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Dear Participant
,
CSRI Post Retirement Workstream
Thank you for participating the CSRI Post Retirement Roundtable on 15 March 2016.
The feedback we have received for our work to date has been very positive. It is becoming
increasingly recognized that this collaboration is at the forefront of development and
integration of post retirement policy and practice.
As you are aware, the post retirement system is the least developed area of the retirement
income system and a high priority for improving adequacy and sustainability of retirement
incomes for all Australians.
The Government’s budget announcement of the removal of tax impediments to products that
provide pooled longevity risk (from July 2017) provides further stimulus for the development
of the post retirement system and for this initiative.
Please find attached a copy of the Post Retirement Roundtable Summary and Takeaways.
I will be in touch with you soon about the next steps.
Kind regards,
Patricia

Patricia Pascuzzo
Founder and Executive Director
COMMITTEE FOR SUSTAINABLE RETIREMENT INCOMES
Level 18, 1 Bligh St, Sydney, NSW 2000
T: +61 2 9275 7971 | M: +61 426 838 988
patricia.pascuzzo@csri.org.au | www.csri.org.au
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Post Retirement Roundtable Key Takeaways
Executive Summary
Currently, the retirement income system expects a lot from individuals to be able to plan for their own
retirement so that they do not outlive their savings. The more engaged individuals are with their
retirement planning, the better their outcomes in retirement are likely to be.
However, individuals are often poorly placed to make effective retirement income decisions due to a
combination of low financial literacy, behavioural biases in decision making and system complexity. At
the same time, only a small proportion of members seek financial advice and super trustees currently
dont have enough individualised information to know what’s best for their members.
The system needs to accommodate the wide diversity and changing needs of individuals over the
course of retirement. It should also recognise that individuals vary broadly in terms of their degree of
engagement in their own retirement planning. This doesn’t mean that the status quo on member
engagement should be accepted as immutable. Given the compulsory nature of superannuation, it is
incumbent on government and industry to seek to improve member engagement.
Given the aim to improve the provision of secure retirement incomes through all the years of
retirement, government and industry should work together to pursue the following objectives.
•

•
•
•

First, to seek to improve member engagement in advance of retirement by improving
communication, financial literacy, helping people to navigate the complexity of the system and
improving motivation to plan for their own retirement.
Second, to make specialist advice for post-retirement, including better use of technology, more
broadly available to assist individuals.
Third, to reduce complexity and achieve a better integration of retirement income, housing,
disability and aged care policies and financing.
Fourth, through the development of a post retirement regulatory framework that promotes
efficiency and healthy competition in the market for retirement income solutions and enables
individuals, super trustees and financial planners to better meet the diversity of member needs in
retirement.

A key component of the latter objective is the establishment of a regulatory framework for the
development of “comprehensive income products for retirement” (CIPRs) as recommended by the
Murray Inquiry report and agreed by the Government. Such a framework should include:
•

•

•

Development of design principles for CIPRs and regulations for assessing products to qualify as
CIPRs that meet the diverse needs of retirees while balancing the need for simplicity and scale
economies.
Removal of regulatory impediments to the development of retirement income products that would
provide an effective hedge against longevity risk such as to promote healthy competition in the
market for longevity protection.
Legislative changes to clarify the trustee duty of care to ensure that members’ interests are
appropriately protected without setting such a high regulatory hurdle as to discourage trustees
from providing CIPRs.

Given the various challenges previously outlined, and recognising that “perfection is the enemy of
progress”, policy development should aim for a reasonable or better outcome - not for the optimal
solution. What is needed is a sensible first step forward that can later be built on.
There is recognition that the system needs to evolve and change as it matures and in response to
changing circumstances. It’s important that change needs to be consistent with the overall objectives
of the system and not change in response to short-term considerations.
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Introduction
The CSRI Post Retirement roundtable was the last of three such events in April 2016. The first
roundtable dealt with retirement income adequacy including interrelationships with aged care and
housing. The second examined the interaction of the four retirement income pillars to determine
options for improving sustainability.
There is broad agreement with the CSRI view that the retirement income system should be
considered in an integrated, holistic way. The combination of the three roundtables allow us to take a
holistic perspective.
This roundtable is arguably the most important of the three. While the accumulation phase has been
subject of extensive government and industry attention over many years, the post retirement system
is relatively undeveloped. With the growing size of superannuation balances as the system matures,
more attention should be given to the post retirement system.
These important policy and implementation issues have not previously been looked at in this depth.
The roundtable was able to achieve deeper insights by bringing together the various alternative
perspectives including consumer, behavioural economist, actuarial, super fund trustee, investment
managers, financial planners, life companies and regulatory.
The purpose of the roundtable was therefore not necessarily about arriving at solutions but rather to
identify the issues and alternative options that need further examination.
The starting point is what people need to fund retirement, how they use their savings and how
attitudes and behaviour impacts on their decisions. From there, we need to work backwards –
ensuring we have the structures, products, regulation and guidance needed to help people maximise
the chances of being able to live long and fulfilling lives in retirement without breaking their own or the
public purse.
Addressing Members’ retirement needs
The system has many strengths, however our defined contribution (DC) system has transferred
significant risks onto individuals and households who aren’t necessarily well placed to manage them.
Everyone has different consumption needs in retirement, there are unforeseen events to deal with
(like health care and aged care) and retirees don’t know how long they will live. Flexibility is needed to
address the diverse needs of retirees, including gender differences and, where appropriate, the
different circumstances of singles and couples. While all retirees want access to income, capital and
protection against risks, they need these in varying degrees.
While investing for the accumulation phase is complex enough, decumulation is significantly more
complex in view of the need to incorporate life expectancy, level of drawdown, expected returns and
the sequence of returns. Adding to this complexity, there are different phases in retirement - active,
inactive and frail – with needs changing in each phase.
Many retirees draw down their superannuation at the minimum rate to preserve their savings yet
many could afford to enjoy a higher standard of living than they currently do. We know that these
retirees are living too frugally but we don’t precisely know why. Do they fear running out of savings?
Are they concerned that they might need capital for an aged care bond? Or do they simply want to
leave a bequest? Greater clarity would help in designing the right policy framework.
In an ideal world, members would all be highly engaged, financially literate and working towards their
own financial plan. Unfortunately, the reality is quite different with a high proportion of disengaged
members and only a small proportion (20%) are obtaining financial advice.
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Policy and industry responses are needed on a number of fronts:
•

Increase engagement - There is a significant challenge in encouraging people to be more
engaged and make active decisions about how to arrange their finances so they don’t run out of
savings. Part of the solution lies in reducing the complexity of the system.

•

Improve communication - Communicating the complexities of retirement income products to
retirees is a challenge; however, it’s not and insurmountable one. There are many highly complex
products sold, including computer products (such as smart phones, laptops and tablets) that are
made highly user friendly for people to understand.

•

Broaden financial advice access - There is an important role for financial advice and digital
technologies to play in assisting in planning for their retirement.

•

Develop choice architecture – defaults have an impotant role to play in post retirement as they do
in pre-retirement.

Communication, Financial Planning and digital technologies
A focus is needed on encouraging people to be more engaged with their retirement planning and to
place them in a better position to make financial decisions. While default solutions are designed for
the average, better outcomes are possible by having individuals make active choices developed for
their personal circumstances.
Information architecture and digital platforms (robo advice) may play a role in increasing the level of
interest and engagement in retirement planning. Behavioural economics combined with digital
technologies may be used to reveal individual preferences. In doing so, they may assist trustees in
implementing default strategies by reducing the need to rely on assumptions about their members’
characteristics.
Retirement is complicated and retirement planning is not a point in time solution as needs change
over the course of retirement. Cohort strategies are a step up from fixed asset allocation super
investment choices, however they lack the degree of tailoring possible with an individual or household
retirement plan.
Given the complexities of retirement planning and behavioural biases, wider access to impartial
financial advice is needed. There may even be a case for making financial advice mandatory in
certain circumstances. There are however too few planners relative to the number of people expected
to retire in the coming years. More retirement planners are needed with training in post retirement
products, age pension entitlements and aged care financing.
Possible options for improving the delivery of advice include better use of technology, allowing
financial planners to provide advice on retirement without having to take into account a client's entire
financial position and making advice on retirement tax deductible.
Framing is important for how people make decisions – our DC system provides an investment frame
that encourages a focus on the accumulation of assets rather than the end retirement benefit. That
needs to change if we are to improve the effectiveness of the system. Longevity protection is more
attractive to members if it is reframed as insurance rather than an investment.
Providing members with income projections can be a useful way to reframe while motivating action as
long as the uncertainties around those projections are clear. Policy settings need to be adjusted to
allow trustees to communicate risk to members. ASIC guidance is needed on calculators to provide
enough flexibility to show probabilistic outcomes. Members also need to be given options if their plans
are not on track - including additional savings, working longer or adjusting their expectations for
retirement.
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What does a mature retirement income system look like?
In thinking about future reform, it is useful to look at what the system should look like when it is
mature. Our aim is to build on the strengths of the system – the age pension and pre funded
superannuation – but looking for outcomes that more closely resemble defined benefit systems with
secure lifetime incomes.
A mature retirement system reliably delivers adequate resources in retirement to the community by
sustainable means and allocates risk efficiently.
Currently, the Commonwealth carries the lion’s share of longevity risk primarily through the age
pension and aged care. DSS is effectively the largest financial services firm in the country
underwriting equity and longevity risk for superannuation members. Some risks are uninsurable but
longevity risk is not. In a mature system, you would expect to see a range of products on offer, and
being bought, to manage longevity risk including products linked to aged care and that provide greater
certainty of achieving a certain level of income.
There is the need for longevity risk management solutions within private superannuation pensions
that transfer risk from the government to the private sector where it can be better managed. The
success of the system will be contingent on broad scale take-up of longevity strategies that permit the
benefits of scale and pooling to be realized.
This will require a mind shift for Australians and their attitudes towards superannuation. Longevity risk
management involves pooling of risk which means that those that die early forfeit their benefits to help
pay income for those who live longer than expected. This is hard to accept for the majority of people
who see superannuation as a wealth accumulation vehicle.
Change may also be confronting for some in the industry as the skills needed to manage investments
for the accumulation phase are quite different from the skills needed to manage investments for
retirement.
Because Australia was an early adopter of a defined contribution system, there is not an international
model that can be followed for post retirement. Around the world people are grappling with this same
issue. We have the opportunity to lead the world, and while our aim is squarely focused on the
benefits to members, success also offers the potential for spin off benefits to the industry.
Market Innovation
Account based pensions (ABPs) (effectively the default) do well “until they don’t” due to market
catastrophe or sequencing risk. The investment challenge is to deliver target retirement income more
reliably than can be achieved under an ABP while retaining some flexibility so that retirees can meet
unexpected expenses without increasing the risk that they will outlive their savings.
This involves unbundling the various risks (market, inflation, longevity, sequencing) and managing
each risk efficiently based on an analysis of risk mitigants (including defering retirement, pooling,
avoidance of asset classes and hedging, home equity, and using the age pension as an investment
hedge).
Longevity risk occurs in two forms: Idiosyncratic risk is where people live longer/shorter than their life
expectancy, and systemic risk where the life expectancy for an entire cohort increases/decreases.
Idiosyncratic risk is addressed by both group self-annuities (GSAs) and guaranteed annuities.
Systematic risk is only addressed by guaranteed annuities as the risk is passed on to the provider (for
a price).
A range of potential non-superannuation products could come to market that would provide for health
and aged care more efficiently including products linked with labour force withdrawal and aged care
needs. Unfortunately, both pension and non-pension products face the problem that overly
prescriptive regulation stifles innovation. There was broad agreement that these regulatory
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impediments should be addressed as a major priority and a government announcement in this regard
1
is expected soon.
Innovation would be better accommodated through coordination among agencies. At the moment
product innovators need to negotiate separately with various agencies each with different (possibly
inconsistent) views. There should be one port of call for a response on the regulatory treatment of
their proposed products.
Choice Architecture
Choice architecture in the post retirement phase offers considerable potential for better dealing with
the lack of member engagement and behavioural biases in decision making. The government’s
decision to facilitate a comprehensive income product in retirement (CIPR), as one such response,
raises significant policy issues.
1. What are the key features of a CIPR?
Based on the Murray Inquiry, a CIPR is a combination of products, rather than a single product, that
provides members’ with income security, access to capital and capital growth. There are different
approaches to managing needs in retirement including bucketing strategy and the layering approach.
CIPRs could attempt to simulate these approaches.
A view was also expressed that a CIPR could be a simple longevity risk management product on the
menu that can be combined with other products to manage the income needs of retirees (access to
capital, secure income and inflation protection) in a customised way.
Either way, longevity risk protection is a key feature that CIPRs need to address if they are to make
progress on the status quo.
2. To what extent will CIPRs need to be tailored to members’ needs and will funds provide one CIPR
or multiple CIPRs?
Consistent with the Murray inquiry view, funds should develop a suite of CIPRs for their membership
that varies by account size at retirement and other information about the member. Intra-fund or robo
advice could be used to assist in ensuring that members are offered the CIPR that best suits their
circumstances. Protections should be in place to ensure that selected CIPRs are suitable for
members. For instance, given the fact that defaults are sticky, and that needs in retirement change,
should CIPRs have several triggers (at say age 65, 75, 85) when their appropriateness for members’
circumstances should be reviewed?
It was noted that there are significant obstacles in allocating members to one of a suite of CIPRs.
These include member disengagement, reduced scale efficiencies from multiple CIPRs, and creating
the perception of tailoring (more than is actually possible) causing retirees to forgo tailored advice.
This underlines the importance of encouraging and empowering members to make the best
retirement decisions through the provision of information and access to impartial financial advice.
3. What qualifies as longevity risk management?
Consistent with the view that the main purpose of superannuation is to supplement the pension,
CIPRs should include an explicit longevity protection element for everyone including small account
holders.

1

An announcement on removing the impediments on the provision of income stream products was subsequently made in the 3 May 2016
Budget.
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An alternative view is that in some cases, including small account holders and those with short life
expectancies, account based pensions in conjunction with the age pension provide sufficient
protection to satisfy the CIPR longevity risk management requirement.
4. How should CIPR design be assessed?
While the design of CIPRs is the responsibility of trustees, should there be an additional validation
process for CIPRs? Options include:
• Development of regulations or guidelines that trustees need to follow in designing CIPRs.
• Checklist or point system where features are assigned points and proposed CIPRs need to
achieve a certain number of points to be able to qualify.
• CIPRs developed by trustees subject to regulator (APRA) approval.
• Legislated requirement that CIPRs include certain product features.
5. Legal protection for trustees
It was suggested that a safe harbor protection be estalished for trustees where they have exercised a
specified duty of care both in designing an appropriate range of CIPRs and in offering CIPRs to
individuals.
6. How far should trustees be directed?
Is it enough for the government to simply facilitate the provision of CIPRs. While there is the need to
clarify trustee duties and provide them protection against so-called hindsight risk, trustees will likely
need more of an inducement if the system is to develop beyond the status quo. Consideration is also
needed of the different capacities among super funds to implement CIPRs and the implications for the
regulatory framework.
7. How much of a nudge do members need?
To overcome behavioural biases, CIPRs should be provided on an opt in basis otherwise there would
be little improvement on the status quo. Care is needed in the design of defaults as individuals have
a tendency to stick to them, regardless of whether or not they are suitable for that individual.
Measures such as defaults and CIPRs would ideally require trustees to have additional information
relating to their members’ circumstances. In the absence of such information they would need to
make assumptions that raises obvious risks that they may get it wrong.
8. Other Issues
A number of thorny issues were raised in relation to longevity risk management. In designing CIPRs
and pooling longevity risk, whose interests should trustees give priority to - the individual member’s
interests or the interests of the membership as a whole? In certain situations the two interests may
be in conflict.
A tension may exist between successful pooling of longevity risk (that requires the forfeiture of death
benefits to the pool) and protecting the interests of a surviving spouse (through the payment of death
benefits) particularly as women have longer life expectancies and lower super balances than men.
Given the complexity of annuities, and that annuities with reversionary benefits are more expensive,
what protections should be in place to ensure that retirees understand the differences among
products and are in a position to make a choice in their best interest and that of their (potentially)
surviving spouse?
While there is agreement that mortality risk pooling is important, and that a ‘whole of life approach has
considerable merit, there is contention around the use of intergenerational risk pooling that is implicit
in certain longevity management products such as collective defined benefit schemes.
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Market Regulation
In addition to product regulation of CIPRs, market regulation has also been suggested. Such market
regulation could involve the extension of the default fund selection process for MySuper under
modern awards to the post retirement phase. This would raise the question of how to design a meritbased system, what body would be the appropriate regulator to ensure the process is undertaken with
diligence and to determine how different offerings can be compared. It is however acknowledged that
the current award default process does not have support across all sectors of the industry and that
this creates a significant obstacle for extending market regulation to the post retirement sector.
Use of Super Balances
There is some contention about whether restrictions should be placed on the use of super balances at
retirement. International comparisons show that two extremes are typical – either 100% annuitization
or no annuitisation requirements at all. Where countries lie along this spectrum depends on the
contribution requirements and restrictions in the accumulation phase. No country adopts a moderate
position as suggested by the World Bank.
While a three tiered framework based on balance size has some appeal (eg, no annuitization
requirement for small balances, some annuitization for medium to large balances, and different
requirements for very large balances), it raises significant issues:
• Can such a system accommodate the varying needs of retirees in later life? While some will need
a secure income stream others will need access to capital for aged care.
• It also raises equity implications as it treats people differently depending on their wealth in super.
Requiring the inclusion of annuities in defaults, or making them mandatory, penalises
disadvantaged socio-economic groups which tend to have lower life expectancy.
• Implementation issues are significant given the majority of members have multiple balances and
some may also have a DB pension benefit.
Next steps
Our aim is to build support for an integrated reform package that improves the effectiveness and
sustainability of the system.
This roundtable has raised a range of issues requiring further development and analysis. We will
consider how to draw together all of the above issues and learnings in proposing the design of a
regulatory framework for the post retirement system.
The immediate next step is to develop a series of position papers outlining our preferred view based
on the evidence provided at the three roundtables.
In formulating our views we will consult with key interest groups and experts to see how much
agreement might be possible.
The resulting position papers will be subjected to debate and scrutiny at the CSRI Leadership Forum
in August this year.
Beyond that, the CSRI intends to continue the post retirement policy development with broader
involvement from other stakeholders and interested parties.
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Post Retirement Roundtable Programme
Friday 15 April 2016 – The Langham Hotel, Sydney
Key Themes
The Committee for Sustainable Retirement Income (CSRI) is an independent, non-partisan and non-profit organisation
committed to improving the adequacy and sustainability of retirement incomes for all Australians. It pursues its
mission by acting as a catalyst for the development of evidence-based policy and engaging widely with stakeholder
groups to reach common ground on policy positions.
This is one of three roundtables being convened by CSRI as part of its policy development and engagement activities
the other two relating to Retirement Income Adequacy and interactions with Aged Care; and Encouraging Self
Sufficiency.
The purpose of the Post Retirement Roundtable is to explore:
•
•
•
•

the characteristics of a mature retirement income system, how Australia’s system compares and the current
experience of Australian retirees
the challenges in ensuring adequate and sustainable incomes in retirement including investment and planning
issues in developing solutions to meet the diverse needs and circumstances of retirees
lessons from behavioural finance in assisting members in making retirement income decisions
the state of current policy development and industry thinking around possible legislative frameworks to support the
development to the post retirement market

The Roundtables outcomes will contribute to the development of a series of position papers that in turn will be
subjected to debate and scrutiny at the CSRI Leadership Forum later in the year. The aim is to build a broad coalition
of support for a holistic reform agenda for the Australian retirement income system.
Sponsors
The CSRI greatly appreciates the support of its policy development partners.
Sponsor of the CSRI Post Retirement Roundtable – StatePlus.

CSRI Post Retirement Work Stream sponsors - First State Super, Challenger Ltd, King and Wood Mallesons,
Dimensional Fund Advisers and TAL Ltd.
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8.30am

Registration

8.45am

Welcome and Opening
Michael Keating AC, Chair CSRI
Michael Monaghan, Managing Director StatePlus
Patricia Pascuzzo, Executive Director CSRI

9.00am

Session 1. What are the characteristics of a mature retirement income system and how does
our system compare?

Chair: Michael Keating AC, Chair CSRI

•

What success looks like, both in principle and from an international comparison perspective,
and how does Australia compare?

Dr David Knox, Mercer

•

Search for Post Retirement Products - diversity of products needed for a mature retirement
income system

David Cox, Challenger

Discussants

10:30am

Morning Tea

11:00am

Session 2. Ensuring adequate and sustainable retirement incomes throughout the years of
retirement for all Australians

Professor John Piggott, CEPAR
Jenny Wilkinson, Treasury

Chair: Andrew Podger AO, CSRI

•

If income is enshrined as the goal, what are the investment challenges and how might they be
managed?

Graham Lennon, Dimensional

•

Designing retirement plans to suit the diverse needs and circumstances of retirees through the
different stages of retirement.

Dr Suzanne Doyle, StatePlus

Discussants

12.30pm

Lunch

1.30pm

Session 3 (Part 1). Meeting the policy challenge of achieving a mature retirement system shaping the market and promoting innovation.

Martin Stevenson, First State Super
Darren Wickham, TAL

Chair: Michael Keating AC, Chair

•

Behavioural biases and moral hazard arising from the social safety net? The role of defaults
and other lessons from behavioural finance.

Professor Hazel Bateman, CEPAR

•

Lifting the welfare of individuals who are relatively disengaged

Zac May, Industry Super Australia

Discussants

3:00pm

Afternoon Tea

3.30pm

Session 3 (Part 2). Meeting the policy challenge of achieving a mature retirement system shaping the market and promoting innovation. (Part 2)

Vicki Allen, Non-Exec Director
Graeme Arnott, First State Super

Chair: Patricia Pascuzzo, Executive
Director, CSRI

•

Update on policy developments relating to post retirement.

Paul McBride, Department of Social
Services
Jenny Wilkinson, Treasury

•

Developing a principles-based framework for pre-selection of a comprehensive income product
in retirement by superannuation trustees.

Nick Callil, Willis Towers Watson
David Cox, Challenger
Ruth Stringer, KWM

Discussants

Helen Rowell, APRA
Catherine Nance PWC

4:45pm

Summary and Takeaways

Patricia Pascuzzo, Executive Director,
CSRI

5.00pm

Networking Reception

Michael Monaghan, Managing Director,
StatePlus
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Roundtable Media and Newsletters
Budget 2016: Australia's back-to-front superannuation debate
By Patricia Pascuzzo, published in the Australian Financial Review, 28 April 2016
In the lead-in to the budget, Australia has the debate over superannuation back to front. All of the attention is on
the accumulation phase – contribution rates, contribution caps, and how to use super to fix the deficit. While
never far from the political spotlight, the debate on super reaches fever pitch ahead of a pre-election budget.
What we should focus on is what people need to fund retirement, how they use their savings and what factors
affects their decisions.
From there, we need to work backwards – ensuring we have the structures, goals, products, regulation and
guidance needed to help people live long and fulfilling lives in retirement without running out of cash, or
breaking the public purse.
In all of this, the focus should be on adequacy, equity, efficiency and sustainability.
That, in a nutshell, is the mission of the Committee for Sustainable Retirement Incomes (CSRI), an independent,
non-profit and non-partisan group of public policy experts from government, academia and industry.
Adequacy, Sustainability, Post-Retirement
The CSRI was formed to counterbalance the short-termism in retirement income policy development. Last year
the CSRI held its inaugural leadership summit in Canberra, attracting a who's who of government, industry and
public policy leaders including David Murray, the Hon Josh Frydenberg, Chris Bowen MP, Senator
Arthur Sinodinos and Craig Emerson.
Reflecting our non-partisan role and multi-disciplinary make-up, we have broad agreement that the retirement
income system should be considered in an integrated, holistic way.
This is in contrast to recent years in which the system has been subjected to a succession of ad hoc, quick fixes
driven by the needs of the political and fiscal cycle.
With momentum for change growing, the CSRI brought together policy experts, regulators and market
professionals for three roundtables that considered far-ranging retirement income system reforms to deal with an
aging population.
The first focused on future retirement income adequacy. The second explored the interaction of the four
retirement income pillars (age pension, compulsory and voluntary superannuation, and housing) to identify ways
to improve sustainability.
The third roundtable, on the post-retirement system, was arguably the most important. While the accumulation
phase of super has been subjected to extensive research and multiple reviews, the post-retirement system
remains relatively undeveloped.
The discussion confirmed for us that we can transform Australia's good retirement income system into an
excellent one, improving adequacy and reliability of incomes for future retirees while increasing financial
sustainability.
But the key in all of this will be to focus on the key objectives of the system, take a holistic approach and not be
captured by those interested in a short-term budget fix or protecting their own particular corner.
Starting with the Goal
The need for a long-term focus was highlighted in the Financial Services Inquiry (Murray Inquiry) which called for
the setting of a clear objective for super. This involves providing income in retirement, as well as improving the
range of products to efficiently convert super savings into retirement income.
The Federal Government has since endorsed nearly all of Murray's recommendations and has said it will
legislate an income goal for super.
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But while setting the goal is necessary, it’s only the first step. Refocusing the system to meet the objective
includes changing the nature of super tax concessions that currently accrue mainly to wealthy people who
accumulate large amounts and who aren’t at risk of falling back on the age pension.
Another challenge is addressing the significant gender imbalance in super, which leaves women on average
ending their working lives with around half of the savings as men and spending long years in retirement on very
low incomes.
Removal of regulatory barriers is needed to spur innovative solutions that help retirees manage market, inflation
interest rate risk and longevity risk.
What retirees want
A quarter of a century ago, Australia led the world in adopting a retirement savings system built around the
contributions that employees and their employers made to chosen investment funds.
The resulting three-pillar system of "defined contribution"– where the rate of contributions, not the end benefit, is
pre-determined – compulsory superannuation, backed by voluntary saving and the age pension, has been held
up by the World Bank as a model for others to follow.
But with population ageing, lifespans increasing, public finances stretched and the risk of people outliving their
savings growing, the system needs to evolve in response to changing circumstances.
This means we need to find ways to build on our system's strengths, with outcomes more like the old "defined
benefit" systems – where the end retirement benefit is pre-specified – with more secure lifetime incomes.
All retirees have different consumption needs and their needs change over the course of retirement. They have to
deal with unforeseen events, like health and aged care, and they don’t know how long they will live. There needs
to be flexibility in the system to address these diverse needs.
Research shows retirees are reluctant to draw down their savings but its not entirely clear why. Are they living too
frugally for fear of running out of money? Are they concerned about funding an aged care bond? Or do they
simply want to leave bequests? We need to know the answer before we can build the right policy framework.
In an ideal world, all members would be highly engaged, financially literate and working to a retirement plan
developed specifically for them.
The reality, however, is that most fund members are disengaged and only a small proportion seeks financial
advice. This highlights the need to develop the right framework to deal with the fact that most people are
disinterested in super, not thinking about retirement or what their needs might be.
So if we are to make income-in-retirement the goal, which we should, we will need to change the framing of
superannuation from an investment to a consumption focus.
This will require targeting income more reliably than can be achieved under an account-based pension while
retaining flexibility so retirees can meet unexpected expenses without increasing the risk that they outlive their
savings.
Providing members with income projections, as advocated by the Murray review, is important as long as the
uncertainties around those projections are clear. They also need to be given options if their plans are not on track
– including increasing savings, working longer or adjusting their expectations for retirement.
Longevity risk management
What we do know is that the system needs to deal better with longevity risk – that with healthier living and better
health care, people will outlive their savings.
The Commonwealth government currently carries the lion's share of that risk through the age pension and aged
care. This effectively makes the Department of Social Services the largest financial services firm in the country,
underwriting equity risk for superannuation members.
The alternative is to build innovative new longevity risk and aged care solutions within private superannuation
pensions, enabling the transfer of risk from the government to the private sector where it can be better managed.
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You would expect that in a mature retirement savings system, there would be a greater range of products on offer
in the areas of longevity risk management and aged care, yet Australia's system is dominated overwhelmingly by
account-based pensions.
Unfortunately, this is largely because innovation is stifled by overly prescriptive regulation, a factor that is now
widely acknowledged. This should be fixed as a matter of urgency in the upcoming Federal Budget.
There are also cultural challenges. Longevity risk management involves pooling of risk. That means those that
die early forfeit benefits to help pay income for those who live longer than expected. There may be some
resistance to this as until now, we've been told that super is our money.
Post-Retirement Regulatory Framework
Murray's other key recommendation was for trustees to pre-select for their members a low-cost "Comprehensive
Income Product for Retirement" (CIPRs).
These "CIPRs" would have minimum mandated features such a regular and stable income streams, longevity risk
management and flexibility to deal with lumpy consumption patterns.
But there are a number of uncertainties around how this would work. For one, the government has said it will
merely "facilitate" trustees to offer these products, raising the question of whether trustees would bother offering
them given the risk of making the "wrong" choice for members.
Then there are a range of design questions, such as how far CIPRs will be tailored to an individual's needs, what
qualifies as longevity risk management and who should assess the design? Should this be left to trustees or
should APRA manage the approval process?
Risk management and asset allocation change in post-retirement. Some fiduciaries favour a "bucketing" strategy
in which a member's savings are segmented into two or more separate pools, including a "cash bucket" for shortterm needs and an "investment bucket". Others suggest a "layering" strategy in which investments are aligned
with members' ultimate objectives, a system akin to the asset-liability matching of insurance companies.
This represents a challenge to the superannuation industry accustomed to an accumulation environment that
forces standardisation.
Given these complexities, a CIPR is less likely to be seen as a product and more as a solution that combines a
product and a service. There would need to be regular reviews for members in retirement to ensure their chosen
solution remains appropriate for their circumstances.
Digital platforms and "robo-advice" could help in fitting members into retirement solutions. While defaults are
highly effective in overcoming member disengagement, care would need to be taken with their use given
members' reluctance to change.
Future Challenges
The challenge for the industry is that the skills needed to manage investments for accumulation during a working
life are quite different to those needed to manage investments and consumption for retirement. The latter is
significantly more complex.
Fortunately, a handful of players are leading the policy development here and actively shaping the market. The
rest will need to join in or risk being left behind.
For regulators, the challenge will be to strike a balance between encouraging innovation in the post-retirement
space and ensuring simplicity and the benefits of scale. What we know from the accumulation phase is that
complexity increases cost, which in turn increases fees.
Because Australia was an early adopter of the defined contribution framework for retirement savings, there is no
international model for us to refer to. Quite simply, with population ageing in the developed world and budgets
stretched, everyone is grappling with this same issue.
The good news is we have the opportunity to lead the world as we did in the early 1990s, improving retirement
outcomes for Australians, alleviating poverty in old age and achieving this within the federal budget given the
pressures from an ageing population.
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Super industry must do more than develop retirement products
By Sally Patten, published in the Australian Financial Review, 28 April 2016
The superannuation industry, together with the government and regulators, must do more than simply develop
retirement products if Australia's $2 trillion super system is to succeed in providing enough income for retirees.
Although industry experts have urged the Coalition to use next week's federal budget to remove impediments
preventing the development of retirement products, they say a rethink in the delivery of financial advice, changes
to community attitudes towards inheritance and risk-pooling, better insights into the reasons retirees were
reluctant to spend their super savings and changes to super tax concessions are also needed if Australia is to
remain at the forefront of the global super system.
"We have the opportunity to lead the world, as we did in the early 1990s, improving retirement outcomes for
Australians, alleviating poverty in old age and achieving this within the federal budget given the pressures of the
ageing population," writes Patricia Pascuzzo, executive director of the Committee for Sustainable Retirement
Incomes, in Thursday's The Australian Financial Review.
Ms Pascuzzo says "addressing the significant gender imbalance in super" is another imperative if the super
system is to fund the lifestyles of retired Australians.
With the number of Australians older than 65 set to double to 9 million over the next 40 years, finding ways to
ensure retirees have enough money to last until they die is one of the super system's key challenges.
Suzanne Doyle, head of advice at State Super Financial Services, who participated in a CSRI roundtable in April,
said that in addition to the development of appropriate retirement products, educating retirees on how to arrange
their finances so they didn't run out of money was crucial.
"There are complex decisions to be made. How do we get people to be more engaged and make active
decisions?" Ms Doyle said.
She suggested several ways of improving the delivery of advice, such as better use of technology, allowing
financial planners to provide advice on retirement without having to take into account a client's entire financial
position and making advice on retirement tax free.
Ms Pascuzzo points to "cultural challenges" relating to retirees' reluctance to pool risk, which involves people
who die early forfeiting their benefits to people who live for longer than expected.
"That could be difficult for some people to accept," she writes, noting that one of the obstacles is that savers have
been told that super is their money.
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