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Our Pension System: What is the Goal? 

Tony McFadyen 

 

This is a time of great change in thinking around retirement planning and 
funding in Australia. 

The federal government’s Super System Review has provided a few 
goalposts in terms of creating new simple, low-cost default products, 
strengthening governance and improving processing efficiency.  

But the challenges don’t end there. The world is changing and clients are 
looking for a more complete and personalized set of solutions in areas 
including and beyond asset allocation and choosing fund managers. 

Fund Trustees are in an ideal position to bring together these more 
complete solutions. But to do this, we will need to think about outcomes 
from the viewpoint of members, who do not compartmentalize their 
material lives as we might assume. 

The ultimate outcome from this process should be more integrated 
products that provide better, more personalized services at lower cost 
and incorporating solutions that are accessible, relevant and scaled. 

In a recent visit to Australia, Nobel laureate Robert Merton pointed out 
that building a new-generation retirement savings system started with 
properly defining the goals. 
 
Essentially, fund members want an inflation-adjusted level of funding that 
allows them to sustain the standard of living in retirement that they have 
grown accustomed to in the final years of their working lives. 
 
So if we are to design a next-generation retirement solution, there are a 
few requirements: 

• First, we need robust, scalable, low-cost investment strategies that 
make efficient use of all dedicated retirement assets to maximise the 
chance of achieving the retirement income goal and manage the risk 
of not achieving it. 

• Second, we need a risk-managed customized solution  with 
individually tailored goals for each member ─ taking into account his 
or her age, salary, gender, accumulation plan and other assets 
dedicated to retirement. 
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• Third, we need a solution that is effective even for individuals who 
never provide information or who never become involved in the 
decision-making process at all. And for those who do become 
engaged, we need a solution that gives them meaningful information 
about how they are travelling and what they can do if they are not 
on track to achieve their retirement income goals. 

• Last, we need a solution that allows super fund trustees to control 
their costs and deliver on their stated commitment to assist their 
members in retirement. 

 
The task of securing meaningful outcomes in super should start with 
questions that are relevant to members. For instance, asking people how 
much exposure they want to emerging markets or mid-cap European 
equities is pointless. 
 
Instead, a goal-based system starts by asking members four simple and 
meaningful questions about their retirement - when do you hope to stop 
work, what standard of living do you desire, what standard of living are 
you willing to accept and how much can you contribute? 
 
Once a desired income goal is arrived at it for each individual, it should be 
the task of the system to maximise the prospect of achieving that desired 
standard of living, subject to a risk constraint of a ‘minimum or 
conservative life income’ amount in retirement. 
 
These same principles of integration, simplicity and personalization can be 
applied more broadly across a much fuller spectrum of services such as 
insurance, banking and home equity and to carve out solutions that bundle 
all these services into a single, customized offering. 

This concept fits neatly with the federal government’s vision of a better 
governed and more efficient system built around the needs of the end 
user.  

It’s time to start work by investing to achieve member’s individual goals. 

 

 

 


