Copyright of Full Text rests with the original
copyright owner and, except as permitted under the
F.Iopyright Act 1968, copying this copyright materiat
is prohibited without the permission of the owner or
its exclusive licensee or agent or by way of a licence
from Copyright Agency Limited. For information
about such licences contact Copyright Agency
:.f.‘im;ted on (02) 93947600 (ph) or (02) 93947601

ax

SUPERANNUATION:
CHOICE, COMPETITION AND
ADMINISTRATION COST

Sacha Vidler

Australian superannuation is a funded pension system in which workers
accumulate assets in personal accounts held at one of over 2000!
superannuation funds. A recognised problem of such systems is
administrative expense. However, policy makers rejected the option of a
more centralised structure when implementing Award and compulsory
super in the 1980s and early-1990s, due to it being inconsistent with the
approach of extending the coverage of existing employer superannuation
arrangements for public sector workers and private sector executives, and
because of claimed risk diversification benefits from a plural system
(Robinson, 1992: 8).

Annual fees in Australia are estimated to average 1.27 per cent of assets
(Rice, 2003: 1). Using the rule of thumb that asset based fees cause a 20
fold reduction in accumulation at retirement (Diamond, 2000: 15), this
level of fees reduces lifetime super accumulation by around 25 per cent.
Almost no direct action has been taken by government since introduction
of compulsory super in 1992 to reduce the impact of fees on
superannuation accumulation.?

1 This count excludes over 14,000 ‘small funds’, which have less than 5 members
and are tax-effective saving vehicles for relatively wealthy families.
2 The Keating govermment prohibited fees on accounts with balances below $1,000

but at the cost of all eamings. The cumrent government is working with the
industry to improve disclosure, and supports greater competition betwesn super
funds. The limited potential benefit of these initiatives is discussed below.
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Australian superannuation operates in a unique regulatory setting
reflecting its phased evolution. In general, workers and retirees can
choose the fund (from over 300 ‘public offer’ funds) which houses assets
accumulated in previous employment. However, contributions related to
current employment are directed to a fund which is either chosen by the
employer or determined by industrial conditions.

Some leading superannuation researchers attribute high administration
costs (and low investment performance) to agency issues resulting from
this constraint on competition (Drew and Stanford, 2003: 103).
Accordingly, they support the current Federal government’s plan to
allow member ‘choice of fund® for all superannuation assets. The claim
of such economists is that market competition disciplines funds; offering
incentives for efficient operation (Drew and Stanford, 2003: 105).

This article argues that such an approach ignores cost issues inherent in
personal account based pension systems, especially with non-centralised
account administration. [t also ignores the added costs associated with
competition observed both here and overseas.

The article also expleres the question of whether or not free choice will
result in price and performance competition among super funds.
Perceived obstacles to price competition include inadequate disclosure,
complexities in superannuation products and pricing, limited consumer
interest and financial skills, and commission-based selling by financial
planners. '

The analysis suggests that free choice would compound rather than
alleviate current problems related to fees. Reform is needed to achieve a
reasonable level of fees within this structure. The analysis supports
movement away from a model of direct consumer choice, towards an
‘institutional market’ such as that already implemented in the private
funded component of the Swedish pension system.  Account
administration in that market is public and centralised, preventing
account proliferation and maximising administrative economies of scale.
Consumers choose from a relatively limited range of funds and
investment options. Fund management is conducted by private firms
which periodically bid for licenses at auctions run by government. This
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competition ‘for the market’ rather than *within the market” provides
more effective discipline on providers.

The Cost of Administration in Superannuation Funds

That administration cost has a significant negative impact on retirement
savings in superannuation schemes is in little doubt. Surveys on
superannuation administrative cost are commissioned pertodically by two
industry bodies, IFSA (Investment and Financial Services Association)
and ASFA (Association of Superannuation Funds of Australia). The
Australia Prudential Regulatory Authority (APRA) publishes the results
of a quarterly survey on funds including operating cost, and, in 2003,
published a detailed analysis of fund performance and administration by
Coleman, Esho and Wong (2003).

A recent ISFA survey (Rice, 2003) found that annual fees average 1.27
per cent of assets. Seemingly small asset based fees such as these have a
dramatic effect on accumulation over the long term. Peter Diamond
(2000: 15) uses the rule of thumb that annual asset based fees are roughly
proportional to reduction in accumulation with a factor of 20. This is
consistent with recent modelling by Hazel Bateman (2001 in Coleman et
al, 2003) which suggests that one per cent annual asset based fees reduce
accumulation at retirement by 22 per cent. These approaches suggest
that the average annual asset based fee of 1.27 per cent results in an
average reduction in retirement accumulation of between 25 and 28 per
cent.

Fees on any one account can vary greatly around this average. An
important source of variation is fund fype. Superannuation contributions
are made to one of over 2000 approved ‘non-small’ funds, of which there
are several distinct types. Public sector funds offer services exclusively
to public sector employees. Corporate funds are run by large private
sector employers for their own employees. Retail funds are private
financial institutions offering services to employers, the self-employed
and other individuals. Industry (or ‘multi-employer”) funds were created
in the 1980s to receive Award contributions in specific industries. Since
1997, industry funds have been able to apply to APRA for ‘public offer’
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status, which allows them to take contributions from employers and
individuals outside their original industry.

Table 1 summarises recent surveys of superannuation administration cost
by fund type. Public sector and corporate funds have the lowest average
annual administration cost at around 0.5 per cent and 0.8 per cent of
assets respectively. Industry funds are close to the industry average at
around 1.2 - 1.3 per cent. Retail funds for employers (master trusts) are
closer to 1.5 per cent. Retail funds for individuals are the most expensive
at around 2.25 per cent excluding upfront fees and 3.25 per cent if
upfront fees (typically 5 per cent of contributions) are included and
averaged over 5 years.

Table I: Estimates of Average Annual Administration Fees (as a
percentage of assefs) by Fund Type

Type of Fund ASFA Estimate [ ASFA Estimate| [FSA Estimate
(June 2003) (June 2000) (June 2002)

Industry Large (>$1 bn asscts) 05-10

Small (<$1 bn asscts) 1.0-135

Combined 1.35 1.23
Corporate 0.78 0.86
Public scotor 04-035 0.49 0.59
Retail Pemsonal (excl upfront fees) 20-25 . 2.23

Personal {incl upfront fecs*) 31-35

Master trust 08-19 1.45

Combined 240 2.00

* Upfront fees averaged over 5 years.

Source: Chant West, 2003: 2; Clare, 2001: 15; Rice, 2003: 26

Other determinants of fund fees include fund size, account size and
investment choice. As is shown in Table 1, Column !, economies of
scale were found by Chant West in relation to industry funds, and have
been found in that and other studies to apply generally to Australian
superannuation funds (Clare and Connor, 2000: 16; Australian evidence
surveyed by Coleman, Esho and Wong, 2003: 5). The same finding has
been made in relation to equivalent pension and mutual funds overseas
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(Rea and Reid, 1998: 12). Economies of scale imply that larger funds are
more efficient than smaller funds because they can distribute fixed costs
across more members and assets. In effect, members of large funds are
better off on average than members of small funds.

Account size also has a significant impact on the level of fees. Most
fund fees have a fixed component of at least $50 per week, which
represents 2 per cent of a $2,500 account, and only 0.1 per cent of a
$50,000 account. Regulations prevent fees from being deducted from
accounts with balances below $1,000 to protect small accounts from
erosion by fees. However, this comes at the cost of earning zero interest.
It is, therefore, only nominal values which are protected. Individuals
with accounts below $1,000 receive no compensation for the time value
of money, and value diminishes due to inflation. Another issue relating
to account size is that most retail funds have concessional rates for higher
balances and penalty rates for lower balances. In summary, large
account balances are diminished less by administration fees than smaller
balances.

Investment choice also has an impact on account fees. Investment in
interest bearing assets, such as deposits and bonds, are generally cheaper
than investment in shares; domestic assets are cheaper to manage than
foreign assets; and passive mvestment (in funds which match the
holdings of indices such as the All Ordinaries) is cheaper than active
investment (in funds with managers that evaluate different shares in
attempt to get higher than average market returns).

It is conceivable that consumers are rewarded for higher administration
cost by higher returns. However, the recent study by Coleman, Esho and
Waong (2003) found that the correlation between fund administration cost
(measured using management expense ratios) and earnings is actually
negative. In effect, lower cost funds outperform higher cost funds.
According to the study, consumers of higher cost funds are simply being
relieved of a higher proportion of their retirement savings with no
compensating benefits.

Superannuation fees per individual will also be much higher than
average fees per account in many cases, because individuals have more
than three accounts on average. Having multiple accounts exposes the
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individual to multiple fixed fee components and increases the probability
of receiving penalty fees associated with low balances.

Finally, erosion of retirement saving due to administration cost does not
end at retirement. Accumulations converted into annuities will continue
to face administration charges related to personal accounts; indeed at a
level typically one per cent higher than ordinary superannuation
accounis.

In summary, retirement accumulation in Australian superannuation is
severely reduced by fees. Average annual fees are 1.27 per cent of
assets, which would reduce accumulation by around 25 per cent.
However, with certain types of fund and investment choice, annual asset
based fees of 3 per centare not uncommon. This level of fees would
reduce accumulation by 50 per cent or more.

Choice, Competition and Administration Cost

The superannuation market today features a significant segment without
direct competition between funds for members: Under cumrent
arrangements, employees must contribute to a fund connected with their
place of employment. The fund is either chosen by their employer or
pre-determined by industrial workplace agreements. In neither situation
do employees have the right to choose their super fund.

The current Federal government is opposed to these restrictions, and
introduced legislation to parliament (initially in 1997) to allow free
‘choice of fund’.3 The legislation was rejected in the upper house by the
Labor opposition, minor parties and independents. This reform is about
to be implemented?.

Some leading superannuation researchers support the Government’s
plans to allow free choice of fund. Drew and Stanford (2003), in

3 The draft legislation required employers 1o offer employees a choice of at least
five funds (CoA, 1998).
4 On 22 June 2004, the Australian Democrats announced they would support Choice

of Fund legislation, prospectively bringing this stalemate to an end.
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particular, argue that problems with super such as poor performance and
high administration cost are directly related to the lack of choice and
resulting lack of competition. They suggest that these problems are
principal-agent incentive problems, where various agents (employers,
super fund trustees, fund managers, fund employees and consultants) are
able to act in their own interests at the expense of the principal (the fund
member) due to inappropriately structured incentives. We can explore
this proposition with two hypothetical examples.

‘A strong frend in superannuation is the dismantling of corporate

superannuation schemes in which the employer has borne some of the
costs of administration, in favour of external provision by & public offer
fund. A corporation making this change has the option of outsourcing to
providers of various levels of expense. Under current arrangements, the
corporation has no direct incentive to choose a low cost fund, because the
corporation receives no benefit for high performance, and bears none of
the costs of high administration cost. The lack of appropriate incentives
on the part of the purchasing entity, explains why corporate employers
tend to choose relatively expensive master irusts from retail providers
over industry fund products. Master trust assets are currently growing at
around 15 per cent per year (Robertson, 17/7/03).

Consider also the hypothetical example of a very small industry fund
which has expensive fees per account because it does not benefit from
economies of scale. It could continue to operate (largely for the benefit
of the fund trustees, management and employees) because the employees
in the industry have no choice but to belong to that fund. It is entirely
plausible that this is the situation faced by some employees. Industry
funds costs are lower than retail funds and close to the industry average
according to the Rice (2003) survey. However, fees in smaller industry
funds would be higher than average, and the industry average is itself
unacceptable because it reduces accumulation by 25 to 28 per cent.

Drew and Stanford do not explore the alternative repercussions of free
choice in any detail. It seems, however, that support for a shift to free
choice by such economists presupposes a highly idealised counterfactual.
For choice of fund reforms to result in low cest superannuation
provision, it is necessary that employees move assets to efficient funds;
or, that the capacity of members to do so encourages funds to become
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more efficient by, for example, merging with other funds to gain
economies of scale; and that funds pass the benefit of these cost savings
on to members. The assumption that this would happen — that choice
begets efficiency begets price competition - is axiomatic for many
economists but, at least in the case of superannuation and pension
products, ignores abundant Australian and foreign evidence to the
contrary.

Consumers can exercise choice in a significant portion of the Australian
superannuation market. This includes choice over the fund in which
most assets accumulated while in previous employment are held. In thig
portion of the market, funds with public offer status, including retail
funds and approved industry funds, compete for the business of
individual customers.

For competitive pressure to be applied to providers, consumers must
actively manage their superannuation. To achieve optimal performance
from their super, consumers must periodically evaluate the performance
of their existing fund relative to competitors, and act on this evaluation,
consolidating balances in a single account with a low cost provider.
However, there is ample evidence that many consumers do not de so.
Evidence includes account proliferation, lost accounts and voluntary use
of high cost funds.

As discussed above, accounts per worker have risen to over three in
recent years. This needlessly exposes consumers to much greater cost
than otherwise. There are now at least 4.7 million lost accounts (20 per
cent of total accounts) representing $7.3 billion (1.4 per cent of total
assets). 52 per cent of accounts are held with high cost, low performance
retail funds (at December 2002) (APRA; 2003). The majority of these
accounts are opened voluntarily, with cheaper alternatives ignored.

Part of the explanation for this behaviour is that a significant proportion
of the consumer population i1s rather apathetic when it comes to
retirement saving. Although super is the largest financial asset of most
households, researchers have found that only half of consumers are either
‘very’ or ‘quite’ interested in super. Around 10 per cent of consumers
with a super account could not name their super fund (Cameron, 2002:5).
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Results of this kind should not be surprising, but they highlight a
fundamental contradiction between compulsory superannuation and
choice. If individuals were not apathetic towards retirement saving,
compulsory superannuation would not be necessary. An obvious goal
and effect of compuisory superannuation is market participation by many
individuals who would otherwise not do so. While compulsory
superannuation forces those who are disinterested into the market, choice
of fund requires that consumers be interested and active in order that the
market behaves efficiently.

Product and pricing complexity, combined with generally low levels of
financial literacy, also help to explain inefficient consumer behaviour,
Superannuation pricing structures are complex and diverse. Providers
can deduct fees at account formation, centribution, on switching
investments, on withdrawal or account closure, or simply at regular
intervals. Charges at these stages can be dollar-amounts, percentages or
a combination of both. Some providers separate the charges for account
administration and fund management;, others do not. Many funds,
especially retail funds, also have additional stepped penalty rates for
small accounts and/or stepped discount rates for large accounts.
Assuming the fee structure is understood, the actual cost will depend on a
range of variables which must be estimated when evaluating funds, such
as career contributions and rates of retun on a variety of assets
{Whitehouse, 2000: 11). A thorough analysis would require a financial
model that compared costs over the life of the investment under various
scenarios of income, contribution and asset return.

Information available on the level of financial literacy of Australians
suggests that most would not know how to begin such an analysis. Ross
Clare reports that formal comprehension testing commissioned by ASFA
(Australian Superannuation Funds Association) found that most
Australians have difficulty understanding fees expressed as percentages
(Clare, 2001: 40). This is obviously problematic, as evaluating super
charges requires not only understanding of percentages, but an ability to
compare percentage fees levied on assets to those levied on
contributions. Another survey has found that during the recent period of
negative investment returns, attitudes to super were not as hostile as
industry insiders expected, partly because some members misunderstood
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statements, confusing accumulation due to contributions with positive
investment returns (Cameron, 2002:10). A recent survey by Roy Morgan
Research found that 55 per cent of fund members knew little or nothing
about the fees and charges that apply to superannuation (RMR, 2003:7).

An additional complication for consumers navigating this complex
market is inadequate disclosure. Some fees related to asset management,
such as stamp duty and brokerage fees, are not always made explicit to
the consumer, being deducted instead from gross returns (Clare, 2001: 7-
8). These are fundamental omissions because net returns are essentially
what is being purchased and administration cost is the price paid for
those returns. If elements of the cost are hidden, consumers can
accurately calculate neither the value of the product they are purchasing,
nor the price they are paying for it. Inconsistency in levels of disclosure
between providers will encourage consumers to use funds which conceal
expenses and therefore appear cheaper than they really are.

It is not surprising that many consumers in this market seck advice.
Financial planners are an important source of advice. Unfortunately,
advice from most financial planners cannot be considered objective.
Most financial planners in Australia are remunerated not by direct fees,
but via commissions on specific financial preducts, including
superannuation funds. Plammers receive up-front commissions of
between 1.5 and 2.5 per cent (out of the 5 per cent contribution charge
typical in a retail fund) and annual trailing fees on assets under
management of around 0.6 per cent (Bruining, 26/6/2002). ASIC
(Australian Securities and Investments Commission) suggests that 1.5 to
2.5 per cent of assets invested is what an investor can expect to pay a
financial planner for investment in general (ASIC, 2002: 3).

Rice (2003) provides a breakdown of periodic fees that is consistent with
these figures (see Table 2). The breakdown implies that financial
planners’ trailing fees represent more than a quarter of ongoing
administration charges in the retail sector. These charges are equivalent,
coincidentally, to the entire average administration fee of public sector
super funds.

A recent survey into the quality of financial planning by the Australian
Securities and Investment Commission (ASIC) focussed doubts
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concerning objectivity. 70 per cent of surveyed financial planners sad
an ownership link to offered products (ASIC, 2003: 6). ASIC also noted
a number of general weaknesses in financial planning, including
tendencies to recommend higher cost investments, and recommend
selling existing investments without appropriate explanation (ASIC,
2003: 5). The finance industry recognises that offering higher rates of
commissions to planners is an effective strategy when launching new
exotic investment products (Bruining, 26/6/2002). This tendency
underscores the failure of competition to deliver cost effective
superannuation. While such products offer lower performance, the
marketing strategy is effective because of selective promotion by
financial planners, and the complexities associated with investment
evaluation which obscure the cost to the consumer.

Table 2. Breakdown of Periodic Charges in Retail Funds

Element of Cost | Asset-based Fee
Administration 0.93%
Investment 0.70%
Financial Advice 0.60%
Total 223%

Source: Rice, 2003:22

Another source of information is product advertising. However, product
advertising adds cost and provides only promotional information which
may be misleading. Research in the UK by the Financial Services
Authority suggests that high cost funds are able to represent themselves
in marketing material as low cost funds, thereby attracting consumers
seeking the latter kind of product (James, 2000: 8). Given the
complexity of products and low levels of financial literacy in Australia,
this 1s presumably commonplace here also.

There is no evidence in the market today that choice of fund will lead to
effective price competition. The situation can be summarised in three
points. First, personal account based systems are inherently expensive.
Superannuation assets are held in trust for members. Each cash
contribution to a fund is exchanged for other financial assets according to
specified investment options.  Superannuation fund management
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accordingly involves continual financial transactions between and within
asset types as demands from members for given assets rise and fall. A
variety of information must be kept in relation to each account, including
contributions, investment options, investment returns, taxation and other
deductions. The member is periodically supplied with information
concerning fund performance. The member can change investment
options and cen at certain times, such as when leaving an employer,
change provider. These system characteristics carry unavoidable costs.
Even an efficient fund would have a fee floor below which it could not
offer service.

Second, competition carries additional costs. This is apparent from
analysis of the partial competition that has developed since industry
funds have been able to gain public-offer status and compete against
retail funds. It was hoped that this reform would put price pressure on
the retail funds. In fact, it has put cost pressure on the industry funds.
Even though industry funds are lower cost and higher performance than
retail funds, they have had to change product offerings, invest in new IT,
and, most importantly, develop and maintain marketing exposure to
compete against the retail firms (Hely, 1999: 20, Mace, 1999 46). An
ongoing challenge for industry funds is how to gain (or even protect)
market share without being promoted by financial planners or using
costly mass media advertising,

Finally, as discussed at length above, choice simply does not result in
price competition. Many consumers are either too disinterested or
confused by complex products and pricing (and misleading advice) to
make efficient selections. The result is account proliferation, lost
accounts, and a majority of accounts being in personal retail funds, which
offer the highest cost and lowest performance.

Privately operated funds do not have meaningful incentives to reduce
fees. Ironically, this does not mean there are not tncentives for them to
operate efficiently. Two important trends in superannuation are mergers
and outsourcing of administrative and other services, both of which take
advantage of economies of scale.

In the 8 years to June 2003, the number of ‘non-small’ funds fel} from
5,001 to 2,290 (APRA, 2003). And many of the remaining funds
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outsource tasks to a highly concentrated service provision industry. In
fund management, the top ten operators hold around 63 per cent of the
market. In asset consulting, the major five hold around 75 per cent of the
market. In administration, two major players — AAS (an AMP
subsidiary) and Jacques Martin Industry ~ dominate the industry fund
sector with a combined market share of 83 per cent (Clare and Connor,
2000: 18-19).

However, despite these developments — which have presumably made
superannuation more efficient — fees over this period have remained
broadly constant as a proportion of assets. This period has included
legisiated growth in contributions and rises in asset values to record
levels, which implies also that fee income has grown rapidly. In
summary, fee income has continued to rise despite funds becoming moire
efficient due to mergers, outsourcing and legislated growth, along with
technological advances such as internet information collection and
distribution. In effect, no benefit from these efficiencies have been
passed on to retirement savers.

Alternate Directions for Reform

The weight of evidence from the current partially competitive Australian
superannuation market suggests that free choice of fund would
compound rather than address the negative impact of administration fees
on retirement accumulation. Indeed, a number of reforms are urgently
required to reduce administration fees given the current level of choice.
For the long term, international research suggests that more effective
price competition may be achieved through public auction of a strictly
limited number of fund licenses on a lowest fee wins basis. This
‘competition for the market’ rather than ‘competition in the market’
model® has been adopted by the Swedish in the private funded pension
component of their revamped pension system.

5 Models of these kinds have been used to subsidise unprofitable transport or
telephony services in regional arcas.
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Some reforms are obvicusly and immediately needed to reduce
unnecessary fees. Account proliferation can and should be reduced
immediately through automatic account consolidation. The ALP
opposition has developed a policy to address this problem. It would be
operated by the Australia Taxation Office (ATO) using Tax File
Numbers which are identifying information on most lost superannuation
accounts.

Fee structures must also be streamlined. The current government has
emphasised effective disclosure as a method of promoting efficient
market equilibrium. Disclosure is a necessary but inadequate condition
for price competition. Knowing what ail the fees are and the impact over
lifetime fund membership is essential. However, when fee structures can
consist of a unique combination of up to seven distinct components, no
method of display or arrangement of the fees will enable direct
comparison without sophisticated modelling techniques. ASIC’s recent
failed attempt to facilitate effective comparison with a standard reporting
display (see, for detail, Ramsay, 2002) will not be substantially bettered
until the underlying fee structures are simplified.

Every fund should be compelled te levy a single annual asset based fee
on each product, and provide an estimated hfetime dollar impact based
on a standardised set of assumptions conceming lifetime income,
contribution, returns and inflation. This will enable effective direct
dollar-value comparisons for those whe struggle to understand
percentages. Consultation between ASFA (predominantly representing
industry funds) and ISFA (representing retail funds) has been requested
by government in order to come to an agreement on disclosure (Kohler,
31/3/2004). Not surprisingly, retail funds vehemently oppose a level of
disclosure which would remove the veil of secrecy which supports the
majority market share of their high cost products.

A public information service ranking all public offer funds according to
fee level would facilitate direct, objective comparison. Claims of higher
returns on exotic investment products cannot be substantiated and should
be prohibited. Finally, commission based selling of superannuation
products represents a direct subtraction of value. There seems to be no
reason why this distribution channel should not be prohibited.
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These reforms are essential to remove the grossest methods of
manipulation of consumers in the superannuation market. Movement
away from a consurner market altogether, while still allowing choice,
holds further promise. Sweden offers a compelling example of an OECD
country that has structured the private funded component of its pension
system in a manner that offers choice while minimising costs.

There are two key elements that deliver cost control. First, account
administration is handled by a single government agency. Account
proliferation is consequently aveided and administrative economies of
scale are maximised. Second, investment activities are handled by a
limited number of licensed private fund managers. Licenses are
auctioned on a “lowest fees wins® basis. The price of these services are
therefore negotiated in a structured, transparent, monopsonistic market
which guarantees price competition. Consumers are presented with a
limited range of investment options available through these managers.
Researchers from the World Bank, an organisation which traditionally
claims technical advantages associated with free financial markets, have
recently found the Swedish institutional market to be substantially more
efficient than consumer markets, with an annual cost of around 0.7 per
cent of assets (James, Smalhout and Vittas, 2001).

Conclusion

Current average levels of administration fees -reduce Australian
superannuation accumulation at retirement by around 25 per cent. Some
leading researchers argue that high fees are caused by a lack of choice
and competition, which allows agency incentive issues to go unchecked.

However, there is partial competition in the Australian market currently —
for assets accumulated while in previous employment. Evidence from
this market segment provides no indication that full choice would lead to
price competition. Many consumers are apathetic about retirement
saving (which is the reason compulsory superannuation exists) and
incapable of conducting the complicated analyses necessary to compare
alternate providers and products. Commission based financial planners
and product marketing convince consumers to purchase high cost
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products. As a result of these and other factors, efficiencies gained
through increasing economies of scale and improved technology have not
been passed on to retirement savers.

Increased choice would compound rather than alleviate existing
problems. Indeed, reforms are urgently required to achieve reasonable
outcomes from the cwrent level of choice. Suggested reforms include
automatic account consolidation, full disclosure, complete fee
simplification, an official list of public offer funds by cost, and
prohubition of commission based selling on superannuation products.
Some of these reforms are being considered by the current Federal
government or are proposed by the Opposition.

Still lower cost would be achieved through transition to an institutional
market in which administration 1s centralised, and limited fund
management licenses are auctioned on a lowest cost wins basis. Sweden
provides an example of such a system.

References

APRA (Australian Prudential and Regulatory Authority) (2003), Statistics —
Superannuation Trends, December Quarter 2002, APRA. Available online at
http/ivwwvy.apme gov.pu.

ASIC (Australia Securitics and Investments Commission) (2002), A model for fee

disclosure in product disclosure statements for investment products, Australia Seouritics
and Investmenis Commission. Available online at http.//www.asic,gov.au.

ASIC (Australia Securitics and Investments Commission) (2003), Survey on the quality of
financial planning advice, Australia Securitics and Investments Commission. Available
online at hitpJfwww.asic.gov.ou,

Bateman, H. (2001), Design and Management of Occupational Defined Contribution
Pension Schemes: Lessons From the Administration Cost Literature, Paper prepared for the
OECD Workshop on Occupational Pensions in China, Beijing, Ootober 2001.

Bruining, N. (26/6/2002), ‘Fee falling®, in The Sydney Morning Herald, Moncy Market,
p s

Cameron, R. (2002), So far so good for super - Results of Two National Attitude Surveys of
the Australian Workforce, Conference Paper delivered at ASFA 2002 National Conference.
Available online st http://www superannuation. asn au/.

Coleman, Esho and Wong (2003), The Investment Performance of Australian

Superannuation Funds, APRA, Working Paper 2003-01. Aweilable online at
http /fwww.apra.gov.au.



CHOICE, COMPETITION AND ADMINISTRATIIVE COST 43

Chant West (2003), Fees Research, ASFA (Association of Superannuation Funds of
Australia). Available online at http://www.asfa.asn.eu/,

Clare, R. (20013, Are administration and investment costs in the Australian superanmuation
industry too  high?, ASFA  Rescarch  Centre.  Available online st

hétp://warw. superannuation. asm. au/.

Clare, R. and D. Connor (2000), The superannuation industry in Australia, ASFA Research
Centre, Sydney.

CoA (Commonwealth of Australia) (1998), Bills Digest No. 2 1998-99 - Superannuation
Legislation Amendment (Choice of Superannuation Funds) Bill 1998, Department of the

Parliamentary Library. Available online at http://www.aph.gov.aw/library/pubs/bd/] 998-
95/99bd002 htm.

Diamond, P. (2000), Social Security Reform, with a focus on Sweden, MIT, Lecture Paper -
First of three Lindahl lectures, delivered at Uppala, October 19-21, 1999. Available online
at http://econ-www.mit.edu/faculty/pdiamond/papers.htm.

Drew, M. and J. Stanford (2003}, “Principal and Agent Problems in Superannuation
Funds”, Australian Economic Review, 2003, 36, 1, pp. 98-107.

James, K., (2000), The Price of Retail Investing in the UK, Financial Services Authority,
Occasional Paper - 6, Available onlinc at http://www.{sn gov.uk/.

James, E., J. Smalhout and D. Vitias (2001), Administrative Costs and the Organization of
Individual Retirement Account Systems: A Comparative Perspective, The World Bank,

Pensions Primer. Available online at hitp://www. worldbank org/pensions/.

Kohler, A. (31/3/2004), *Super salesmen mum on fees’, in The Sydney Morning Herald,
online edition. Available online at http://www.smh.com.au.

Ramsay, L (2002), Disclosure Of Fees And Charges In Managed Investments - Review of
Current Australion Requirements and Options for Reform, Australia Sccuritics and
Investments Commission. Available online at hitp://www asio.gov.au.

Rea, J. and B. Reid (1998), "Trends in the Ownership Cost of Equity Mutual Funds' in,
Perspective, Vol 4, No 3, Ihvestment Company Inatitute. Available online at

hitp:/fwww. ici.org/.
Rice, M. (2003), Superannuation fees - market segment analysis, IFSA (Investment &
Financial Services Association Limited). Available online at hitp:./www.ifsa.com.au/.

RMR (Roy Morgan Rescarch) (2003), ANZ Survey Of Adult Finaneial Literacy In Australia
- Final Report, ANZ Bank. Avaijlable online at hitp://www.anz,com/.

Robinson, L (1992), 'Superannuetion-a policy perspective’ in K. Davis and L Harper (eds),
Superannuation and the Australian Financial System, Allen & Unwin, St. Leonards,
pp. 8-16.

Robertson, R. (17/7/03), ‘Company super funds spoilt for choics’, in The Australian
Financial Review, online edition hitp:/fafr.com.



	E:\2004078\200407821.tif
	image 1 of 17
	image 2 of 17
	image 3 of 17
	image 4 of 17
	image 5 of 17
	image 6 of 17
	image 7 of 17
	image 8 of 17
	image 9 of 17
	image 10 of 17
	image 11 of 17
	image 12 of 17
	image 13 of 17
	image 14 of 17
	image 15 of 17
	image 16 of 17
	image 17 of 17


