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1. Executive Summary: Re-align the superannuation fund industry based on net returns, not costs 

 
The utilisation of superannuation for investment to increase the available retirement savings for 
fund members is being undermined by a focus on ‘costs’ rather than net returns.  Australian 
superannuation funds have underperformed against other global investors including many of the 
world’s most successful pension funds and sovereign wealth funds, which are not constrained by 
regulation so heavily focused on fees.  Internationally, countries are beginning to recognise that a 
focus on ‘costs’ over performance undermines the risk appetite for investment and has downstream 
consequences and are therefore reforming relevant regulation to encourage capital toward 
performance.  
 
Regulation of the superannuation industry (RG97) and policy (Your Future, Your Super) is overly and 
in our opinion inappropriately focused on achieving the lowest possible total costs (i.e. including 
investment costs), and hence there is an imperative for Government to re-align the industry to 
focus on net returns to lead to better outcomes, rather than simply focusing on lowering total 
‘costs’. 
 
This could practically be achieved by separating out the disclosure of investment costs from 
administrative/operational costs under the RG97 fees and costs disclosure regulations, and also 
mandating superannuation funds to focus on optimising net returns as their primary performance 
metric (consistent with outperforming the Your Future, Your Super benchmarks), with the 
secondary focus on value for money, alignment and efficiency of investment costs and 
administrative/operational costs, not just minimising total costs.  We believe that this change would 
result in an environment in which superannuation funds would be unconstrained to focus on 
optimising risk-adjusted returns, which would maximise total retirement savings as the best possible 
platform for superannuation funds to create innovative solutions to members’ retirement needs.   
 
Maximising retirement savings would also minimise the reliance on the Government age pension 
and increase tax proceeds. 
 

  
2. Introduction and Context 

 
Thank you for the opportunity to provide the following submission for the Treasury’s consideration 
for the Retirement Phase of Superannuation consultation.   
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way.”4  Critical to achieving this objective is ensuring that capital is allocated aligned to different risk 
profiles to maximise returns and ensure superannuation is maximising its contribution to 
Australians, the taxpayer and the Australian economy.  To that end, we believe the foundation of 
this proposed objective should be the primary obligation of superannuation funds to enable 
maximising risk-adjusted returns to improve performance.  
 
Under current law and regulations, the objective of maximising risk-adjusted returns is undermined 
in preference for minimising ‘fees’ (or considering fees in isolation of returns) as an alternative and 
often equal-weighted benchmark.  Yet disincentivising risk-adjusted returns undermines the returns 
to superannuants and funds to invest in the growth of the Australian economy.  
 
Furthermore, the sole purpose test (set out in the Superannuation Industry (Supervision) Act 1993) 
states that superannuation funds must ensure the “sole purpose of providing retirement benefits to 
members” 5.  In practice that should enable different models of investment but with the overriding 
objective of maximising net returns, rather than the current focus on minimising fees. 
 
Instead, the current practice is to benchmark superannuation funds based on their fee structures 
and whether they are ‘low cost’, and incorrectly associating (and aggressively promoting) this with 
better performance.  Superannuation funds regularly compete on being low cost rather than solely 
prioritising maximising net returns, which at the end of the day (i.e. in retirement) should broadly 
be all that matters.  Maximising net performance (or returns) after fees and therefore maximising 
superannuation balances including at retirement is also consistent with APRA’s retirement income 
covenant objectives (particularly the first of these): “maximise retirement income, manage risks to 
the sustainability and stability of that income, and maintain flexible access to capital.”6 
 
Government regulation via ASIC’s Regulatory Guide (RG) 97 (“Disclosing fees and costs in  
PDSs and periodic statements”7) requires superannuation funds to also disclose all fees and costs, 
however in practice this has resulted in the bundling of investment costs (management fees and 
performance fees) with other administrative or operational costs (such as fund administration, 
custody, transaction costs, accounting, tax reporting, insurance, directors’ fees, etc.).  However, 
unlike these other true ‘costs’, appropriately aligned yet sometimes higher investment costs can 
(and generally do) lead to better net returns.  For example, performance fees for successful 
investments necessarily and mathematically put upwards pressure on total costs yet these fees are 
normally a reflection of substantial outperformance over a benchmark (otherwise known as alpha) 
and therefore higher returns.  A timely and high profile example of the unintended consequence of 
total fees and costs reporting has been the negative reaction in the press and amongst some sectors 
of the superannuation industry to the highly successful Canva investment due to the large accrued 
performance fees payable to the venture capital asset managers and the requirement for 
superannuation fund investors to report these fees as part of their overall Management Expense 
Ratios (MERs) – i.e. investment costs bundled with administrative/operational costs. 
 
Also, policy statements from the previous Government linking low costs with better outcomes are 
not helpful.  For example, in the Your Future, Your Super policy statement (Treasury, October 
20208), the document made the following statements:   

• “Australians are paying $30 billion per year in superannuation fees. This is more than the $27 
billion Australian households pay on their energy bills or the $12 billion they spend on water 
bills.  By 2034, it is estimated that Australians could be paying $45 billion in superannuation 
fees.”  

 
4 

https://www.aph.gov.au/Parliamentary_Business/Bills_Legislation/bd/bd2324a/24bd35#:~:text=The%20purpose%20of%20the%20Supe
rannuation,an%20equitable%20and%20sustainable%20way'  

5  Federal Register of Legislation - Superannuation Industry (Supervision) Act 1993 
6  Implementation of the retirement income covenant | APRA 
7  RG 97 Disclosing fees and costs in PDSs and periodic statements | ASIC 
8  https://treasury.gov.au/sites/default/files/2020-10/p2020-super_0.pdf  
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• “Every dollar that an Australian pays in higher fees is a dollar that they will not benefit from 
in their retirement.”   

• “Greater member engagement is critical to the success of the superannuation system.  It 
drives greater competition which delivers lower fees and better returns for members.” 

 
The clear inference from these statements in that lower costs create better performance/outcomes, 
which is simply incorrect, as it ignores the potentially (and generally) higher risk-adjusted net returns 
from investment strategies that have higher investment costs (management fees and/or 
performance fees) than lower cost strategies.  While having the lowest possible administrative and 
operational costs will necessarily improve outcomes (assuming a minimum level of service provider 
integrity/quality), it does not follow that lower investment costs results in better performance and 
returns.  Many higher investment cost strategies result in higher net returns for members on a risk-
adjusted basis (i.e. equivalent or often lower risk to lower cost strategies) – private equity and 
venture capital funds are a good example, especially for younger members of superannuation funds 
who can greatly benefit from the compounding effect of these higher returns over 20-40 years.  
Investment opportunities should be considered and compared on a net risk-adjusted returns basis 
without the negative association of assessing higher investment costs in isolation – i.e. gross returns 
less fees.  There is no such thing as a ‘gross’ return, as any return achieved will be ‘net’ of associated 
investment fees and costs, therefore the focus should be on maximising net returns rather than 
minimising investment costs. 
 
Recommendation: Re-align the industry based on net returns, not costs 
 
Regulation of the superannuation industry (RG97) and policy (Your Future, Your Super) is overly and 
inappropriately focused on achieving the lowest possible total costs (i.e. including investment 
costs), and hence there is an opportunity for Government to re-align the industry to focus on net 
returns, rather than simply focusing on lowering all ‘costs’.  This could practically be achieved by 
separating out the disclosure of investment costs from administrative/operational costs under the 
RG97 fees and costs disclosure regulations, and also mandating superannuation funds to focus on 
maximising net returns as their primary performance metric (consistent with outperforming the 
Your Future, Your Super benchmarks), with the secondary focus on value for money, alignment and 
efficiency of investment costs and administrative/operational costs, not just minimising total costs.   
 
We believe that this change would result in an unconstrained focus on optimising risk-adjusted 
returns, which would maximise total retirement savings as the best possible platform for 
superannuation funds to create innovative solutions to members’ retirement needs.  Maximising 
retirement savings would also minimise the reliance on the Government age pension and optimise 
tax proceeds. 
 
 

3. Existing legislative and regulatory framework regarding fees 
 
The superannuation industry is overly and inappropriately focused on lowest possible total costs 
(including investment costs), which is resulting in sub-optimal outcomes for members (i.e. lower 
return and lower account balances).   
 
Listed below are several behaviours, statements and dogmas from Government, regulators and 
superannuation funds driven by the focus on low costs/fees and listed alongside our opinion on why 
these are leading to sub-optimal outcomes. 
 
 
 
 
 
 
















