Superannuation 'objective’ likely to be captured by industry
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As the government moves closer to enshrining the objective of superannuation in legislation,
it’s worth considering the unintended consequences that could come from such a move.

Based on recommendations of the Financial Systems Inquiry (FSI), chaired by former
Commonwealth Bank chief David Murray, the change to legislation is open to “intellectual
capture” by industry participants. The background of most of the people involved means, as
John Kay says

, that they may see things “through the eyes of market participants rather than the end users
they exist to serve”.

My research with Sue Taylor

suggests that such capture is visible in the Australian superannuation system more widely.

The idea that there should be a fundamental purpose of super is not obvious. The Treasury
paper says “a legislated objective will provide a way in which competing superannuation
proposals can be measured”. But how many Trojan horses will be released to subvert the
regulatory review process and provide arguments against proposals that otherwise have merit?
We do not have objectives for the education and health systems, for instance.

The SIS Act already has “a sole purpose test” in section 62. Like much of the Act, the section
is complex, clumsy and lacks clarity. Its purpose appears to be to prevent SMSFs from investing
in the family home. However, it takes over 900 words to say that a superannuation fund must be
set up to provide benefits on the death, disability or retirement of a member.

The absence of reference to insurance benefits in the Treasury paper is possibly an oversight. It
is unfortunate however, because life and disability insurance are intimately connected with
retirement planning and should not be lost to superannuation.

A significant number of people are forced to retire for health reasons, and the integration of
retirement and disability benefits allows for seamless and higher benefits.

Death benefits should decline as superannuation balances increase, and spouses should make
provision for each other if one has lower superannuation benefits as a consequence of time out



http://www.treasury.gov.au/ConsultationsandReviews/Consultations/2016/Objective-of-superannuation
http://fsi.gov.au/publications/final-report/chapter-2/super-system-objectives/
http://www.johnkay.com/2012/07/22/finance-needs-stewards-not-toll-collectors
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2720157
http://www.austlii.edu.au/au/legis/cth/consol_act/sia1993473/
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of the workforce (particularly if it was to care for the children of both).

While the case is not made vociferously, the industry would seem to resent insurance premiums
inside superannuation as it reduces the market for more profitable individual policies at thrice
the price.

The failure of most superannuation funds to provide lifelong annuity benefits received promine
nce in the FSI report

, iIs the ostensible driver of the discussion on objectives. The FSI recommendation in the
Treasury paper, is:

“to provide income in retirement to substitute or supplement the Age Pension.”

Set as a subsidiary objective, is to:

“facilitate consumption smoothing over the course of an individual’s life".

Three elements of the wording may be critical for future debates:

“Facilitate” implies no compulsion; “to provide” suggests compulsion perhaps after as well as
before retirement.

Superannuation funds, of course, love compulsion in any form as it increases their funds under
management. The majority of the public seem to agree, but majority approval does not justify
interference in people’s lives without good reasons. It has long been known that young families
are liquidity constrained and this is aggravated by mandatory superannuation contributions. If
we must have a legislated purpose, it should avoid any suggestion that compulsion should be
part of it.
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http://fsi.gov.au/publications/final-report/chapter-2/retirement-phase/
http://fsi.gov.au/publications/final-report/chapter-2/retirement-phase/
http://www.brookings.edu/~/media/Projects/BPEA/1986-1/1986a_bpea_hubbard_judd_hall_summers.PDF
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“Substitute or supplement the Age Pension” seems an acceptable objective for the
individual, but the question is broader and deeper. | would be concerned that “substituting the
Age Pension” could be used to justify reduction in the Age Pension as

some

might have it, or more inappropriate means tests.

The Australia Institute makes the point that a higher universal pension with no tax concessions
for superannuation would be cheaper, easier and fairer. | agree that the
means tests in their current form are unfair and represent an unwarranted interference in the
lives of pensioners — and do need reform.

“Consumption smoothing over the life time” and “an acceptable standard of living in
retirement” are not the same.

My research with Adam Butt, Gaurav Khemka and Ujwal Kayande on retirement planning
assumes as self-evident that the aim of planning is for relatively level consumption over the
lifetime — after adjusting for the costs of children and for mortgage repayments. Most
calculators, however, can suggest that users reduce themselves to penury in order to meet
unrealistic retirement objectives.

Objectives such as 65% of pre-retirement income or the ASFA comfortable standard are
seldom right. The first is almost always too high — the latter appropriate for someone slightly
above middle income, but too high for some and low for others.

If we must have a fundamental objective, | suggest:

“To facilitate consumption smoothing for families/households over the course of life.”

If we must also refer to fiscal pressures:
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http://www.solepurposetest.com/news/change-super-reduce-cost-age-pension/
http://www.tai.org.au/system/files_force/PB%2060%20Sustaining%20us%20all%20in%20retirement.pdf?download=1.
http://actuaries.asn.au/Library/fsf06_paper_asher_means%20tests.pdf.
http://www.actuaries.org/oslo2015/papers/PBSS-Asher.pdf
http://www.superannuation.asn.au/resources/retirement-standard
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“Integrate with other government programs to address special needs, and to achieve
intergenerational equity.”

Anthony Asher receives funding from the Centre for International Finance and Regulation. He is
convenor of the Actuaries Institute's Retirement Incomes Working Group. The opinions in this
article do not reflect the views of either of these organizations, or his employer.

Read more htip://theconversation.com/superannuation-objective-likely-to-be-captured-by-indu
stry-56982
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