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To whom it may concern: 

 

Re: Retirement Income Covenant Submission 

 

This document serves as a submission to the Retirement Income Covenant position paper. from the 
Griffith Centre for Personal Finance and Superannuation (“GCPFS”), Griffith University.  The Centre is a 
source of expertise and excellence in four distinct streams: personal finance and superannuation; 
investment; professionalisation of financial services; and, financial education.  This submission was co-
authored by the following researchers: 

 

 Professor Michael E. Drew (Professor of Finance, Griffith University); 
 Professor Robert J. Bianchi (Professor of Finance, Griffith University); 
 Dr Adam N. Walk (Adjunct Professor, University of Notre Dame Australia); and, 
 Dr Jason M. West (Adjunct Professor, University of New England). 

 

Our central argument is that allocating investments through time to satisfy income during retirement is 
not the same as maximising wealth at the date of retirement.  Some portray the maximum wealth objective 
as a proxy that satisfies the retirement income objective, and use a range of strategies (including ‘glide 
paths’) to manage portfolio risk.  But this approach can ignore the risk of income sufficiency, especially 
for healthy retirees living beyond life expectancy. 

 

A long-ignored challenge in retirement income planning is to better understand the actual spending 
patterns of retirees.  It is generally assumed that retirees desire a constant level of expenditure in real 
terms through retirement, motivating growth in retirement annuity products in the 1980s and 1990s. 

 

However, observations of actual spending patterns deviate from this assumption dramatically.  While 
spending is stable in the first few years in retirement, significantly lower spending in real terms generally 
occurs at older ages; for older retirees there is no increase in spending, it merely stops falling. 

  



 

Another issue is that current retirement income policy assumes the date of retirement is at the choosing 
of the individual.  However, many workers are not lucky enough to choose the date of their retirement; in 
many cases it is chosen for them. 

 

For a fixed retirement date, appropriate asset allocation and greater portfolio contributions are the two 
most effective possible mechanisms available to investors to mitigate longevity risk.  First, avoiding 
aggressively allocating to conservative assets at any point prior to retirement (especially allocations to 
bonds of more than 30%) and increasing contributions from salary are very effective strategies.  Second, 
additional salary contributions can directly address the risk, but become less impactful as a worker nears 
retirement. 

 

However, few individuals experience a continuous working life followed by a smooth transition to 
retirement.  Many take career breaks to raise children, others re-train and shift careers.  Some individuals 
will be forced into early retirement while others will choose to retire early given a portfolio wealth threshold.  
It is vital that any future retirement income policy approach has the ability to map an individual’s glide 
path as circumstances change, so that sub-optimal asset allocation actions can be avoided. 

 

In short, we believe that the use of observed income profiles of individuals can be efficiently 
incorporated into glides path designs to maximise retirement income sufficiency.  Future 
retirement income policy design (and products) must be designed not to the retirement date, but 
through the retirement years. 

 

Finally, we would remind policy makers of Voltaire’s insight that, “the best is the enemy of the good.”  The 
financial services industry has a long history of wanting to solve all ills through product.  The authors of 
this submission have been in the public square for many years highlighting the perils of such ‘silver bullet’ 
thinking in this debate: 

 
“Could it be that we want nothing less than the ideal post-retirement product for our plan members?  
Are we waiting for a product innovation, a silver bullet, to mitigate the complexities of our post-
retirement income needs?  Surely there is some low-fee product being built that can provide retirees 
with a stable, real income stream for life that vanquishes counterparty + inflation + sequencing + 
longevity risks; handles aged care and medical expenses; and beat peers (of course).” 

 
Professor Michael Drew and Dr Adam Walk in “Aussie Supers Must Do Better”, 
http://www.institutionalassetmanager.co.uk/sites/default/files/1510_AlphaQ.pdf 

 

We attach the key study that supports that arguments made in this submission (and a bibliography of our 
key papers).  Please contact us via email on gcpfs@griffith.edu.au if you wish to discuss. 

 

Yours faithfully, 

Professor Michael E. Drew 

[attached] 
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