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Executive Summary 

Superannuation fees have come under public scrutiny in recent years with the belief that many are 

set too high. This report focuses on a sample of Australian superannuation funds to gain a better 

understanding of the factors that influences the fees that they charge. We examine how fund size, 

asset allocation, risk category and fund type influence investment, administration and total fees. 

Previous research has not precisely linked the investment fee to the asset allocation of each 

superannuation fund in Australia. The results reveal that exposure to certain asset classes helps to 

explain fund fees. Our results show that this difference provides an intuitive reason as to why 

investment fees differ between funds. After taking into account the asset allocation for each fund, 

we find convincing evidence that there are differences in the fees charged by corporate funds, 

industry funds, master trusts and public funds. These fee differences exist across investment, 

administration and total fees. We find that industry funds charge an investment fee that is over 12 

basis points cheaper than a master trust, after controlling for asset allocation. This is a significant 

amount, given that the average investment fee is around 60 basis points in our sample. We 

undertake a benchmarking exercise to reveal that investment fees do not seem excessive, but we 

again observe differences across funds types. When examining the average difference between the 

actual investment fee charged and the expected fee, we observe that retail funds have the highest 

differential.  

 

This report also examines the relationship between investment fees and fund performance. The 

empirical findings indicate that the most expensive group of funds charge almost three times the 

investment fee as the least expensive group of funds and that the raw after-fee returns of these funds 

are significantly greater than the least expensive funds. Part of the higher fees is because these 

funds hold riskier assets which cost more to manage. We find that the difference in after-fee 

abnormal performance is not significantly different between the group of funds with the highest and 

lowest fees. This suggests that investors are no better (or worse) off than they would be if they were 

to select high or low fee fund during our sample period.  

 

The findings from this report are important for investors and advisors when making informed 

investment decisions and when allocating funds between superannuation products. It is also relevant 

for superannuation fund managers when deciding on how to set fees in a competitive setting based 

on their asset allocations and peer relative performance. For example, funds with low risk 

allocations are expected to set low fees reflecting the ease of managing such assets. Lastly, the 

findings from this paper are relevant for policy makers, who in recent years have promoted greater 

competition in the superannuation industry and placed pressure on funds to reduce fees. Our 

recommendations from these findings are that investors should be cautious when making 

investment decisions based solely on fee levels because fees cannot be used to determine the ability 

and asset allocation decisions of fund managers. Furthermore, fund managers should not be forced 

to reduce fees to remain competitive, as this may lead to divestment from certain assets classes, 

which provide higher after-fee returns, thus adversely affecting retirement balances.  

 

We believe our results highlight that improved disclosure is required. Superannuation fund 

members should know the returns that each asset class is generating, the fees that are being charged 

for each asset class and the proportion of passive management that is being employed. This 

information will lead to improved benchmarking of superannuation fund performance and fees, and 

will assist superannuation fund members in making more informed investment choices. 
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1. Introduction  

 

Excessive fees damage retirement savings dramatically over time once compounding is taken into 

account. According to David Murray’s Financial System Inquiry, the fees charged by 

superannuation funds in Australia are amongst the highest in the OECD (The Age, Jan 25, 2016). A 

recent Grattan Institute report was scathing in its assessment of the fee structure, reporting that 

many Australians were paying up to three times more than necessary for superannuation 

(MyWealth, 2014). This report prompted heated responses from the Head of the Financial Services 

Council, John Brogden, who accused the Institute of using ’sloppy data’. Typical Australians are 

also concerned with superannuation fees as demonstrated by treatment of this issue in the 

mainstream media: in 2014 the Canberra Times reported that the average Australian household 

spent more on superannuation fees each week than on electricity. 

 

Australian superannuation assets have an aggregate value of over $2 trillion AUD as of the fourth 

quarter 2015, making it the third largest superannuation industry in the world, behind the USA and 

the UK.
1
 Australia introduced mandatory employer superannuation contributions in 1992 through 

the Superannuation Guarantee (Administration) Act 1992. As a result, Australia has one of the 

highest private expenditures on old age pensions in the OECD (3.5% of GDP) and lowest public 

expenditure (3.5% of GDP, vs an OECD average of 6.5%) (Cook 2012
2
).

3
 

 

The question of whether superannuation fees are appropriate is of great importance. Reduction of 

fees was one of the two significant goals of the Labor Government’s (2010-2013) Stronger Super 

reforms
4
, alongside enhancing efficiency. Given the long investment horizon for superannuation 

funds, even incremental differences in fees can deliver markedly different retirement outcomes, 

assuming differences in fees do not generate markedly different returns. Thus, if higher 

superannuation fund fees are not appropriate for the level of risk/management involved in 

investments, individuals may not be receiving products that are in the interest of their retirement 

schemes. Given this is a major goal of the Australian retirement system, the issue is of great 

significance. 

 

Regulatory bodies in Australia are responsible for ensuring that superannuation fund providers act 

in the interest of their customers and provide appropriate information regarding their offered 

products and fees (ASIC
4
); however, it is considerably more complex to assess whether a 

management fee is appropriate or not. It is not merely a question of generating higher returns; it is 

also necessary to consider broader risk characteristics and investment choices of the fund. Further, 

since a large number of contributions are mandatory employer contributions,
 
there is a significant 

risk that individuals may not properly monitor their investments in order to make informed 

decisions. 

 

                                                 
1
 https://www.superannuation.asn.au/resources/superannuation-statistics 

2
 http://theconversation.com/compulsory-super-its-good-it-works-and-we-want-more-of-it-5975 

3
 The public/private divide simply relates to the source of funding for old-age benefits. Public pensions refer to any benefits which 

are funded by government revenue/borrowing (federal, state or local) and these are generally unfunded, Pay As You Go (PAYG) 

schemes though can include sovereign funds. E.g. The Australian Old Age Pension represents public expenditure and is a PAYG 

scheme. All other benefits paid to retirees are considered private. In Australia this essentially means superannuation schemes, 401Ks 

in the US, i.e. most often defined contribution funds. The expenditure is referring to payments/withdrawals made on private pension 
plans to members and not contributions made into funds by members. 

 
4
 http://asic.gov.au/regulatory-resources/superannuation-funds/stronger-super-reforms/fee-and-cost-disclosure-

requirements-for-superannuation-trustees/#performance-fees 

https://www.superannuation.asn.au/resources/superannuation-statistics
http://theconversation.com/compulsory-super-its-good-it-works-and-we-want-more-of-it-5975
http://asic.gov.au/regulatory-resources/superannuation-funds/stronger-super-reforms/fee-and-cost-disclosure-requirements-for-superannuation-trustees/#performance-fees
http://asic.gov.au/regulatory-resources/superannuation-funds/stronger-super-reforms/fee-and-cost-disclosure-requirements-for-superannuation-trustees/#performance-fees
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Using data from Chant West this report examines i) the determinants of fees, with a particular focus 

on investment fees, and ii) whether these higher fees lead to higher returns for superannuation fund 

members. Based on our findings, we highlight that increased granularity in the disclosure of fees, 

asset allocation and returns would help superannuation funds members make more informed 

choices. 

 

 

2. Background 

 

The retirement system in Australia has undergone a substantial shift towards superannuation over 

the past several decades. In 1972, superannuation coverage reached only 29% of employed persons, 

but grew to 53% by 1982, 71% by 1991 and following compulsory superannuation introduction in 

1992, superannuation coverage currently extends to over 90% of employed Australians. Likewise 

the size of assets under management in the superannuation industry has grown from 38% of GDP in 

1991, to over 100% of GDP in 2012.
5
 Given the substantial value of the industry, excessive fees can 

generate substantial welfare losses for Australians. For example, even excessive fees of 10 basis 

points represent annual losses to Australians of $2 billion dollars, based on $2 trillion worth of 

assets. These figures put into perspective the importance of ensuring fairness in fees. 

 

MySuper funds were introduced in July 2013 as part of the Stronger Super reforms
6
. MySuper funds 

are restricted to a single diversified investment strategy, and restricted regarding the types of fees 

that may be charged. The product is designed to be relatively simple so that members are not forced 

to pay for unwanted or unnecessary services. Employers are required to make contributions to a 

MySuper fund for employees who have not indicated a preferred superannuation fund. Due to 

restrictions on investment strategy and chargeable fees, MySuper funds are aiming to be low cost. 

Rice Warner’s 2014 report into super products predicts that the introduction of MySuper will cause 

fees to converge to approximately 1% of assets over the next few years. They show that total fees 

have declined 20 basis points from 2004 to 2014 (Rice Warner, 2015).  

 

Retail funds are typically high cost funds, though some may offer a low cost MySuper option. Retail 

funds aim to retain profits for the company managing the fund.  

 

Industry funds are either open for anyone to join, or restricted to employees of a particular industry. 

Whilst the majority are accumulation funds, some older funds have defined benefit members. The 

funds are run for the benefit of members, and all profits are reinvested into the fund, making 

industry funds generally low to mid cost. Some industry funds offer MySuper accounts. 

 

Public Sector funds were created primarily for employees of state and federal Governments. Typical 

characteristics of these funds are a higher employer contribution rate than the (current) 9.5% 

minimum, relatively modest range of investment choices, a large proportion of older members with 

defined benefit funds, generally low fees, and some offer MySuper accounts. Like industry funds, 

public sector funds are not for profit, with earnings reinvested into the funds for the benefit of all 

members. 

 

Corporate funds are arranged by employers for employees, or by a Board of Trustees appointed by 

the employer and employees. Corporate funds can either be directly run by employer/industry or be 

in the form of retail funds. If corporate funds are managed by retail funds, some profit will be 

retained by fund managers, whilst for an employer-run or industry fund, profits are usually 

                                                 
5
 

http://www.aph.gov.au/About_Parliament/Parliamentary_Departments/Parliamentary_Library/pubs/rp/rp1314/SuperChr

on#_Toc382309866 
6
 http://strongersuper.treasury.gov.au/content/Content.aspx?doc=reforms.htm 

http://www.aph.gov.au/About_Parliament/Parliamentary_Departments/Parliamentary_Library/pubs/rp/rp1314/SuperChron#_Toc382309866
http://www.aph.gov.au/About_Parliament/Parliamentary_Departments/Parliamentary_Library/pubs/rp/rp1314/SuperChron#_Toc382309866
http://strongersuper.treasury.gov.au/content/Content.aspx?doc=reforms.htm
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distributed back to members. Larger corporate funds typically offer a wider range of investment 

options. 

 

Self-Managed Super Funds (SMSF)
7
 are managed by members themselves who act as 

directors/trustees of the fund, and are limited to one to four members in size. Whilst investment 

choices are quite wide, numerous restrictions typically apply. For example, property investments 

must meet a ‘sole benefit test’ of providing only retirement benefits for members, i.e., the property 

cannot be acquired by a related party of a member, be lived in by a fund member/related parties, 

and cannot be rented to a fund member or related parties. There are also additional legal costs such 

as auditing and tax compliance. Since SMSFs do not possess the scale of other types of funds, 

higher fees are typically incurred unless a substantial amount of money is invested.  

 

 

2.1 Market Share by Superannuation fund type  

 

Figure 1 is based on APRA regulated fund annual data. As of June 2015, there were 232 APRA 

regulated funds. Retail and rollover funds make up 59.9% of all funds, and represent the for-profit 

Superannuation sector, with all other funds having not-for-profit status. 

 

Figure 1 

 
 

The distribution looks different when accounting for the fact that retail superannuation providers 

often provide numerous investment options through several funds. The total number of APRA 

regulated fund groups by license holders is 133, the breakdown of which is presented below in 

Figures 3 and 4: 

 

                         Figure 2                                                Figure 3 

                                                 
7
 https://www.moneysmart.gov.au/superannuation-and-retirement/self-managed-super-fund-smsf 

 

57% 

14% 

3% 
8% 

18% 

APRA Regulated Funds By Type 

Retail Corporate Retail- ERF Public Sector Industry

https://www.moneysmart.gov.au/superannuation-and-retirement/self-managed-super-fund-smsf
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Source: APRA Annual Fund-level Superannuation Statistics. 

 

The total value of assets held by APRA regulated funds in Australia as of June 2015 was 

approximately $1,233 billion AUD. Corporate funds hold the lowest number of assets per provider, 

whilst public sector funds have the highest relative assets per provider.  The largest 10% of fund 

providers manage 57.3% of all superannuation assets, which is roughly $707 billion AUD. Around 

half of these providers are retail funds, a quarter represent industry, a quarter public sector funds, 

and none are corporate funds. 

 

 

2.2 Investment Styles by Fund Type 

 

As of June 2015 APRA had available fee data for approximately 150 funds. For these funds, the 

average and median assets per account, fees per account and fees over assets are shown below by 

different fund types. Public sector funds show the lowest fees as a portion of assets, followed by 

corporate accounts and retail accounts. Industry account sizes, however, are typically smaller, with 

fees comparable to retail accounts as a percentage of assets. This is outlined in Table 1 below. 

 

Table 1 

    Corporate Industry 

Public 

Sector Retail 

Assets per account Average $105,605.48 $46,056.49 $98,857.00 $133,291.88 

 

Median $135,109.19 $38,813.53 $69,134.91 $104,132.17 

      Fees Per Account Average $1,337.33 $894.43 $515.84 $2,107.25 

 

Median $1,182.49 $528.65 $470.30 $1,224.91 

      Fees as % of Assets Average 1.1% 2.0% 0.5% 1.8% 

 

Median 1.0% 1.5% 0.4% 1.4% 

    

              Source: APRA Data (Industry Characteristics) 

 

 

Using Chant West’s more extensive database, Figure 4 represents the investment style of 

superannuation funds in 2014. In general, funds invest predominantly in growth assets.  

 

 

24.1% 

31.6% 

10.5% 

33.1% 

APRA Regulated Fund providers 

Corporate Industry

Public Sector Retail

$53,394 

$434,052 

$210,599 

$535,201 

Total Assets Held by Fund Type 

($mil) 
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Figure 4 

 
Source: Chant West Data 

 

Superannuation funds invest predominantly in shares: in total 63.6% of Australian super assets are 

invested in the stock market. Out of all fund types, retail funds appear to invest significantly more 

in bonds than other types of assets. The lower return of retail funds examined earlier may be the 

result of the relatively high level of investment in bonds, which carry lower risk than other assets, 

i.e., higher returns in other funds may represent compensation for risk. However, given that 

superannuation funds are generally held over a long horizon, lower risk investments may represent 

a misallocation of investment. These statistics are shown in Figure 5 below. 

 

Figure 5 

 
         Source: Chant West Data 

 

 

 

 

3. Empirical Research 

 

This report considers two issues that centre on the fees charged by superannuation funds. We first 

address what the factors are that influence the fees charged by superannuation funds. We undertake 

this analysis using annual data. The second issue we address is whether funds with that charge 

higher fees are able to deliver higher performance. This analysis is undertaken with monthly data. 

 

3.1 Determinants of Fees 

 

3.2 Data 

 

54.1% 

53.1% 

56.6% 

50.5% 

7.9% 

10.1% 

10.7% 

8.5% 

35.3% 

31.4% 

28.8% 

37.9% 

Corporate Funds

Industry Funds

Retail Funds

Public Sector Funds

Investment Style by Fund Type 

Growth Assets Alternative Growth Defensive Assets Alternative Defensive

63.6% 

67.1% 

65.9% 

65.3% 

59.5% 

11.5% 

13.6% 

12.8% 

14.8% 

9.1% 

20.7% 

15.0% 

16.9% 

11.8% 

28.7% 

Grand Total

Industry Funds

Public Sector Funds

Corporate Funds

Retail Funds

Asset Composition by Fund Type 

Shares Property Bonds Total Other
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The superannuation fund data used in this study are sourced from fund surveys collected by Chant 

West.
8
 Chant West is an independent superannuation research and consultancy firm established in 

1997. The sample covers annual data for the period from 2007 to 2015. The data extracted from 

these surveys include investment fees and administration fees for account balances of $25,000, 

$50,000 and $250,000. The dataset also includes strategic asset allocation across Australian shares, 

Australian bonds, international shares, international bonds, Australian property, international 

property, infrastructure, hedge funds, cash, private equity and other assets. Information on assets 

under management, fund provider type (i.e., consultants, corporate, industry, master trusts and 

public sector funds) and an indicator for MySuper funds are also contained in the final dataset.  

 

3.3 Summary Statistics 

 

The full sample contains all superannuation funds with observations on the investment fee and the 

administration fee. The analysis sample includes those superannuation funds for which we have 

observations on all the fee variables as well the asset allocation of each fund.  

 

We provide two different samples. The first sample is that which includes all funds that have 

observations on the investment fee and the administration fee (full sample). The final sample that is 

used in the analysis requires funds to have observations for investment fee, administration fee, asset 

allocation and fund size (analysis sample). These constraints produce an unbalanced panel of 1,063 

annual observations across 174 superannuation fund options. We present the summary statistics for 

both the full sample and the analysis sample. Table 2 contains the descriptive statistics for both 

samples. As the statistics for both the full sample and the analysis sample are similar, the discussion 

will focus on the analysis sample. The average investment fee is just under 62 basis points in our 

sample. The median is similar, though there is significant variation in the fee within the sample. In 

terms of the administration fee, these average from 62 basis points on account balances of $25,000 

to an average of 16 basis points for account balances of $150,000. The medians are lower for all the 

administration fees, suggesting that there are some funds charging sizeable administration fees. The 

maximum values indicate this as well. Investment fees make up 50% of the total fee for account 

balances of $25,000 and 79% for account balances of $150,000. 

 

 

Table 2 
Descriptive Statistics 

Descriptive statistics are presented for two sample. The Full Sample contains all observations in the Chant West dataset 

and the Analysis Sample includes those funds with complete data on fees, fund size and asset allocation. 

 

 Investment Fee  Administration Fee  Total Fee 

   $25,000 $50,000  100,000  $150,000   $25,000 $50,000  $100,000  $150,000 

           

Panel A: Full Sample           

Mean 0.611  0.620 0.479 0.239 0.160  1.231 1.089 0.850 0.770 

Median 0.610  0.500 0.360 0.180 0.120  1.140 1.000 0.830 0.763 

Std Dev 0.212  0.383 0.330 0.165 0.110  0.460 0.409 0.281 0.248 

Min 0.110  0.100 0.050 0.025 0.017  0.370 0.260 0.200 0.180 

Max 2.630  4.850 2.450 1.225 0.817  5.510 3.640 3.135 2.967 

Obs 1607  1607 1607 1607 1607  1607 1607 1607 1607 
            

Panel B:  Analysis Sample         

Mean 0.617  0.621 0.480 0.240 0.160  1.238 1.097 0.857 0.777 

Median 0.620  0.510 0.360 0.180 0.120  1.160 1.030 0.840 0.770 

Std Dev 0.225  0.372 0.331 0.166 0.110  0.451 0.415 0.290 0.258 

                                                 
8
 For further information about the surveys please see https://www.chantwest.com.au/ 

https://www.chantwest.com.au/
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 Investment Fee  Administration Fee  Total Fee 

   $25,000 $50,000  100,000  $150,000   $25,000 $50,000  $100,000  $150,000 

Min 0.110  0.120 0.100 0.050 0.033  0.370 0.260 0.200 0.180 

Max 2.630  4.850 2.450 1.225 0.817  5.510 3.640 3.135 2.967 

Obs 1063  1063 1063 1063 1063  1063 1063 1063 1063 
Source: Chant West Data 
 

Table 3 presents the mean and median fee for each year from 2007 to 2015. There is considerable 

variation in investment fees over time, with an increasing trend present up until 2010 followed by 

some volatility. The median follows a similar pattern. The times series behaviour of the 

administration fee is essentially the opposite. Administration fees decline over the sample, before 

increasing from 2013 to 2015. The median results are broadly similar.  

 

Table 3 
Mean and Median Fees by Year 

The mean and median of the investment, administration and total fee are reported on an annual basis.  The Full Sample 

contains all observations in the Chant West dataset and the Analysis Sample includes those funds with complete data on 

fees, fund size and asset allocation. The administration fee and total fee are based on an account balance of $50,000. 

 Investment Fee  Administration Fee $50,000  Total Fee $50,000 

 

Analysis 

Sample 

Mean  

Analysis 

Sample 

Median 

Full 

Sample 

Mean 

Full 

Sample 

Mean 

 Analysis 

Sample 

Mean  

Analysis 

Sample 

Median 

Full  

Sample 

Mean 

Full  

Sample 

Mean 

 Analysis 

Sample 

Mean  

Analysis 

Sample 

Median 

Full  

Sample 

Mean 

Full  

Sample 

Mean 

2007 0.582 0.610 0.576 0.580  0.495 0.450 0.508 0.560  1.090 1.140 1.071 1.030 

2008 0.594 0.610 0.602 0.610  0.446 0.310 0.491 0.390  1.085 1.000 1.048 0.955 

2009 0.622 0.610 0.613 0.600  0.454 0.320 0.458 0.300  1.080 1.030 1.067 0.990 

2010 0.653 0.615 0.640 0.610  0.441 0.320 0.433 0.280  1.086 1.035 1.081 1.000 

2011 0.654 0.660 0.642 0.640  0.459 0.340 0.438 0.320  1.093 1.090 1.100 1.070 

2012 0.625 0.640 0.626 0.640  0.464 0.350 0.453 0.342  1.078 1.050 1.090 1.030 

2013 0.592 0.600 0.596 0.605  0.498 0.360 0.481 0.360  1.074 1.000 1.094 0.985 

2014 0.611 0.620 0.594 0.600  0.526 0.410 0.522 0.410  1.133 1.010 1.119 0.990 

2015 0.606 0.610 0.595 0.600  0.517 0.430 0.525 0.430  1.131 1.030 1.112 1.000 

      Source: Chant West Data
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3.4 Portfolio Analysis 

 

Despite the absence of any strong trends in the fees charged by the superannuation funds in our 

sample, we turn our attention to differences in fees in the cross-section of funds and what potential 

explanations exist. We rank all superannuation funds by their fee and sort them into five portfolios. 

The ranking is done each year. Table 4 contains the results, with panel A presenting the investment 

fee sorted portfolio, panel B containing the administration fee sorted portfolios and panel C 

documenting the results for the total fee-sorted portfolios. 

 

In panel A, the average investment fee for the high investment fee portfolio is almost 91 basis 

points, which is 57 basis points higher than the 34 basis point investment fee charged by the low fee 

portfolio. This is an extremely large difference. However, there could be economic justifications for 

this difference. The administration fee on a $50,000 account balance is not significantly different 

for funds with higher investment fees. This provides some evidence that investment fee and 

administration fee are set independently. Not surprisingly, the total fee does vary in a monotonic 

fashion from the low fee portfolio to the high fee portfolio. A large number of the asset allocations 

change in a monotonic fashion as expected. Funds with higher investment fees have a lower 

allocation to cash, Australian bonds and international bonds. Funds with higher investment fees also 

have a higher allocation to Australian shares, international shares, Australian property, hedge funds, 

private equity and infrastructure. With the exception of international property, the funds with 

exposure to asset classes that are either riskier or are more expensive to manage charge higher fees. 

For example, low fee funds have a 19% allocation to cash whereas high fee funds have a 4% 

allocation. This 15% difference is roughly the same as the difference in the weights allocated to 

Australian shares between the low and high fee portfolios, with high fee funds have a larger 

allocation to shares. At first glance, it seems that fees are in line with expectations given the risk 

and costs of the various asset classes. However, different investment options have different asset 

allocations that could influence the investment fee charged. We will return to those differences 

shortly.  

 

Panel B presents the fees and asset allocations across portfolios sorted by administration fee 

charged to an investor with a $50,000 account balance. High administration fee portfolios have 

slightly higher investment fees but the average fee across the portfolios is not monotonic. High 

administration fee portfolios also have higher total fees. When examining the asset allocations it is 

evident that funds with higher exposure to the two bond asset classes, international property and 

hedge funds have higher fees. There is a negative relationship for Australian property, private 

equity and infrastructure. Although we had no expectation about how administration fees would 

vary with asset class, it is unexpected that we find some strong relationships. The regression 

analysis will take into account some other factors that could influence administration fees to 

ascertain the strength of these portfolio-level relationships. 

 

Panel C contains the analysis for total fees. The investment fee and administration fee increase 

monotonically with the total fee. The average difference in the total fee is 1.1%, with 75 basis 

points of this being due to the administration fee and the remaining 35 basis points due to the 

investment fee. This is a sizeable difference, and does indicate that there is more scope to be 

lowering administration fees. The variation in total fees is generally consistent with the results of 

the investment fee sorted portfolios, with riskier asset classes being associated with a higher total 

fee. 

 

To identify whether it is purely risky assets, or particular asset classes that drive the difference in 

investment fee, we separate funds into four groups based on their investment option: conservative, 

balanced, growth and high growth. Within each investment options we sort funds into three groups 
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based on their investment fee, with rebalancing undertaken every year. These average fees and asset 

allocations are reported in panels A to D of Table 5. Inspection of the table shows that the 

investment fee and the portfolio weights in riskier asset classes differ between investment options, 

as expected. What is apparent is that the difference in fees that exists in the entire sample is present 

within the investment option groups. The difference in investment fee between the high and low 

investment fee portfolios ranges from 34 to 43 basis points across the four risk categories. Again, 

these differences are sizeable. There are some consistent patterns that emerge across each of the 

four panels. First, within each investment option, those funds that had higher fees all had 

significantly higher allocations to hedge funds. In all cases, the high fee funds exposure to hedge 

funds was double that of low fee funds. The allocation to infrastructure is not monotonic within 

each investment option, but the higher fee funds all have a higher allocation to infrastructure than 

the low fee funds. The key message here is that higher investment fees are charged by funds that 

have a higher allocation to less liquid asset classes. The exposure to Australian shares is significant 

and positive in two of the investment options (Balanced and Growth). This analysis does ignore 

other influences that could have an impact on fund fees. We now turn our attention to regression 

analysis to determine if the exposure to the illiquid asset classes can explain the fee differences 

when other possible explanations are introduced. 
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Table 4 

Asset Allocations of Fee-Sorted Portfolios 

Portfolios are formed by sorting superannuation funds into five portfolios each year based on their investment fee. The mean and median asset allocation for each portfolio is 

reported as well as the high and low difference. Superannuation funds are ranked into five portfolios each year based on their fee. The portfolios are formed based on three fees – 

investment, administration and total. The administration fee and total fee are based on an account balance of $50,000. The three mean fees and the mean asset allocations for each 

portfolio of superannuation funds are based on the average for the entire sample. The difference between the average of the high fee and low fee group is reported in the High-Low 

row with the associated t-statistic contained in parentheses. *, ** and *** indicate statistical significance at 10, 5, and 1%, respectively. 

 

Fee Group 
Investment 

Fee 

Admin Fee 

$50,000 

Total Fee 

$50,000 
Cash 

Aust  

Shares 

Aust  

Bonds 

Intl    

Shares 

Intl    

Bonds 

Aust 

Property 

Intl 

Property 

Hedge 

Funds 

Private 

Equity 
Infra 

              

Panel A: Investment Fee Sorted Portfolios           

Low 0.336 0.454 0.790 18.679 18.095 10.826 17.389 9.191 6.179 1.391 1.148 0.732 1.894 

2 0.491 0.440 0.931 12.886 21.463 8.308 19.187 8.602 6.333 1.704 2.903 1.218 2.986 

3 0.615 0.477 1.092 8.267 26.788 6.930 22.595 7.858 6.100 2.198 3.471 2.193 3.547 

4 0.709 0.547 1.257 6.661 29.598 5.376 25.512 6.079 6.382 2.310 3.977 2.154 3.795 

High 0.908 0.480 1.388 4.075 33.050 3.100 28.464 3.496 7.361 1.627 4.484 2.708 4.685 

High-Low 0.572*** 0.026 0.598*** -14.604*** 14.955*** -7.726*** 11.075*** -5.695*** 1.182*** 0.236 3.337** 1.976** 2.790** 

t-stat (34.36) (0.76) (15.34) (-15.37) (18.51) (-9.32) (12.55) (-8.75) (3.05) (1.20) (9.51) (9.45) (8.84) 

              

Panel B: Administration Fee Sorted Portfolios           

Low 0.572 0.160 0.732 9.433 25.240 5.413 23.140 6.890 8.328 0.649 2.688 2.961 5.141 

2 0.597 0.238 0.835 9.805 26.805 4.946 21.554 3.997 7.483 1.404 2.550 2.244 4.376 

3 0.669 0.359 1.028 11.045 26.224 5.216 21.647 4.602 7.794 1.387 3.724 1.916 3.584 

4 0.577 0.596 1.173 10.867 24.315 8.386 24.065 8.295 6.464 2.080 2.606 1.227 2.578 

High 0.663 0.996 1.659 8.779 26.826 10.032 23.378 11.229 2.728 3.487 4.486 0.917 1.611 

High-Low 0.091*** 0.836*** 0.927*** -0.654 1.585 4.619*** 0.238 4.339*** -5.600*** 2.838*** 1.797** -2.044** -3.530** 

t-stat (3.59) (44.75) (29.90) (-0.67) (1.53) (6.07) (0.23) (5.35) (-19.75) (17.64) (4.18) (-8.45) (-11.32) 

              

Panel C: Total Fee Sorted Portfolios            

Low 0.400 0.213 0.613 16.021 19.442 7.831 17.579 7.751 7.028 0.931 1.850 1.025 2.868 

2 0.548 0.299 0.846 11.329 24.802 5.631 20.952 5.519 8.012 1.572 2.642 2.336 4.013 

3 0.685 0.341 1.026 7.931 28.019 4.707 24.838 4.465 8.180 1.178 3.034 2.968 4.913 

4 0.697 0.573 1.271 7.960 28.199 7.688 24.594 7.590 6.023 2.227 3.786 1.662 3.604 

High 0.750 0.965 1.715 6.851 29.006 8.302 25.520 9.617 3.201 3.296 4.780 1.098 1.619 

High-Low 0.350*** 0.753*** 1.103*** -9.169*** 9.564*** 0.470 7.941*** 1.866** -3.827*** 2.366*** 2.930** 0.073 -1.249** 

t-stat (15.46) (34.70) (44.08) (-8.82) (9.72) (0.52) (7.94) (2.19) (-11.51) (13.57) (7.24) (0.39) (-4.87) 

Source: Chant West Data
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Table 5 

Asset Allocations of Investment Fee-Sorted Portfolios by Risk Category 
Superannuation funds are separated into groups based on their rick category (conservative, balanced, growth and high growth), and then ranked into three portfolios each year based 

on their fee. The portfolios are formed based on investment fee. The three mean fees (investment, administration and total) and the mean asset allocations for each portfolio of 

superannuation funds are based on the average for the entire sample. The difference between the average of the high fee and low fee group is reported in the High-Low row with the 

associated t-statistic contained in parentheses. *, ** and *** indicate statistical significance at 10, 5, and 1%, respectively. 

 

Fee Group 
Investment 

Fee 

Admin Fee 

$50,000 

Total Fee 

$50,000 
Cash 

Aust  

Shares 
Aust  Bonds 

Intl    

Shares 

Intl     

Bonds 

Aust 

Property 

Intl 

Property 
HF PE Infra 

              

Panel A: Conservative             

Low 0.301 0.460 0.761 28.215 11.672 13.047 9.913 11.108 5.486 1.308 1.189 0.410 1.284 

Mid 0.444 0.386 0.830 24.636 11.971 11.155 10.345 11.224 5.663 0.891 2.953 0.475 3.273 

High 0.665 0.594 1.259 24.544 12.164 12.494 9.583 14.588 4.991 1.639 3.806 0.383 2.464 

High-Low 0.364*** 0.134** 0.498*** -3.671*** 0.492 -0.554 -0.330 3.480** -0.496 0.331 2.616*** -0.028 1.180*** 

t-stat (15.01) (2.51) (8.37) (-2.79) (1.38) (-0.33) (-1.02) (2.38) (-0.89) (1.37) (5.18) (-0.24) (3.37) 

              

Panel B: Balanced             

Low 0.357 0.494 0.851 11.690 19.336 13.153 17.497 10.226 6.768 1.350 1.457 0.808 1.610 

Mid 0.538 0.440 0.977 11.270 20.154 7.860 17.418 9.590 6.780 1.407 4.020 1.355 3.478 

High 0.697 0.548 1.245 13.786 20.815 9.347 17.960 10.258 6.594 1.420 4.028 1.400 3.010 

High-Low 0.339*** 0.054 0.394*** 2.096* 1.479** -3.806** 0.463 0.032 -0.173 0.070 2.571*** 0.592* 1.401*** 

t-stat (24.44) (0.83) (5.73) (1.71) (2.09) (-2.18) (0.79) (0.02) (-0.25) (0.23) (4.52) (1.96) (3.02) 

              

Panel C: Growth             

Low 0.480 0.468 0.948 4.922 28.362 6.718 25.516 6.086 6.783 2.531 2.201 1.862 2.640 

Mid 0.660 0.486 1.146 4.096 29.390 6.213 25.343 7.624 6.235 2.477 3.689 2.597 4.225 

High 0.853 0.398 1.251 4.305 30.110 3.595 25.117 4.345 8.610 1.298 4.464 3.220 5.675 

High-Low 0.373*** -0.070 0.302*** -0.617 1.748*** -3.123*** -0.399 -1.741*** 1.827*** -1.233*** 2.263*** 1.358*** 3.034*** 

t-stat (28.64) (-1.57) (6.35) (-1.30) (3.28) (-4.63) (-0.72) (-2.66) (3.14) (-3.97) (4.34) (4.12) (6.38) 

              

Panel D: High Growth              

Low 0.529 0.474 1.002 1.370 37.411 1.815 35.426 1.849 6.695 2.353 1.384 2.175 3.155 

Mid 0.710 0.516 1.226 0.963 37.396 2.481 32.605 1.819 6.409 2.734 4.246 2.771 4.007 

High 0.956 0.512 1.469 1.012 38.265 1.093 33.663 1.481 6.468 1.947 4.512 2.785 4.415 

High-Low 0.428*** 0.039 0.466*** -0.358* 0.854 -0.721*** -1.763** -0.369 -0.227 -0.406 3.129*** 0.610 1.260** 

t-stat (14.60) (0.76) (7.46) (-1.73) (1.05) (-2.65) (-2.06) (-1.02) (-0.37) (-1.06) (5.51) (1.62) (2.59) 

Source: Chant West Data



14 

 

3.5 Fee Determinants 

 

Table 6 presents the total fee determinants regressions results. If we focus directly on column 5 we 

can observe that almost 70% of the variation in fees is explained by our chosen explanatory 

variables. Hedge funds and private equity have the greatest impact on total fees, with increased 

allocations to these illiquid asset classes leading to higher fees paid by fund members. The 

economies of scale observed in investment fees and administration fees are also present for total 

fees, not surprisingly. The results from this regression analysis also reveal that after controlling for 

asset allocation, size, risk category, funds that are classified as being a MySuper fund do not charge 

significantly different fees from choice funds (i.e. non-MySuper funds). This result is somewhat 

surprising given that MySuper funds are intended to be a low-cost default alternative for investors 

who do not make an active fund choice. Given the significantly higher administration and 

investment fees charged by retail funds, the total fees charged are also higher. In fact, they are 66 

basis points higher than industry funds total fees. Industry fund fees are around 11 to 12 basis points 

higher than corporate or public sector funds. It is clear from the analysis thus far, that any 

investigation of why fees in Australian superannuation are high, if indeed they are, needs to start by 

focusing on the fees of retail providers.   

 
Table 6 

Determinants of Total Fees 

The dependent variable is the total fee (investment plus administration) in percent based on an account balance of 

$50,000. The independent variables included are separate indicator variables that are equal to one for a given fund type 

and zero otherwise. These variables are included for master trusts, consultants, corporate and public sector funds. 

Industry funds are the reference fund type. Separate indicator variables are included that are equal to one for a given 

risk category type and zero otherwise. These variables are included for conservative, growth and high growth risk 

categories. Funds with a balanced option are the reference risk category. The remaining independent variables are fund-

level asset allocations measured in percent, the natural log of net assets under management for the superannuation fund 

(Size) and an indicator variable equal to one is the fund is classified as a MySuper fund, or zero, otherwise (MySuper). 

Year fixed effects are included in all regressions. All regressions are with standard errors clustered at the fund level. t-

statistics are reported in parentheses. *, ** and *** indicate statistical significance at 10, 5, and 1%, respectively.     

 

 (1) (2) (3) (4) (5) 

Master Trusts 0.632***  0.575***  0.662*** 

 (12.60)  (13.24)  (12.92) 

Consultants 0.518***  0.510***  0.666*** 

 (12.50)  (11.73)  (13.30) 

Corporate -0.156***  -0.191***  -0.110** 

 (-3.39)  (-4.56)  (-2.45) 

Public Sector -0.166***  -0.153***  -0.124*** 

 (-3.16)  (-3.79)  (-2.77) 

Conservative  -0.078 -0.094**   

  (-0.83) (-2.41)   

Growth  0.091 0.063   

  (1.07) (1.64)   

High Growth  0.215** 0.161***   

  (2.30) (3.91)   

Aust Shares    1.305*** 0.282 

    (4.03) (1.27) 

Aust Bonds    0.641 -0.146 

    (1.31) (-0.79) 

Intl Shares    0.594 0.357 

    (1.45) (1.49) 

Intl Bonds    1.165** -0.235 

     (2.19) (-1.18) 

Aust Property    -0.017** 0.012*** 

     (-2.43) (2.68) 

Intl Property    0.031** 0.004 

    (2.08) (0.58) 

Infrastructure    -0.005 -0.008* 
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    (-0.86) (-1.94) 

Hedge Funds    3.331*** 1.578*** 

    (6.47) (4.21) 

Cash    0.176 0.097 

    (0.47) (0.48) 

Private Equity    -0.344 2.194*** 

    (-0.35) (3.37) 

Other    2.220*** -0.035 

    (3.75) (-0.11) 

Size   -0.078***  -0.062*** 

   (-5.42)  (-4.78) 

MySuper   0.045  0.033 

   (1.09)  (0.90) 

Year Fixed Effects Yes Yes Yes Yes Yes 

Adj R-sqd 0.571 0.065 0.660 0.375 0.687 

Obs 1,063 1,063 1,063 1,063 1,063 

Source: Chant West Data 
 

 

3.6 Expected Fees  

 

We undertake a benchmarking exercise of funds’ investment fees to ascertain whether this 

component of fees is higher than expected given the asset allocation of a particular fund. The actual 

investment fee is compared to a benchmark fee that is obtained using the asset allocation of each 

fund and the estimated fee for each asset class. The estimated fees are based on the information 

contained in the Mercer (2014) Global Asset Manager Fee Survey 2014. We select wholesale fees 

for the various asset classes. These fees are detailed in the results section. It is important to note that 

we include some sensitivity analysis by examining four fee scenarios to ensure that our results are 

not driven by one specific set of investment fees. 
 

We focus on the investment fee charged in 2014. Table 7 has the benchmark fee levels for the 

different asset classes for which we have data. We use four different scenarios and vary certain fees 

across these scenarios. These scenarios are designed to provide robustness to the analysis. 

 

Table 7 
Estimated Benchmark Fees 

The benchmark fees for each asset class are estimated based on information contained in the from the Mercer (2014) 

‘Global Asset Manager Fee Survey 2014’. We vary some fees across the four different scenarios for robustness. 

Asset Class Scenario 1 Scenario 2 Scenario 3 Scenario 4 

Australian Equities 0.56 0.56 0.50 0.56 

International Equities 0.70 0.70 0.50 0.70 

Australian Fixed Income 0.33 0.33 0.33 0.33 

International Fixed Income 0.53 0.53 0.33 0.53 

Cash 0.15 0.10 0.10 0.10 

Australian Property 1.00 1.00 1.00 0.75 

Global Property  1.00 1.00 1.00 0.75 

Infrastructure  1.00 1.00 1.00 1.00 

Private Equity 1.80 2.50 1.80 1.80 

Hedge Funds 1.80 2.50 1.80 1.80 

Other 1.00 1.00 1.00 1.00 

Source: Chant West Data 
 

The results from our benchmarking exercise are contained in Table 8. We report the mean results in 

panel A and the median results in panel B. The results are sensitive to the scenario chosen. Scenario 

1 shows that fees are in line with expectations for retail and industry funds, but are lower for 

corporate and public sector funds. Scenario 2 has all funds having lower fees than expected. 

Compared to scenario 1, this scenario has a 5 basis point lower fee on cash but a 70 basis point 
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higher fee on private equity and hedge funds. It is clear that the fee paid to these illiquid asset 

managers is extremely important in explaining the overall investment fee. Scenario 3 lowers the 

expected fee on hedge funds and private equity back to that in scenario 1 (1.8%). The fees on 

international equity and fixed income asset classes are lowered to be equivalent to their domestic 

counterparts. These changes result in the average fee of all fund types being larger than expected. 

Scenario 4 uses lower fees for Australian and international property, leading to higher than expected 

fees for industry and retail funds. It is clear that excessiveness of investment fees is sensitive to the 

assumed fee for each asset class. We have two conclusions to draw from the analysis. First, it seems 

that in general, investment fees are not too high, on average. We acknowledge that there is variation 

in each fund category. Second, the ordering of the fee differential is consistent across all four 

scenarios. Corporate and public sector charge the lowest investment fee, followed by industry 

funds, with retail funds charging a higher fee than expected, on average. This is consistent with our 

regression analysis that retail funds are more expensive. One caveat that we need to point out is 

based on the median results in panel B. Here, the difference between the actual fee and the 

benchmark fee is not of a consistent sign when comparing retail funds and industry funds. This 

suggests that there are some retail funds that are charging excessive fees that are increasing the 

average for this category. 

 

Table 8 
The Deviation of Actual Investment Fees from their Benchmark 

This table calculates a benchmark investment fee for each fund using its asset allocation and the fee scenarios in Error! 

Reference source not found.. The mean and median for the benchmark fee and the actual fee are calculated with the 

results reporting the difference between the actual and the benchmark fee. * and ** indicate statistical significance at 5 

and 1%, respectively. The statistical significance is based on a t-test for the means and a signed rank test for the 

medians. 

 

Fund Type 
Actual 

Investment Fee 

 Actual - Benchmark 

 Scenario 1 Scenario 2 Scenario 3 Scenario 4 

       

Panel A: Mean       

Retail  0.669  0.034 -0.007 0.117** 0.054* 

Industry 0.635  0.002 -0.036* 0.074** 0.030* 

Public Sector and Corporate 0.514  -0.048* -0.067** 0.027 -0.022 

       

Panel B: Median       

Retail 0.659  0.007 -0.016 0.098** 0.029 

Industry 0.640  0.019 -0.016 0.071** 0.040 

Public Sector and Corporate 0.510  -0.037* -0.057** 0.036 -0.015 

Source: Chant West Data 
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3.7 Limitations 

 

There are two shortcomings to this study. First, we do not have data on the universe of 

superannuation funds. We believe that the availability of asset allocation data far outweighs the cost 

of only examining a smaller sample of superannuation funds. Second, the heterogeneity of investors 

makes it difficult to examine qualitative factors that will impact administration fees. The provision 

of services, such as financial advice, may not be in the best interests of all members as many will 

not utilise these services. Therefore, the fee charged by a fund may be reasonable for one member, 

but not for a different member. The approach we take is to exclude qualitative factors from our 

analysis, given the value derived is subjective.  

 

 

3.8 Fees and Return Relationship 

 

The fee-performance analysis uses monthly data to identify whether higher fee funds earn higher 

returns. Table 9 reports summary statistics for our fund universe split into five groups by 

investment fee size. Every month we have on average 132 funds reporting and thus about 26 to 27 

funds in each fee quintile group. Average investment fees p.a. in the low fee group is 0.63 percent. 

High-fee groups charge almost triple (0.95 percent) that of the low-fee group (0.34 percent). 

Median investment fees are similar to the averages. MySuper funds comprise 6 percent of our 

sample with noticeably fewer MySuper funds in the low-fee group of 3 percent compared with 7 

percent in the high-fee group.
9
 Industry funds (45 percent) and master trusts (27 percent) dominate 

the entire sample. However, these funds make up less of the low-fee group. Corporate and Public 

Sector funds are more predominant in the lowest fee group than in the highest fee group. 

On the asset allocation of funds, overall on average 26 percent is in Australian shares, 23 percent in 

international shares, 10 percent in cash, 21 percent in fixed interest and 12 percent in alternative 

assets. Moving from the lowest to highest fee group there is a noticeable pattern of low-fee groups 

holding less risky asset classes of bonds and cash while high-fee groups hold the riskier assets of 

Australian shares, international shares and alternative assets. 

 

                                                 
9
 MySuper funds were introduced by the Australian government with the intention of being a low-fee, no-frills default 

option that could be easily compared across funds. From 1 January 2014, businesses are required to pay member 

contributions into a MySuper product for members who have not made a choice of fund.     
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Table 9 

Summary Statistics 
Descriptive statistics, including number of funds and investment fees, for the sample of Australian Superannuation 

funds over the period from April 2007 to March 2015 are presented in this table. Funds are sorted by investment fees 

into quintiles, with quintile one containing the lowest-fee funds and quintile five containing the highest-fee funds. 

Descriptive statistics for the entire sample of funds are reported in the last column. The percentage of funds in each 

quintile that is classified as a MySuper fund are also reported , along with the percentage of funds contained in each 

quintile that are classified as belong to the category group; Consultants, Corporate funds, Industry funds, Master Trusts 

or Public Sector funds. Mean strategic asset allocations of the funds contained in each quintile are also reported for the 

major asset-classes.          

 
    

 
      

  Fee Group 

Descriptive Statistic 
1 

(Lowest) 
2 3 4 

5 

(Highest) 
All 

Number of  Unique Funds 79 111 118 107 78 217 

Mean Number of Funds per month 25.97 26.39 27.02 26.24 26.24 131.85 

Mean Investment Fee (% p.a.) 0.34 0.50 0.62 0.72 0.95 0.63 

Median Investment Fee (% p.a.) 0.35 0.50 0.62 0.72 0.87 0.62 

MySuper Funds 0.03 0.05 0.08 0.08 0.07 0.06 

Category – Consultants  0.03 0.02 0.11 0.09 0.09 0.07 

Category – Corporate Funds  0.13 0.08 0.05 0.01 0.00 0.06 

Category – Industry Funds 0.35 0.43 0.46 0.48 0.53 0.45 

Category – Master Trusts 0.12 0.28 0.26 0.37 0.31 0.27 

Category – Public Sector Funds 0.37 0.18 0.11 0.05 0.06 0.16 

Mean Allocation – Australian Shares 17.94 23.06 27.34 29.97 33.46 26.37 

Mean Allocation – International Shares 17.24 20.00 23.23 25.48 28.45 22.89 

Mean Allocation – Australian Property 6.15 6.40 5.99 6.63 7.22 6.48 

Mean Allocation – International 

Property 
1.33 1.82 2.31 2.30 1.79 1.91 

Mean Allocation – Cash  18.27 11.44 8.17 7.10 3.73 9.72 

Mean Allocation – Bonds 31.77 26.99 20.23 15.00 10.07 20.79 

Mean Allocation – Alternative Assets 7.25 10.07 12.43 13.26 14.79 11.58 

Mean Allocation – Total Assets 100.00 100.00 100.00 100.00 100.00 100.00 

   Source: Chant West Data 
 

 

The benchmark indices that we use are in Appendix 1. Appendix 2 reports the average monthly 

variable and also the mean difference between the Full and Filtered; and IFee and Filtered sample 

(with t-stats). The variables are the investment fee, monthly fund return and dummies for each fund 

type (consultants, corporate, industry, master trusts and public sector funds). Note that the 

investment fee is not calculated for the full sample as not all funds have the investment fee 

populated. We find that our filtered sample has a statistically significant, 0.003% higher investment 

fee than the IFee sample and statistically indistinguishable returns from the Full or IFee sample. In 

terms of fund type compositions, our filtered sample has between 0.8 to 1.5 percent more 
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consultants, corporate and master trusts than the Full sample or IFee sample. Overall, we conclude 

that our sample is representative of the Chant West universe. 

 

Our research in the paper Superannuation Fund Performance and Fund Fees examines the 

relationship between fund performance and fund fee levels. This is of great utility when attempting 

to benchmark funds’ performance and determine whether their fees are fair relative to their return. 

 

Using a comprehensive dataset of for-profit, not-for-profit, default and non-default Australian 

superannuation fund options, we show there to be a positive relationship between investment fees 

and after-fee returns, and that high-fee funds on average produce significantly higher returns than 

low-fee funds. However, after adjusting returns for benchmark indices and asset pricing factors, we 

fail to observe a relationship between fund performance and fees, and as such, high-fee funds are 

shown to perform indifferently from low-fee funds on a benchmark-adjusted basis and after fees. 

These findings are largely unaffected by the inclusion of administration fees and are best explained 

by high-fee funds having allocated a higher proportion of their assets to growth investments, which 

are typically more expensive to manage and are inherently more risky relative to conservative 

assets. Tables 10 and 11 highlight our findings.  

 

 

Table 10 

Unadjusted Returns of Fee-sorted Portfolios 
Superannuation funds are sorted into quintiles according to one-month lagged investment fee, over the period from 

April 2007 to March 2015, and are rebalanced monthly. Quintile one contains the lowest-fee funds and quintile five are 

the highest-fee funds. Mean monthly unadjusted fund returns and average investment fees across the sample period are 

reported for each quintile in both panels. Portfolio returns and investment fees are equal-weighted across each quintile. 

The difference in mean monthly unadjusted returns, and investment fees, between the high-fee and low-fee quintiles is 

also reported in each Panel. The equal-weighted mean fund return and investment fee for all funds contained is also 

reported. t-statistics are reported in parenthesis and *, ** and *** indicate statistical significance at ten, five, and one 

percent levels, respectively, for the null hypothesis that portfolio returns are different from zero.        

Fee Group 

Portfolio Return Net of Investment 

Fees (Equal Weighted) Investment Fee (% p.a.) 

1 (Low Fee) 0.401** 0.331 

 (2.82)   

2 0.409** 0.498 

 (2.43)   

3 0.435** 0.621 

 (2.29)   

4 0.439** 0.721 

 (2.13)   

5 (High Fee) 0.445** 0.949 

 (2.02)   

High Fee minus Low Fee 0.049** 0.622*** 

 (1.98) (210.21) 

All Funds 0.435** 0.624 

 (2.26)   

Source: Chant West Data 
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Table 11 

Benchmark-adjusted Returns 
Regression results examining the performance of portfolios of Australian superannuation funds over the period from 

April 2007 to March 2015 are reported in this table. Funds are sorted monthly into equal-weighted portfolios according 

to their level of investment fees. The Low portfolio holds funds with the lowest fees, and High contain the highest-fee 

quintile of funds. A long-short portfolio that is long the highest-fee quintile of funds and short the lowest-fee quintile of 

funds, and a portfolio containing all the funds in the sample, are also examined. The AAB model formulates a special 

market index AAB for each individual fund based on passive asset-class indices and the constituent funds’ one-month 

lagged value-weighted actual allocation to each of the respective asset classes. The asset-class indices used are listed in 

Appendix 2. All index returns are measured in excess of the risk-free asset. Alpha is the intercept term which represents 

the abnormal return of the fund portfolio respective to the regressions model. t-statistics are reported in parenthesis and 

*, ** and *** indicate statistical significance at ten, five, and one percent levels, respectively.   

 
1 (Low)  

 
2  3  4  

5 (High) 

 

5 minus 1 

 

All Funds 

 

Intercept 0.115* 0.121* 0.122* 0.127** 0.103* -0.017 0.122** 

 (1.94) (1.89) (1.95) (2.15) (1.70) (-0.44) (2.04) 

AAB – rf 0.583*** 0.616*** 0.663*** 0.677*** 0.661*** 0.647*** 0.662*** 

 (22.15) (24.50) (28.65) (33.32) (35.00) (19.18) (30.57) 

Adjusted R
2 

0.838 0.863 0.896 0.921 0.928 0.794 0.908 

No of Obs 96 96 96 96 96 96 96 

Source: Chant West Data 

 

 

4. Implications for Policy  

 

Based on our research, we believe that additional disclosure requirements should be placed on 

superannuation funds. In addition to the already disclosed asset allocation, we propose that 

superannuation funds should: 

1. Disclose the returns earned for each asset class; 

2. Disclose the investment fee charged for each asset class; 

3. The proportion of each asset class that is passively managed 

 

These requirements will facilitate an improved flow of information to superannuation fund 

members that will assist them in gaining a better understanding of their investment performance. 

This proposed disclosure will allow analysts and ratings companies an opportunity to benchmark 

superannuation funds performance across different asset classes in a more rigorous manner that is 

currently possible using publicly available information. It will make it much easier for performance 

to be compared on a risk-adjusted basis. Furthermore, this disclosure will allow for investment fees 

to be accurately benchmarked. It will allow members to identify where fees are eroding their 

account balance and if they think that fee is worthy of the return it is generating. The final proposal 

will help address concerns that superannuation funds are not making use of passive investment 

management in those asset classes where there active managers, on average, do not outperform their 

benchmarks. This information is an important piece of the fee-performance puzzle that we have not 

been able to address in our research. Going forward, we believe it is important that members are 

able to get an improved understanding of how their superannuation is being invested, where their 

returns are coming from and what fees they are incurring in the process. 

 

 

5. Conclusion  

The fees charged by superannuation funds remains a hotly debated issue in Australia. Our fee 

determinant research indicates that many funds are charging a fee premium even after accounting 

for various other factors such as asset allocation and liquidity of assets. We document that the 

investment fees charged by superannuation funds can be partially explained by the funds’ exposure 
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to illiquid asset classes, such as private equity and hedge funds. Given the holding period of 

superannuation fund members is likely to be relatively long, it would appear reasonable for 

superannuation funds to attempt to capture the illiquidity premiums that have historically been 

available in these asset classes. After controlling for the asset allocations of superannuation funds, 

we find that the type of fund also has a significant influence on the investment fee charged. Master 

Trusts charge significantly higher fees than industry funds. The difference is in the order of 11 basis 

points after taking differences in asset allocation and choice of investment option into account. 

These results suggests that certain superannuation funds should be able to lower fees to benefit their 

members. 

 

We find a positive relationship between investment fees and after-fee returns, and that high fee 

funds on average produce significantly higher returns than low-fee funds. However, after adjusting 

returns for benchmark indices and asset pricing factors, we fail to observe a relationship between 

fund performance and fees, and as such high fee funds are shown to perform indifferently from low 

fee funds on a benchmark-adjusted basis and after fees. These finding are largely unaffected by the 

inclusion of administration fees. The most likely explanation for this is the allocation by high fee 

funds of a higher proportion of assets to growth investments, which are typically more expensive to 

manage and are inherently more risky relative to conservative assets.   

 

Based on our findings, we have proposed we have outlined a number of potential reforms to 

enhance disclosure and transparency within the industry. We believe these changes will have lasting 

benefits to members of superannuation funds as they will allow for more informed conclusions to 

be drawn regarding the fees that they are paying and the performance their assets are generating. 
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Appendices 

 

 

Appendix 1 

Benchmarks for Each Asset Class 
This tables lists the benchmarks indices used in the Asset Allocation Benchmark (AAB) and factor model regressions, 

which capture the risks associated with the asset classes that are typically held by Australian Superannuation funds.  

 
  

Asset Class Benchmark  

Australian Shares S&P/ASX 300 Total Return 

International Shares MSCI World Ex-Australia Index Hedged $A 

Australian Property S&P/ASX 200 A-REIT Total Return Index 

International Property FTSE EPRA/NAREIT Developed Index Hedged $A 

Cash RBA Cash Rate 

Australian Bonds Bloomberg AusBond Composite Bond Index All Maturities 

International Bonds Barclays Global Aggregate Bond Index Hedged $A 

Private Equity AVCAL/Cambridge Associates Private Equity Net Return Index 

Infrastructure Thomson Reuters Global Infrastructure Total Return Index Hedged $A 

Hedge Funds Eureka Hedge Fund Index (equal weighted net of fees) 

Commodities S&P GSCI Total Return Index Hedged $A  

Other Alternative Assets Eureka Hedge Fund index (equal weighted net of fees) 

 

 

Appendix 2 

Comparison of Categories and Returns of Filtered Sample with Full Sample 
The table reports summary statistics for the Chant West sample populated by monthly returns ('Full' sample), Chant 

West sample populated with monthly returns and investment fees ('IFee' sample) and the filtered sample  that we use 

populated by monthly returns, investment fees and lagged month strategic asset allocation ('Filtered' sample'). Every 

month for each sample, the equal weighted variable (e.g. investment fee)   across funds is calculated. The table reports 

the average monthly variable and also mean difference between the Full and Filtered; and IFee and Filtered sample 

(with t-stats). The variables are investment fee, monthly fund return and dummies for each fund type (consultants, 

corporate, industry, master and public sector funds). Note that investment fee is not calculated for the full sample as not 

all funds have investment fee populated. t-statistics are reported in parenthesis and *, ** and *** indicate statistical 

significance at ten, five, and one percent levels, respectively. 

 

Variable Full IFee Filtered 
Full 

minus 

Filtered 
t 

IFee 

minus 

Filtered 
t 

Investment Fee (% p.a.) . 0.622 0.624 . . -0.003 (-3.07) 

Monthly Fund Return (%) 0.424 0.420 0.427 -0.003 (-0.20) -0.007 (-1.22) 

Category – Consultants  0.058 0.056 0.071 -0.013 (-15.35) -0.015 (-28.45) 

Category – Corporate Funds  0.046 0.041 0.049 -0.003 (-0.98) -0.008 (-9.86) 

Category – Industry Funds 0.423 0.471 0.451 -0.028 (-8.13) 0.020 (10.94) 

Category – Master Trusts 0.334 0.264 0.272 0.062 (15.39) -0.008 (-4.32) 

Category – Public Sector Funds 0.139 0.168 0.157 -0.018 (-13.19) 0.011 (13.55) 

Fund year/months 32359 18303 12658     

Number of Unique Funds 434 274 217     

 


