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1	  

Overview	  
	  

The Government has called for submissions related to the objectives of the 
superannuation system in Australia. 

It proposes using the Financial System Inquiry’s suggestion that the objective of 
compulsory superannuation is: 

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

The two key problems with the FSI conception are that 

i. It focusses on income  to the exclusion of all other assets which might be 
accumulated during a working life notably housing, and 

ii. It focusses on the relationship between superannuation assets and the age 
pension to the exclusion of other age–related benefits which  also distort 
people’s long-term savings decisions.. 

On (i), the superannuation system is a privileged asset accumulation policy. The 
family home is subject to a different but equivalently privileged asset accumulation 
policy. Together they form the heart of the Australian savings system. Any decision 
to lock-in the purpose of superannuation as being to provide an income will make it 
harder subsequently to improve the way the retirement system works by better 
integration of the two principal forms of asset accumulation by Australians. 

On (ii), compulsory superannuation is a heavy handed government intervention in 
private decision making. It is necessary because the availability of public support 
(including through the age pension) weakens the already inadequate propensity of 
people to save for old age. We already had a problem of too little saving and we 
have made it worse, hence compulsion. 

While the reference to the age pension is not wrong, it is again too narrow. 

My recommendation is that the objective of compulsory superannuation be:  

“to require all individuals to accumulate a set of assets during their working lives 
which can be used to support their own living standards after retirement rather than 
have them rely excessively on public support in older age”. 
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Introduction	  
	  

As noted in the Treasury Discussion paper, the Australian superannuation system 
does not have a clearly stated objective. This problem was noted in the final report of 
the 2014 Financial System Inquiry (FSI). The Inquiry recommended that 
“Government should seek broad agreement on the following primary objective for the 
superannuation system: 

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

It then went on to list some subsidiary objectives including to  

“Facilitate consumption smoothing over the course of an individual’s life 

Help people manage financial risks in retirement 

Alleviate fiscal pressures on Government from the retirement income system” 

It would be possible to go to the establishment of the system to analyse the reasons 
for its establishment but it seems more appropriate in this case to work from first 
principles.  

This is because (i) the compulsory superannuation system has grown from nothing 
to now represent a large share of the wealth of the nation, (ii) the regulations and 
legislation around it have been modified significantly since its inception, and (iii) 
because the FSI gave Australia the opportunity to rethink its whole financial 
architecture afresh, and the superannuation system merits the same analysis given 
the core role it now plays. 

Why	  the	  focus	  on	  income	  alone	  is	  too	  narrow	  
	  

As people age they face a variety of risks. Most importantly beyond the age at which 
they are able or willing to work, they can no longer rely on a wage to provide them 
with the means to address life’s various risks. Without an income, they need access 
to some alternative ways of meeting their needs for shelter, for food and for health 
services. 

Contributing to superannuation is one way of accumulating assets during one’s 
working life which might be used to service these needs in retirement. It is not the 
only way. Most people accumulate other assets, most notably a home, to help met 
their needs.  

The decision to make superannuation compulsory is driven by two observations: 
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• that most people will never save enough voluntarily to provide an adequate 
pool of assets to fund their retirement (eg see Benartzi and Thaler 2007) 

• that most people earn enough over their working lives to fund their total 
lifetime needs but consume too much during their working lives and save too 
little to provide for a smooth stream of lifetime consumption. 

The structure is thus designed to force people to save consistently over their working 
lives in order to build up a pool of assets which can be run down subsequently. 

The assets can take many forms with one important prohibition: it cannot be used to 
help buy the house in which the person is living. Given that a house is an asset 
which can also be used to finance retirement, this restriction makes little sense. And 
given the particular importance of housing to older Australians, the restriction makes 
little sense. 

In fact housing and superannuation are the two principal forms of saving used by 
Australians. 

Clearly there are issues about how the taxation of owner-occupied housing is 
treated, and particularly about how it is treated relative to superannuation. However 
a decision to lock-in legislation which defines superannuation as being for income-
generating purposes means that it will become harder subsequently to rationalise 
these two types of asset which are normally used to fund retirement. 

Accordingly it makes more sense to define superannuation as constituting a pool of 
assets rather than a source of income.  

This lets us assess its contribution to the living standards of the aged in the context 
of other assets, most notably housing. They too might be seen as proving a source 
of services or income in the retirement phase which are just as necessary as those 
derived from superannuation. 

The Institute of Actuaries in its recent paper Unlocking housing wealth – options to 
meet retirement needs sees the necessity of an integrated analysis of housing and 
superannuation wealth when considering how post-retirement needs are met. 

The Productivity Commission in its 2015 report on the Housing decisions of older 
Australians was also very explicit about the issue:  

“Most older Australians’ wealth is in the family home, but it remains an 
untapped source of retirement income … most older Australian home owners 
on low incomes could achieve a modest retirement living standard over the 
remainder of their lives by drawing on their home equity”. 
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Why	  the	  exclusive	  focus	  on	  the	  Age	  Pension	  is	  misplaced	  
 

Forcing people to save some ten per cent of their incomes, against their inclinations, 
is a very heavy state intervention in private decision making.  

The normal justification for such intervention would be to offset a market failure of 
some sort. Of course in this case we have already made a very heavy public 
intervention in people’s decision as to how they should manage their income over 
their lives by providing means tested benefits to the aged, including but not restricted 
to the aged pension. The consequence of our provision of these benefits is to 
depress people’s incentive to save: they started low and we have worsened the 
effect.  

From this point of view compulsory superannuation is a further intervention in the 
savings market to offset the worst effects of our other intervention (means-tested 
aged benefits). 

This is not to argue against the aged pension or other related benefits. There are 
some people who will never be able to save enough to ensure an adequate living 
standard in retirement. For those people we have appropriately constructed a social 
safety net. It is hard to beat the worlds of Sir William Lyne in introducing legislation 
(NSW Hansard 13 September 1900):  

“There is nothing which appeals so strongly to our humanity as the fact that 
there are always in the community a large number of people who have to be 
looked after in their old age.  

It is not pleasant for those in authority, or for the public, to feel that a large 
number of persons, in some instances through their own acts; but in other 
cases by circumstances beyond their control, have been brought in their old 
age to a state of penury.  

It is to ameliorate the condition of such people, and to give them rights which 
will prevent them from being paupers, that I wish to pass this legislation” 

I am sure most people would agree that we have a moral obligation to help those in 
need. 

The issue is that providing support to those in need reduces the incentive to others 
to avoid sinking into such need.  

The particular problem with the wording suggested by the FSI however is that this 
disincentive effect does not simply apply to the aged pension but to all means-tested 
or asset-tested support in the post-retirement phase. Again the focus is too narrow. 
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