
 Rethinking the Superannuation Fund Mission:   
 A member-focused approach                 

Executive Summary
In this paper we consider the mission of an Australian superannuation fund:

 • We argue that the mission should be defined as the delivery of reasonable 
member retirement expectations in a reliable fashion, without the need to 
revise expectations downwards as retirement approaches.

 • Importantly, we believe retirement expectations should be based on the 
level of retirement income, rather than the accumulation of a lump sum. 
Retirement date and potential period of retirement are key factors in setting 
expectations concerning retirement incomes. These are individual targets, 
not centrally defined. 

 • We believe that trustees can and should be taking greater responsibility 
for ensuring that members are aware of their potential outcomes at 
retirement and/or taking steps to control the range of outcomes – as 
there is an inherent trade-off between the width of the range of outcomes 
communicated and the extent to which a fund should be more active in 
narrowing the range of outcomes (particularly for members invested in the 
default investment option).

 • Based on an expected outcome and an expression of the range of outcomes 
(which could also include the likelihood of achieving certain outcomes or 
the potential shortfall relative to retirement targets), members should be 
better equipped to use the levers at their disposal to assist in achieving their 
retirement aims by developing a more personalised journey plan.

 • We therefore believe that trustees should be taking the following actions:

 – Decide where along the spectrum their fund should sit in terms of 
designing a more targeted default investment strategy – this could 
range from a generic default strategy at one end, to a highly customised 
member-focused strategy at the other. The degree of member targeting 
will be fund specific, reflecting both the capacity of members to alter their 
retirement plans, and the approach taken to communicate uncertainty to 
members.

 – Improve the information provided to members about their expected 
outcomes and the range of potential retirement incomes, with the width of 
this range being driven by decisions regarding the default strategy design 
discussed above.

 – Provide members who choose to be engaged with the tools to help them 
understand the impact of using the different levers at their disposal and 
thereby design a better journey plan.
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Introduction
Many industry participants have described the 
concept of delivering an ‘adequate’ retirement 
income within the Australian superannuation system. 
To this end, a growing number of funds are presenting 
projected benefit outcomes at the member level in 
terms of an income in retirement. Whilst we believe 
that this is a promising and positive step, we would 
argue that thinking in terms of a retirement income 
has not yet become ‘core’ within the industry – for 
most funds the account size remains the primary 
benefit indicator, and fund objectives remain 
expressed in terms of a target real return and 
likelihood of a negative return. Further, discussions 
at trustee board and investment committee meetings 
continue to focus on investment performance. In 
this paper we look to challenge the status quo and 
present a way forward that gives greater emphasis 
to retirement income outcomes within a fund’s 
mission and also the way that funds communicate to 
members. 

Challenges in defining a fund’s mission 
Given a fixed level of contribution and investment 
strategy, the actual outcome to members is highly 
uncertain and can vary significantly depending on a 
range of factors including the timeframe over which 
contributions are paid, the corresponding sequence 
of returns experienced and (in particular) the amount 
of capital that is at risk when large drawdowns 
in markets occur. However, whilst the focus of 
retirement planning is on the lump sum at retirement, 
the ultimate aim of superannuation savings is to 
deliver retirement income to members, and clarity 
of mission is an important first step in managing 
the risks in the fund. In addition, we would note that 
the ‘levers’ available to affect retirement incomes 
within the defined contribution (DC) structure 
(e.g. contribution levels, investment strategy) that 
predominate the industry today are actually similar 
to those that existed within the defined benefit (DB) 
structures that prevailed in the past – the primary 
difference is who is in control of these levers, and 
who bears the risk of things going differently to plan.

Deciding upon a fund’s mission is complex and needs 
to address a range of challenges. These include 
subjective member-specific requirements; delivery 
that is often divided between many arrangements 
over an individual’s working life; and members who 
do not manage their benefits for the majority of their 

working life. There is no single answer that satisfies 
all stakeholders in terms of the level or certainty of 
benefit. 

Here we offer an alternative, longer-term definition of 
the mission of a superannuation fund. We consider 
how fund-specific factors may be incorporated into 
this mission and discuss the activities trustees may 
take to achieve it. We believe this concept of the 
mission of a fund supports better management of 
member outcomes and can be more engaging for 
members themselves.

We recognise that the pattern of retirement is 
changing and will change further in the future, for 
example due to factors including (but not limited to):

 • A shift away from a traditional ‘work, then retire’ 
model towards part time, casual and voluntary 
work up to, and beyond, the so-called ‘retirement 
age’.

 • An increase in the proportion of members’ working 
lifetimes during which they have been covered by a 
‘full’ Superannuation Guarantee contribution.

 • Product innovation in the post-retirement space.

 • Ongoing changes to the taxation of superannuation 
benefits and changes to the age pension. 

We do not address these directly in this paper, but 
believe that these changes can be incorporated into 
this framework.

Fund versus individual targets
If a good outcome target is set using only a single 
measure of adequate income in retirement (for 
instance a replacement ratio), we run the risk of 
charging superannuation funds with delivering 
an impractical and undesirable target. When they 
choose to retire, members will have accepted that 
the retirement income they are able to generate from 
many sources is at least sufficient for them to stop or 
reduce their working week. Every member will accept 
a different trade-off and have different emotions 
depending on their prior expectations of timing of 
retirement and anticipation of their standard of living 
in retirement. We might identify ‘adequate’ as a 
broadly neutral emotional state, neither disappointed 
nor surprised with their outcome. The subjectivity 
of this measure is difficult for trustees to manage, 
but this paper suggests ways to address the implicit 
challenges of this objective.
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Under most definitions, the contribution of the age 
pension to an adequate retirement will decline 
with increasing pay suggesting higher reliance on 
private savings. Setting a target retirement income 
and financing this target is a highly complex task, 
requiring current and future income requirements 
to be compared and valued based on potential 
future returns. We see this as a self-referencing 
problem: lower ability to contribute or lower future 
expected returns imply a worse retirement outcome. 
As such, we believe that members may redefine 
‘adequate’ a number of times during their working 
life depending on the history of their savings and 
their current situation. Adequacy in superannuation 
must be personal and incorporate both the 
outcome and the experience of the journey itself.

This suggests a need to recognise risk in defining 
mission for a superannuation fund. We must 
discuss risk in terms of the range of outcomes 
to plan for, rather than the degree of certainty 
with which a single outcome may be achieved. 
Behavioural finance suggests that individuals are 
more focused on the short term, reducing their 
ability to make informed and engaged choices 
until they are close to retirement. In most cases, 
this leads to under-provision and a downward 
adjustment to expectations of retirement income in 
the approach to retirement, or a delay to planned 
retirement date. In either case, the model we are 
describing considers these disappointments to be a 
failing of the mission.

We argue that material adjustments to member 
expectations of retirement income or date are risk 
events which the fund should be managing. A good 
outcome would then be that the fund enabled 
members to form reasonable expectations of 
retirement income and retirement date and then 
deliver an outcome not materially different to those 
expectations. 

Articulating member expectations
Investment choices are disengaging to most 
individuals and are beyond their understanding 
and experience. Members do not, in general, form 
expectations of their ultimate retirement benefit 
based on their investment strategy. In the view 
of most members, the investment strategy of the 
default MySuper product (typically underpinned by 
a ‘Growth’ or ‘Balanced’ investment option) is an 
implicit recommendation made by the trustee and 
few deviate from this. As a result we see significant 

proportions of members (often greater than 90%) 
investing in the default strategy. By extension, if a 
member engages with retirement planning, they 
are likely to rely on the trustee’s forward-looking 
assumptions of the risks and returns.

A member’s expectations are more likely to link 
the amount paid in contributions (the input) with 
the amount they receive in benefit (the output). 
Together, these can be seen to form a plan which 
allocates to future consumption from current 
consumption. The definition of output must 
combine both the level of retirement income and 
the age at which this income starts being received 
(or alternatively the level of retirement income and 
the number of years it is expected to be paid).

A level of risk and uncertainty in both the inputs 
and outputs is inherent in the generation of 
retirement income via the superannuation system. 
Investment strategy can be seen in two ways: it 
attempts to translate the member’s plan into reality 
and also implies a likely range of adjustments to the 
plan that should be expected. These adjustments 
may be in terms of the inputs or outputs, but when 
members seek to form expectations as to what 
they can expect from their fund, it will be based on 
the risk and return measures communicated by 
trustees. 

This gives risk a definition in terms of the output 
from the plan. We believe that this also provides 
a more engaging approach to retirement planning 
for members. In analogy to DB funds, to achieve 
a given level of benefit, members have the 
choice between making higher contributions 
with low potential volatility in their contribution 
level or of making lower contributions with a high 
potential volatility. This can be extended to include 
adjustments to the date of retirement and level of 
retirement income. 

 “A level of risk and uncertainty in both 
the inputs and outputs is inherent in 
the generation of retirement income via 
the superannuation system. Investment 
strategy can be seen in two ways: it 
attempts to translate the member’s plan 
into reality and also implies a likely range 
of adjustments to the plan that should be 
expected.”
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Visualising risk – member impacts
We believe that the most appropriate visualisation of 
risk in retirement incomes shows the changes to the 
plan a member may have to make. We believe that 
the following metrics could be used in a framework 
for communicating member-specific risks:

 • Contributions at Risk (CaR) – the change in 
contribution rate a member may have to make to 
maintain their same expected retirement income 
level and retirement age.

 • Retirement at Risk (RaR) – the number of 
additional years a member may have to work to 
maintain their same expected retirement income 
level, without altering contribution levels.

 •  Income at Risk (IaR) – the change in retirement 
income level a member may have to accept if they 
maintain their contribution rate and retirement age.

This framework incorporates the concepts of human 
capital and lifecycle approaches. When members 
are far from retirement, their capacity to absorb 
adverse market events is generally greater because 
their assets are small in relation to their future 
contributions. This may mean that no change in 
expected retirement income level or retirement age 
is necessary if the member is prepared to make a 
modest increase in contributions. As members age, 
the adjustment to the contribution rate alone is likely 
to become excessive and so members are more likely 
to need to delay their expected retirement date to 
compensate for market events. Ultimately a member 
who is unable to delay retirement or increase 
contributions will be forced to accept a lower level of 
retirement income should there be a negative market 
event.

Defining the fund’s mission
To implement this new view of adequacy within a 
fund’s mission, we adopt a member’s perspective 
and suggest:

A mission statement framed in terms of a 
replacement ratio (i.e. retirement income as a 
percentage of pay at retirement) or a reference 
absolute level of income (e.g. ASFA Comfortable or 
Modest income) is not in conflict with the definitions 
we have offered above, but suggests a less dynamic 
situation (which may well be incorrect given that 
a fund cannot be certain that it has all of a given 
member’s superannuation assets). 

A target replacement ratio may be delivered to a 
member who receives Superannuation Guarantee 
contributions into one fund over their whole working 
life if they accept the target decided by others and 
have the experience in the fund (e.g. investment 
returns and pay increases) which was expected at the 
outset. However, our alternative definition provides 
a wider framework, enabling members to alter their 
target and expectations over time. 

It also includes short-term members and those with 
differing levels of retirement income expectation. 
We believe this framework allows trustees to set one 
mission statement covering all members in their 
fund and to frame investment objectives and strategy 
(particularly for their default investment option) in the 
context of this mission. 

Journey planning 
This framework offers a new approach to engaging 
members with their journey planning. As members 
engage with their fund and ask the trustee what they 
should expect, the answer is a range of possible 
outcomes. They can alter their contributions, 
investment risk or retirement age to adjust the range 
of possible outcomes. 

Over time, the member will see how their journey 
is developing, and the impact on the expected 
outcome. For members who are sufficiently engaged, 
access to the necessary tools (which ideally would 
include the ability to incorporate assets outside the 
superannuation fund) will allow them to understand 
the impact of utilising the ‘levers’ available to 
shape their potential retirement incomes. For such 
members, the more frequently that they check and 
make small adjustments to their plan in the light 
of the changing range of possible outcomes being 
communicated, the more likely it is that their ultimate 
goal will be achieved. However, care must be taken to 
ensure that members do not make adjustments too 
frequently (particularly to their investment strategy 
in response to short-term performance) – this 
can be mitigated by controlling the frequency with 

 “Adequate is the retirement income 
I reasonably expect following 
communications from the trustee and my 
own adjustments to contribution rate, 
retirement age and so on.”
 “A good outcome would be receiving a 
retirement income which is within the 
range of the adequate retirement income 
that I expected.”
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which the range of outcomes is communicated. 
Engagement with the member in this way builds 
an understanding of the changes they can expect, 
making it more likely they will react appropriately to 
events as they occur.

Alterations along the journey
With the mission statement we propose for 
superannuation funds, we have accepted that it 
is inevitable that a member’s plans will alter over 
time, but we think it is important to distinguish 
between the scale, and potentially direction, 
of alteration. We draw the parallel to mission 
impairment as the point where members change 
their plans by more than they expected to at the 
time they formed their plan. We define this as 
material alteration to the plan and treat it as a risk 
event for the fund.

A material alteration could be the result of one of 
the following:

 • The member was too optimistic (or pessimistic) 
in setting their retirement income expectations 
previously.

 • Events were within the expected ranges of 
likelihood, but the trustee took a higher (or lower) 
level of risk than it was communicating to the 
members.

 • Events were outside of the expected ranges of 
likelihood.

In this framework, trustees have a wider role to 
ensure that members understand the likely level 
of retirement income that should be expected 
and that a reasonable revised range of possible 
outcomes from the fund based on the chosen 
investment strategy (or the default strategy if no 
choice is made) are communicated.

What may also be added to this framework is 
the expectation that a member has before they 
have engaged with the fund. This expectation, 
most likely formed by cultural experience or the 
media, may be significantly different from their 
expected outcome in the fund. As a result, the first 
engagement a member has with a fund is likely to 
reset their expectations, not set them for the first 
time. It is likely that this will involve a lowering of 
expectations. The longer a member is in a fund 
without engaging with the outcomes they should 
expect, the greater the risk to the fund of the 
member having unfulfilled expectations. 

The shape of the mission 
We can see fund-specific factors, for instance 
the inability for individuals to work longer or to 
retire with lower than a certain level of retirement 
income, as altering the shape of the mission of a 
superannuation fund. For example:
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Figure 01. A mission which treats all alterations equally 
Age/level agnostic
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Figure 02. A mission which focuses on enabling individuals 
to retire by a certain age 
Critical age mission

Figure 03. A mission which focuses on enabling individuals 
to retire on a certain level of pension 
Critical amount mission
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Outcome Risks
Broadly speaking, risks can be categorised in four 
areas: 

 • Comprehension and behavioural risk – the risk that 
members do not understand the likelihood or range 
of reasonable adjustments they may need to make 
to their plan or indeed, even if they do understand, 
that they do not take any action.

 • Asset risk – the risk that the assumptions used in 
the projection of the assets differ from experience.

 • Liability risk – the risk that the level of consumption 
in retirement and/or the length of the retirement 
period itself differs from expectations.

 • Covenant (or human capital) risk – the risk that 
members do not make contributions at the rate 
they had previously anticipated; for instance that 
they earn less or are made redundant.

Each area contains risks that are in and out of the 
control of trustees. Managing assets around the 
amount of retirement income that members expect 
their account to provide is intrinsically different from 
managing the capital value of assets, which most 
funds are focused on currently – as demonstrated by 
the fact that most funds continue to report and focus 
on account size, and express investment objectives 
in terms of a real return target and likelihood of 
a negative return. Many members will not look to 
draw a retirement income from their fund for a 
number of years, making the method of projection 
a major source of risk for younger members. As 
time progresses, risk events can either come from 
experience not matching assumptions, or from 
changes to assumptions.

We see a key distinction of this approach as being 
that trustees describe the inherent uncertainty in 
their fund to participants. This enables members 
to anticipate the types of correction they may be 
required to make to their plans as time goes on. To 
be comprehensible to members, trustees are likely to 
use relatively simple models of risk to communicate 
the events members might reasonably be expected to 
respond to.

The reach of the fund’s mission 
There is a further decision to be taken around 
how frequently member expectations should be 
disappointed, or the extent of responsibility that 
should be taken by trustees. Communication of likely 
outcomes may be wide (for instance communicating 
what the trustee considers to be a 1 in 20 boundary) 
or narrow (for instance communicating what 
the trustee considers to be a 1 in 4 boundary). 
Communication of a wide range of outcomes 
reduces the frequency with which members should 
reset their benefit expectations though conversely 
means that members need to plan for a wider range 
of contingencies. Similarly a narrow range means 
members will often need to reset their benefit 
expectations and be told that their previous plans 
must completely change. It is natural for trustees 
to want to provide as wide a range as possible 
but this may have the unintended consequence 
of member disengagement. On the other hand, a 
narrow range will reduce the trust members have 
in trustees who are frequently ‘wrong’ (in the sense 
that circumstances cause projected outcomes to 
fall outside of the previously communicated range). 
The balance struck may depend on the nature of the 
membership or the actions trustees take to manage 
the range of outcomes generated by the fund.

Figure 04. A scheme communicating a wide range of likely outcomes 
Limited fiduciary responsibility

Figure 05. A scheme communicating a narrow range of likely outcomes 
Limited participant responsibility
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Monitoring
Most funds currently focus on monitoring short-term 
investment performance. Given the longer period 
of time over which members save, we believe that 
this leads to a mismatch between the objective (in 
a mission-relative sense as described above) and 
the monitoring. In our view monitoring over longer 
periods of time is more appropriate. In addition, given 
the range of different requirements that members 
of a fund may have, we consider multiple measures 
of performance to be appropriate, suggesting a 
dashboard approach. While the dashboard approach 
would be primarily intended for the trustee’s 
monitoring process, acting on behalf of the fund’s 
members, it would also contain elements that could 
be used for member communication, especially 
regarding long-term outcomes.

We define three periods over which to carry out 
monitoring. In each period monitoring is twofold, 
testing both the impact caused by differences 
between past experience and assumptions and 
whether the forward-looking assumptions remain 
appropriate.

1. Outcomes at retirement (long term) – monitoring 
of the expected outcomes of the fund, relative to 
the expectations of members. At a simple level 
this may involve carrying out regular studies into 
the retirement incomes expected by different 

member groups and tracking these through 
time. What is important is that the approach can 
distinguish between different members (or cohorts 
of members). This draws out the differing impacts 
of market experience and changes in assumptions 
on different members. This approach logically 
builds towards member-specific actions or dynamic 
journey planning.

2. Portfolio/objective (medium term) – return-seeking 
portfolios may continue to be given objectives 
of outperforming inflation or cash returns over 
the medium term with targets around volatility or 
portfolio efficiency. However, we believe that the 
construction of risk-controlling portfolios should 
start to recognise that the ‘shape’ of drawdowns in 
the decumulation phase (which may resemble the 
cashflows provided by a traditional annuity) and 
look at strategies that may better ‘match’ post-
retirement spending patterns.

3. Asset/benchmark – there is still a need to monitor 
performance and asset management costs on 
a shorter-term basis to ensure that underlying 
asset classes meet their performance objectives, 
and that unskilled managers are identified and 
replaced. What is important is that the results 
of monitoring are considered in the light of their 
impact over longer periods of time, for instance at 
the portfolio and retirement outcomes levels.

Figure 06. High-level DC investment monitoring framework 

Expected outcomes monitoring
Long term: Career 

Return-seeking: Long-term return above in�ation; Sharpe ratio; Expected returns
Risk Controlling: Tracking error (TE) relative to the shape of likely drawdowns in the decumulation phase

Medium term: Portfolio/objective 

Performance against benchmark; Expected outperformance
Short term: Asset/benchmark
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We recognise that funds may find themselves at 
different stages of a process to adopt these ideas 
already, either implicitly or explicitly. For those funds 
wondering whether this may be worthwhile, we 
would encourage these actions: 

1. Conduct an analysis of the projected retirement 
incomes your members are on course for. This 
could be based on the projected retirement 
income amounts provided to members with 
their annual statements (if this occurs), or a 
stand-alone exercise (which allows projection 
assumptions to varied and tested). Understand 
the risks affecting these projections and by how 
much you might reasonably expect them to be 
affected.

2. Decide the extent to which you should try to 
mitigate these risks, and the extent to which you 
should communicate them to members.

We believe that funds would benefit significantly 
from considering which risks affect the future 
benefits their members might receive and what 
they might do to let their members take control of 
the expectations and the risk during the journey 
towards retirement date.

Conclusion
By adopting a retirement income (rather than 
a lump sum accumulation) focus, and putting 
member expectations at the centre of defining an 
adequate retirement income, trustees can adopt a 
framework that manages the material alterations 
members can make. We believe that members will 
benefit from greater clarity under this framework. 
Trustees will focus on monitoring outcomes and 
extend risk management to incorporate factors, 
besides investment performance, that affect the 
delivery of retirement income from their fund. This 
also provides a basis on which trustees can improve 
member engagement, with retirement incomes 
being central to the communication of the fund’s 
mission, objectives and outcomes to members.


