw the line.” 

Another interviewee expressed similar concerns over the way in which fees and costs are disclosed, but 
with a different focus and examples. Nevertheless the sentiments are similar – reporting can be 
distorted by how the costs are accounted for:  

 “Do you net your forex cash through your custodian costs, so you’ve only got a net rather than a gross? It 
would have huge impact on what you’re doing. Do you take your operational risk reserve straight out of 
the member’s money, and if you do it will add basis points? Or do you take it out of the contributions 
account before you put it in there? … We did a lot of work on this a few years ago when we were doing 
our costing and costing models and came away very disillusioned about some players.” 
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4. Fund Scale 

Interviewees were specifically asked about fund scale. The background is that there exists a new legal 
requirement for trustees to make an annual assessment of scale with respect to their MySuper products. 
In addition, APRA has intimated that it may seek justification where insufficient scale might contribute 
to long-term underperformance. This focus on scale has been considered somewhat controversial in 
certain quarters, making it an issue worthy of investigation. . 

Interviewees expressed a wide and rich range of opinions on the relevance of fund scale (which did not 
always reflect the size of the interviewee’s organization). At one extreme is the view that scale is critical, 
with the implication that those funds below scale should not exist and will inevitably merge: 

“We have much greater capacity to achieve our objectives, or the objectives of our members, than funds 
much smaller than us. To be honest, I don’t know how they can do it.” 

“…they’ve been pushed into mergers and I think that’s ultimately a good thing because these funds are 
just ridiculously small and just don’t have the resources. So that I think is a good outcome for long-term 
stability for the sector. … I do not understand how some of these funds cope, and I also am always 
surprised why there aren’t more Australian Supers.”  

At the other extreme is a view that there is no strict definition of scale, and that funds of varying sizes 
can do a good job for their members off the back of their particular offerings and positioning. What 
matters is that a fund recognizes and plays to their competitive advantages: 

“There’s things you can learn from funds of all sizes, both good and bad. The key thing we always find is 
that we have to be doing what’s right for our size and making sure we’re leverage our scale properly and 
getting the most out of it … funds of a smaller or larger size will need to tailor their approaches 
properly.”  

“… there’s so many mixed signals … You can be a fairly small fund and have a well-defined purpose.” 

“I think it also depends on … how your fund is set up.” 

“… we have this very unique membership base and the board is very worried about, well, if the ideals and 
the views of those members would get diluted if we merged with another group.” 

“It can be good, it can be bad. Lots of different opinions out there … our view here is that smaller funds 
can exist, as long as they’re doing the right thing for their members. They might be a boutique or a niche 
type fund and they might be small; but if their fees are competitive and the investment performance is 
competitive, I don’t see a reason why they shouldn’t exist.” 

Interviewees offered differing emphasis on what is important for efficient scale. A variety of benefits to 
size were identified, including: the capacity to support more functions and services; ability to negotiate 
lower management fees; and, of course, cost efficiencies in administration and the like.6  

“Scale matters … it gives us the ability to do a lot more things for members and on behalf of members 
than we would otherwise be able to do … I can put in better risk systems, better portfolio construction 
tools … use our scale to bring fees down as much as possible.” 

“… absolutely you need scale to deliver these products.” 
                                                 
6 Interestingly, we received no mention of size leading to improved access to managers and unlisted assets. 
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“We’ve got scale, which helps keep the fees a bit lower.” 

“I’m a bit of a fan of scale … [it helps deal with] huge agent principle problems … [we can] in-source 
investment management and that’s largely to stare down the industry and to say, you know, if you don’t 
moderate your claims on us and sort out the agent principle issues, we’ll just in-source the lot.”  

 “There is also scale in administration obviously.” 

“ If you’ve got scale, at least you can spend money on building that [administration] up.” 

 “… there’s a lot of pressure on funds to merge … someone comes along to another fund and says, ‘We 
can give an obvious benefit to your members by reducing their costs if you come under our wing.’ So I 
think fund scale is important. I don’t know what that level of scale is; at which point that you say well 
really your costs are going to be too high, is it really in your members’ benefit to move over?” 

Some interviewees were keen to point out that being too large also has disadvantages, including the 
capacity to successfully pursue active management:  

“… some of the bigger funds … got a number of issues because of their sheer size and I think at some 
point the returns from the increased scale diminish or perhaps turn negative.” 

“I’ve done a lot of work on scale more from an investment perspective. … If we believe in active 
management … then you have to be able to invest in small caps.” 

“Good quality boutique-type managers don’t want a $1 billion mandate.” 

Others interviewees took issue with using funds under management in Australia to evaluate scale. One 
interviewee suggested that size alone is the wrong measure. Two interviewees who worked in 
subsidiaries of overseas parents argued that they obtained scale from their international links: 

“funds under management isn’t the right test. So we’ve got a process about how we will assess ourselves 
and it’s multi-faceted. There might be admin costs and a whole range of other things and funds under 
management is a very small component of it.” 

“I think fund scale is very important … it is relevant to the ability to actively manage an investment 
solution. … If I was managing just … here in Australia, I wouldn’t be able to bring [investment 
solutions quickly] into a portfolio … we have a material advantage with global asset classes in that 
regard.” 

 “there are different ways of gaining scale … we’ve been able to negotiate rather good fees [even though we 
are] not a huge fund here, but [we are] globally.”  

One interviewee (interestingly, a large retail provider) made a notable point that too much focus on 
scale and industry consolidation could have adverse consequences for competition:  

“… just making sure you don’t reduce competition in the market. … You’re seeing a lot of consolidation 
already in the industry fund sector, and you just want to make sure you still have a healthy, competitive 
environment. I think some of the modern award issues that are cropping up are going to reduce 
competition and increase disruption in the industry and I think that’s not a healthy thing.”  

In summary, the superannuation industry might be described as being in two minds over how to define 
scale and what it means – a feeling that is reflected in the following quote:  
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“… because we’re small, we can move the dial really quickly. We can move asset allocation, we can do 
things that a $100 billion fund just can’t. It just can’t. But what surprises me is when we merged we 
found big economies of scale … there were big economies of scale [in] asset consultant, service providers, 
custodian, fund managers. We got big scale. … [but] there must be some sort of diminishing return. 
With the development of internalization, that must reduce cost as well. … So you’re either going to have 
to be alpha or you’re going to be managing for beta. We have to manage for alpha here because we’re 
small, and so we have to use our strength. If I was a big guy, I’d go for the lowest cost and go for beta. 
And I think there’s room for both in the system.”  

5. Perceptions of the Regulator  

Interviewees were invited to comment on the regulator on a confidential basis: this was motivated by a 
request from the Australian Prudential Regulation Authority (APRA) to ask “what people thought 
about us.” Below are nine responses from those who made a direct comment. The quotes are arranged 
from supportive to less so. The majority of comments are positive.  

“… we were very, very pleased with how receptive APRA was around MySuper. It was a bit of a 
challenge for them, but to their credit they accepted that challenge and they’ve licensed us and they’re 
letting us get on with it. I think everything that I’ve seen around APRA in terms of its prudential work 
is fair and reasonable.” 

“… an anecdote from when APRA came to look at our fund and interview us: a positive takeaway is 
they didn’t just ask if we carried out the analysis. They said, ‘Alright, so you’ve done analysis, you’re 
aware of your risk exposures, now what is your follow up plan …?’ Which we thought was a great 
thing. It’s not just about reporting for the sake of reporting, but reporting for the sake of understanding 
your fund better and making active decisions to change it accordingly.” 

“APRA is stepping up and making things tougher … lifting the standards as they go around and they 
see the funds. ‘You’re doing some really good stuff there, okay…’ And they see the next fund they say: 
‘But what are you doing in relation to this?’ Then they go around to the next fund: ‘What these people 
are doing is smart but…’ It’s almost continuous…” 

“… we find APRA is actually a decent regulator to deal with.” 

“APRA has done a good job in difficult circumstances.” 

“APRA have done a reasonable job. I think there’s a bit of disconnect, and it was noticeable in MySuper 
between their policy and operational people.”  

“ASIC will have a stand on the disclosure side … you can’t tell people about returns. And APRA sort 
of comes around and says: you have to measure your performance and disclose your performance on your 
dashboard. But ASIC is saying we can’t.” 

“I think the regulatory framework has been strengthened from their point of view: their powers are far 
stronger, so I think they will probably think that’s a good thing. There are a few areas where we think 
they come across the line into things that are trustee discretion … which I think goes beyond their role of 
being a regulator and overseeing things and monitoring. They can actually almost intervene in a process 
which is just a normal commercial arrangement. … we are concerned about equity of application of their 
powers from time to time … We know that they put different requirements … on different funds.”  
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“I think probably the biggest criticism of APRA is they’ve taken the framework from a banking and 
insurance perspective and they’ve tried to apply it to superannuation without understanding there’s 
different capital implications, the stakeholders are different and all that sort of stuff.”  

The above quotes reflect general perceptions of the regulator. Specific comments on the prudential 
standards were covered in Section 3(ii). While implementation of MySuper will be discussed in detail in 
the more detailed paper to follow; it is worth conveying here a broad sense for what we heard. Most 
interviewees clearly did not enjoy the frequent updates and changes made during the MySuper 
implementation (see quote in Section 3(i), for instance). However, it was acknowledged that the process 
of implementing MySuper was difficult for APRA also; and that some learning and then re-adjustment 
was probably unavoidable. Hence although MySuper implementation was a source of angst, a few of 
our interviewees were forgiving towards APRA itself.   

6. Concluding Comments  

This paper reports on comments made by fund executives during interviews between late-2013 and 
mid-2014 on the superannuation system and its regulation in general. It is an interim paper in a larger 
project focusing on how MySuper default funds were developed following a major regulatory change. 
While most of our interviewees considered the superannuation system to be working well, some areas 
of concern were uncovered. Notable issues included: questions over whether the system was 
completely aligned with members; the need for more attention on the retirement phase; the burden of 
regulatory change; aspects of the reporting and disclosure regime; and warnings over focusing primarily 
on fees and costs rather than net returns.   


