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Executive Summary
Scandals arising from egregious breaches of public trust in banking, insurance, financial planning and
superannuation have plagued the finance industry for more than a decade. However, it is only the
recent revelations exposed through the Banking Royal Commission that have provided a forum to
aggregate these behaviours, and expose their widespread nature and common causal factors. For
banks, these scandals have highlighted the adverse effects of incentives for overselling of financial
‘products’, as well as a blatant disregard for customers and ethical standards among some bank staff
in the pursuit of sales and fees. Regulators have begun to develop a wider understanding of these
scandals and nominated poor organisational culture among banks as a common denominator in these
scandals (e.g. FSA 2012, ASIC 2016).
Organisational culture is an organisation’s shared values, symbols, behaviours, and assumptions
(Goffee and Jones 1998). The practices revealed at the Banking Royal Commission certainly suggest
questionable values and behaviours. Nonetheless, it is well understood that organisational structure
and strategy are key drivers of organisational culture (Martens and Terblanche 2003). In short, culture
is in large part a product of organisational, institutional and strategic factors (Kondra and Hurst 2009).
Cultural factors also influence governance and organisational practice, but the research presented in
this report questions the assumption that the problems in Australia’s financial services sector are only
about the current organisational culture of banks and other for profit financial services providers in
the wealth management industry.
This report seeks to show that the problems in the for‐profit wealth management industry are more
significant than just poor organisational culture. The major problems arise from conflicts of duty and
interest that are embedded within the institutional and competitive structures, as well as internal
governance processes of this sector of the industry. Donald (2015, 2018f) has noted that conflicts of
interest and duty are pervasive in the superannuation sector. This report seeks to estimate the costs
of these conflicts in the for‐profit wealth management sector. It shows that they are a major source
of inefficiency and distortion in the system.
Until recently, the corporate structures and governance practices (the ‘business model’) of both the
banking sector and the wealth management industry has not received much attention. That has
started to change, at least in relation to banking. A range of international academic and policy reviews
now focus on the problems of large vertically integrated banks, with poor corporate governance,
conflicted remuneration structures and driven by competition for market share (Blundell‐Wignall
et.al. 2012). Some reviews also note how banks have, through lobbying, campaign contributions, and
wielding political connections, established very close relations with regulators and governments
(Ignatowski et.al. 2015). Taken together, these institutional, organisational and political factors are
now being identified as some of the key causal factors of recent financial instability and crises. That
research has also raise structural separation as a possible regulatory path for reforming the finance
sector. The current Royal Commission into Banking has uncovered many similar structural features of
the Australian banking industry.
The research presented in this report shifts attention to the structural problems that characterise the
superannuation/wealth management divisions of for‐profit financial institutions in Australia. It finds
that in fact there exist multiple serious structural and institutional problems in the business model of
the retail superannuation sector, referred to in this report as structural or institutionally
embedded conflicts of duty and interest. These conflicts are not just about recent behaviours or
cultural practices in certain parts of wealth management organisations. They are problems that have
been designed into, and are therefore inherent in, the current business model of the key institutions
of Australia’s for‐profit wealth management sector.
The consequent outcomes are reflected in conflicts up and down and across several parts of the
wealth management divisions of these large financial conglomerates. The practices cost fund
members billions of dollars a year in excess fees and underperformance, and they have been costly
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for retail fund members for almost three decades. They have already significantly damaged the
financial experience of many retirees and the futures of current members.
These conflicts of interest are economically significant because they reflect serious inefficiencies in
the financial system.
It is hard to estimate accurately the cost of these inefficiencies, but the report suggests that the full
costs of overcharging and underperformance is in the range of $6.9 ‐ 12 billion per annum. The costs
of these structural problems in for‐profit wealth management are therefore much larger than those in
the banking sector (through the government’s implicit lender of last resort guarantee). They are also
socially significant because they hurting the retirement prospects of millions of superannuation
savers. Retail superannuation members have been and are literally retiring (financially) hurt.
What are these structural conflicts of interest and duty in the for profit superannuation industry? The
conflicts can be seen via the following:
i.

ii.
iii.

iv.

Unresolved conflicts between the profit maximisation demands of bank and insurance
company shareholders and the income and incentive payments to senior managers, with the
fiduciary duty owed to fund members.
Concentrated ownership and control of different parts of the wealth management industry
in Australia (vertical integration);
The extensive use of non‐arm’s length contracting within fund conglomerates, and incentive‐
based payments to agents within the wealth management firm for sales and marketing
rather than stewardship and fiduciary duty; and
The use of external governance structures of appointed trustees by the wealth management
conglomerates to run all of the conglomerate’s superannuation funds, including contractual
arrangements with service providers.

The business model of for‐profit wealth management demands that, to paraphrase Vanguard founder
John Bogle, superannuation funds be seen as a product to be sold (via fees a changes on funds under
management) to maximise the incomes of wealth management executives and profit for
shareholders. This business model creates unresolved conflicts with the fiduciary role of managing
funds in a member’s best interest. Through these structures, a handful of retail fund conglomerates
have been able to extract large monopolistic‐type profits from fund members, most of who are
required to contribute by virtue of government mandate.
One well‐known aspect of the conflicted business models in Australia’s wealth management occurs
through the unreconciled institutional conflict between the profit demands of the owners of banks
(shareholders) and the incomes of senior wealth managers and trustees, with the fiduciary demands
of superannuation fund members.
This conflict of interest is accentuated by the vertical integration of the retail wealth management
industry, whereby the for‐profit funds also own key service providers to the fund industry. Fund
research and rating company, Rainmaker (2017) estimated that a handful of for‐profit wealth
management groups control:
i.
ii.
iii.
iv.
v.

More than 75 per cent of the platform retail superannuation market;
Two‐thirds of the financial advice sector;
More than 40 per cent of the group insurance market;
Almost 25 per cent of the asset consulting sector; and
Almost 20 per cent of the investment management market.

This vertical integration is not efficiency enhancing or even benign. A high proportion of service
contracts made by for‐profit funds are conducted between related entities of a for‐profit wealth
management group on a non‐arm’s length basis. They are also significantly more expensive than
comparable unrelated party transactions (Liu and Arnold 2010; Liu 2014).
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The fund governance arrangements of for‐profit wealth conglomerates fail to mitigate these conflicts.
Indeed, in many ways these conflicts are accentuated and entrenched by the governance structures.
Typically, in a for‐profit financial conglomerate, one fund governance board, appointed and
remunerated by the wealth group head office, conducts trustee services for all a wealth group’s
funds, for a fee. Empirical research has shown that these fund boards spend less time making
contracting decisions and send more of the wealth management contracts to related parties, pay
more for those services, receive higher director’s fees, and the service providers underperform when
compared with arm’s‐length contracts.
In short, the business model of for‐profit wealth management effectively designs in and ensures
multiple institutionally embedded conflicts of interest. These conflicts result in a systemic favour or
bias towards the interests of the institution’s management and its shareholders. The corollary is that
such arrangements are very costly to fund members, financially and socially. Estimating the costs of
these conflicts is difficult, but the report estimates that the all‐in‐costs (fees and underperformance)
to retail fund members could be as much as $12 billion per annum.
One of the key regulatory implications of this report is that the structure and governance of the for‐
profit sector is inherently conflicted and flawed. If these organisations are allowed to continue to
manage compulsory superannuation these conflicts need to be addressed directly.
This report therefore poses challenges to two of the central and related regulatory frameworks that
have been applied to the superannuation industry:
1.

2.

The first is the regulatory fiction that superannuation is a functioning and competitive
financial market, which can be regulated on the basis that it either is or can become an
‘efficient’ market. Leaving compulsory superannuation members exposed to multiple
layers of structural conflicts on the basis that the market is competitive and efficient, and
that fund members are informed and active, has proven to be a dangerous and costly
regulatory myth.
The second is the ways trust law has been applied to superannuation fund governance.
While trust law is very strict on conflicts of duty and interest, in the face of naive and
weak regulatory enforcement, it has proven very easy to circumvent trust law rules in for‐
profit wealth management. As one of Australia’s leading superannuation trust law
experts, Scott Donald (2018f) noted, the application of trust law by the key regulatory
bodies (APRA and ASIC) to superannuation has involved a retreat from the task of
preventing or prohibiting conflicts, to ‘managing’ those conflicts. In its ‘pragmatic’
acceptance of inherent conflicts in superannuation, however, regulators have sought to
regulate by ensuring prudent management of conflicts by trustees. These conflicts are
inherently unmanageable, and the failure to ensure that decision‐making by for‐profit
superannuation funds is properly insulated from these conflicts amounts to a historic
failure of regulation.

In combination, these regulatory approaches to superannuation competition, organisation and
governance have exposed superannuation savers to systematic overcharging and underperformance
to comparable funds without such conflicts over three decades. It is time to recognise that both
regulatory approaches have been based on flawed assumptions, that they are demonstrably broken,
and have been an expensive mistake.
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Key Findings
This report makes the following key findings about the business model of retail wealth management
firms in Australia:
1. The central finding is that there are multiple structural conflicts of interest inherent the
current business model and governance structures of retail wealth management in Australia.
2. The business model of for‐profit wealth management is accentuated by ownership of
key parts of the wealth management service value chain (vertical integration). These
conglomerates engage in large amounts of related party (i.e. non‐arm’s length) transactions.
3. The trustee structure of retail superannuation compounds rather than mitigates this
conflicted wealth management business model. The trustee board is typically organised by
way of a board (comprising employees of the retail wealth management conglomerate and
‘independent’ directors appointed by the wealth management conglomerate) and used for
all of a conglomerate’s superannuation funds (which can number in the dozens of funds).
4. These conflicted arrangements are a very costly and inefficient way to run a
government‐mandated pensions saving system. Retail funds have about 30 per cent of funds
under management but their fee charges are equal about half of all the fees charged in the
superannuation system ‐ resulting in a excess fee ‘gap’ of about $6.9b per annum.
5. The headline fee gap difference may however understate the extent to which conflicts
of interest costs members of such funds. The long‐term underperformance (which combines
both fees and fund returns) between for‐profit funds compared to not‐for‐profit funds in the
largest segment of the superannuation market (default and balanced options) is about 1.84%
per annum (Markey et.al. 2014). Using that long‐term (25 year average net returns)
underperformance figure, and applying it to all funds under management the full cost of
conflicted structures, the full cost could be around $12 billion per year.
6. The excess fees charged in retail wealth management also helps to go a long way to
explaining why Australia’s superannuation system is an expensive system to run by
international standards.
7. Finally, by virtue of this large effective subsidy, banking conglomerates that also have
large wealth management divisions, are the beneficiaries of perhaps Australia’s largest ever
industry assistance package. This subsidy is the outcome of their access to private
management of the Government’s compulsory superannuation system, and the multi‐billion
dollar support provided by the government’s lender of last resort facility.
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1. INTRODUCTION
A decade after the Global Financial Crisis (GFC) of 2007‐08, there is now a
growing understanding of many structural problems facing national financial
systems, and in particular, with some of key financial institutions in those
systems. The organisational structures and governance practices (the ‘business
model’) of banks are now the subject of academic and policy focus. These include
a consideration of the dangers of large, vertically integrated banks with poor
corporate governance, conflicted remuneration and profit making models, a
relentless battle for market share, and often close ties to regulators and
governments (Purnanndam 2011; Blundell‐Wignall et al. 2012; Morgenson and
Rosner 2011; Admati and Hellwig 2013; Goldstein and Fligstein 2017).
The research presented in this report builds on that research and shifts attention
to similar problems in the superannuation/wealth management sector of the
finance industry in Australia. It finds that there exist serious multi‐layered
structural problems in the business model of the for‐profit wealth management
sector in Australia. Many of these structural problems are well known, both here
and abroad. They comprise embedded conflicts of interest arising from:
‐

The unresolved agency problem of serving two masters or principals (the
profit maximisation goals of shareholders of the bank versus the fund
return maximisation goals of superannuation fund members);

‐

Vertical integration through ownership of key parts of the wealth
management value chain;

‐

incentive payments to key agents in the wealth management value chain,
that also often play multiple roles in the organisation (including as trustee
and senior manager of a division of the wealth management firm);

‐

Large amounts of expensive related‐party/non‐arm’s length contracting
within wealth management families; and

‐

Poor governance structures, notably the ‘external’ or ‘corporate’ trustee
governance structures whereby senior executives within the wealth
management groups are also trustees of the superannuation funds.

The economic costs of these structural problems in superannuation management
in Australia are large. It is very difficult to make accurate estimates of these costs
of excess fees and under‐performance, but we provide credible estimates of the
economic loss to superannuation fund members from these structural
deficiencies in the range of $6.9 ‐ $12 billion a year.
This finding compares with the estimated costs of the (implicit) lender of last
resort facility provided to the major banks of around $4 billion per year. This
effective superannuation subsidy to bank‐owned superannuation funds is
therefore a multiple of the lender of last resort subsidy, and it carries no possible
countervailing benefit (such as greater financial stability in banking).
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Recognising these problems, the regulatory frameworks in other countries with
mandatory superannuation contributions are evolving rapidly and a different
model of regulation has been developing. The new model is not based on the
fiction of a competitive wealth management market with millions of willing,
informed and active investors. The new model is more akin to a contracting out
of a public service, where the government takes responsibility for regulating the
efficiency of service delivery (in this case the efficient management of pension
savings and delivery of retirement security), including key structural
characteristics of the funds that are allowed to manage those funds.
1.1 Superannuation – Retirement or Industry Policy for Banks?
In Australia, government mandated compulsory contributions, as well as generous
tax concessions for additional contributions, have stimulated a rapid expansion in
the superannuation system. Currently, the Australian wealth management industry
has about $2.3 trillion in funds under management (Rainmaker 2017). Australia’s
superannuation system is also large by international standards. In terms of the pool
of superannuation ‘savings’ as a proportion of GDP Australian superannuation
savings are among the top five in the world.
The growth of this pool of retirement savings is changing the terms of retirement
provision. Rather than a universal‐type public age pension with some defined benefit
private or employer‐based superannuation, Australia is developing is a semi‐
privatised system funded by compulsory contributions and managed by privately run
superannuation funds, with the age pension as a ‘safety net’ (Olsberg 1997; Edey
and Simon 1998; Bryan and Rafferty 2017).
Superannuation is also changing the nature of the finance industry. Australia’s
financial system, like that of many other developed economies, is increasingly not
just a banking and payments system. It is also an asset and wealth management
system (Golat 2016, Benjamin et.al 2017). Indeed, the Chief Economist of the Bank of
England, Andrew Haldane (2014), has suggested that financially, we now live in an
era of ‘asset management’.
For banks and other financial service providers, asset management has opened up a
new source of profits in the fees and charges that can be extracted from managing
these superannuation savings. The financial research and ratings firm, Rainmaker
(2017), has estimated that the cost of managing the superannuation savings pool in
Australia is about $31 billion annually. These fees are high by international
standards, with the Grattan Institute estimating that the fees are as much as three
times the median of OECD countries (Murray 2014; Minifie et al. 2014; van Onselen
2017).
One of the key drivers of the rise of asset management is the changing way
retirement incomes are being financed and the way risks are shared or shifted in the
system. In defined contribution pension systems, like that in Australia, risk shifting is
inherent in the structure of the scheme (Cobb 2012 Bryan and Rafferty 2017, 2018).
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The Bank of England’s Andrew Haldane also noted that a key feature of the rise of
asset management is:
“…the progressively greater share of investment risk being put back to end‐
investors, with commensurately less being borne by (financial) intermediaries
and companies” (2014: 4).
In an environment where more and more costs and risks are being borne by
investors and savers, especially investors in mandatory defined contribution
retirement funds, the issue of costs and risks of those investments is becoming ever
more important.
1.2 From Banking to Asset Management
In contrast to banking (where profits are mostly made by financial intermediation
between borrowers and savers), asset management is an agency activity – assets are
managed on behalf of others – whether for individuals or institutions. In retail
wealth management, profits are therefore made from fees and charges for this
agency work. But this involves a well‐known agency problem:
“The contractual arrangement between investor (principal) and… fund
manager (agent) must give the manager an incentive to do well for the
investor without destroying risk sharing. Bad incentives can arise because of
the interaction of the manager’s compensation schedule…and an inability of
the principal to observe the manager’s costly effort.” Dybvig and Spratt
(1986)
In short, the financial entities managing pools of retirement savings bear little risk,
but are able to extract significant fee revenue. Hence, the way the wealth
management industry is organised and the charges they levy (especially on people
who are compulsorily required by governments to contribute to these funds) has
significant implications for the final retirement incomes of millions of people saving
for retirement.
If we think about how the institutions in the wealth management industry (and the
people that work for them) might be disciplined to work for those saving for
retirement and actual retirees, there are two broad mechanisms to consider:
‐

‘External’ or ‘market’ governance or the competition to attract and retain
superannuation fund members and their contributions. Market
governance relies on fund members actively monitoring and switching
funds, rewarding better performing funds and penalising poorer
performers, as well as superannuation funds contracting for services on
the basis of lowest cost and best performance.

‐

‘Internal’ governance or the management and governance structures of
the superannuation funds themselves. Fund governance structures and
processes attempt to ensure that people working for the fund – the
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decisions they make and actions they take – are organised and
incentivised so as to ensure they work only for the best interests of the
fund members (Bryan et al. 2009).
For the last few decades, as the superannuation system has grown, the operating
assumption for regulators of the wealth management industry has been the Efficient
Markets Hypothesis. This claim presumes that investors (even reluctant or
conscripted investors) actively monitor fund performance and discipline under
performing funds and reward better performing funds. The result is expected to be a
system where no fund can consistently outperform the market (earn above average
returns after expenses), because all other funds are attempting to do the same.
However, research has shown that in Australia (Bryan et al. 2009, Markey et al.
2014;) and elsewhere (Malkiel 1995; Mahoney 2004; Birdthistle 2006; Langevoort
2007; Bernatzi and Thaler 2007; Gil‐Bazo and Ruiz‐Verdú 2008; Bogle 2008, 2014;
Johnson 2009; Lusardi and Mitchell 2011; Sharpe 2013), that the nature of
competition within the wealth management industry severely limits the capacity of
external market governance from acting to discipline funds and their agents in
wealth management. Put simply, wealth management firms are not subject to price
competition that is sufficient to discipline funds in their charging and cost structures.
On the contrary, evidence from similar circumstances in the US suggests that in such
an environment, higher fees result in worse rather than better performance (Gil‐
Bazo and Ruiz‐Verdú 2008). Further, not only are fund members reluctant to switch,
when they do so they are likely to be influenced more by marketing than by
performance (Barber et al. 2005).
One scholar has referred to the regulatory assumption of the superannuation funds
as if they are companies listed on the stock market as a ‘facile analogy’ (Langevort
2005). Indeed, the report will show how the wealth management industry and retail
wealth management firms are structured not just to extract, but also to protect, the
excess profits that accrue. A direct consequence has been that one class of funds
(for‐profit retail funds) has consistently underperformed not‐for‐profit funds, and
underperformed on a large scale.
1.3 The Rise and Fall of the Regulatory Fiction of the Active Investor and
Efficient Superannuation Fund Market
The operating regulatory assumption of almost all major reviews of Australia’s
financial system, including superannuation, has been based on the assumption that
financial markets, institutions and agents operate in a way that reduces the
possibility for excess profits and produces generally efficient outcomes. This claim
has proven to be a flawed and costly regulatory myth, and in superannuation this
has been an especially costly assumption. There is little, if any empirical support for
the premise that superannuation savers want to and will be able to monitor the
funds they are in, as well as act to discipline poorly performing funds and reward
better performing ones. A recent international survey of pensions noted:
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“The assumption of engaged consumers that accompanied the birth of DC
(Defined Contribution) has been found wanting…” (Gardner et al. 2017, i)
The Chief Investment Officer of Yale University’s Endowment Fund, David Swensen,
has put the matter in its US context even more starkly:
“The fundamental market failure in the mutual‐fund industry involves the
interaction between sophisticated, profit‐seeking providers of financial
services and naïve, return‐seeking consumers of investment products. The
drive for profits by Wall Street and the mutual‐fund industry overwhelms the
concept of fiduciary responsibility, leading to an all too predictable
outcome… the powerful financial services industry exploits vulnerable
individual investors.” (2005,piii )
It is important to recognise the inherent limitations of these market governance
structures and processes, especially with reluctant, conscripted or unsophisticated
investors (Qian 2011). More and more governments that mandate superannuation‐
type contributions have acted to regulate the range of the wealth management
institutions that collect and manage these funds (Cronqvist and Thaler 2004). This
development is resulting in a major revision of the regulatory practices about the
private management of pension contributions.
In short, it is no longer seen as tenable to assume that the wealth management
industry is competitive and that investors (especially where government mandates
contributions) want to and can monitor the funds managing those savings. It is now
increasingly accepted that governments have a responsibility for ensuring the fund
members are protected (from excessive management fees and poor performance).
Nobel laureate Peter Diamond and his colleague Nicholas Barr put the new
regulatory proposition quite simply:
“The primary purpose of pensions is old‐age security… pensions should work
well for people who make no choice – and making no choice should be an
acceptable option.” (Barr and Diamond 2017)
In Australia, the risks of choice and performance remain almost entirely with fund
members. There are very few fee or performance‐type thresholds to limit the type of
funds in the wealth management industry. Moreover, the nature of external
contracting by superannuation funds is opaque. These features of the industry place
quite special expectations on the internal governance structures and processes of
the wealth management institutions. In order to understand how governance occurs
in the Australian industry it is thus necessary to disentangle the specific and defining
aspects of Australia’s superannuation industry.
1.4 The Two (Business) Models of Superannuation Fund Management
It is now well established that in Australia there are two main types of internal
governance in public offer superannuation funds:
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‐

Retail‐type superannuation funds, offered by for‐profit financial
conglomerates such as banks and life insurance companies with
appointed trustee directors, and

‐

Industry‐type superannuation funds, offered by not‐for profit or industry
superannuation funds with representative trustee boards.

It has also been well established that returns to savers in the retail‐type wealth
management funds have been consistently lower than in not‐for‐profit industry
funds. As one Reserve Bank report recently noted:
“The main source of competition [for the for‐profit banking conglomerates
with superannuation fund arms] has been industry super funds, which have
consistently delivered higher returns to their customers (after fees)…” (Golat
2016, 55)
Our claim is that a significant reason for the under‐performance of the for‐profit
fund management companies lie in the significant and ongoing structural conflicts of
interest in the business model and governance of the large financial conglomerates
operating in the for‐profit wealth management sector. As a 2012 report by the UK
financial regulator noted:
“Asset managers act as agents for their customers, making investment
decisions in financial markets on their behalf… Acting as agents for customers
may create conflicts of interest between the interests of the firm and its
customers or between the interest of different customers.” (FSA 2012)
The Australian for‐profit wealth management industry, like its counterparts in other
countries, has structurally embedded conflicts of interest that are inherent to the
business model of the institutions. This inherent conflict of interest is between the
fees and charges imposed on the funds when compared with the best interests of
the fund investors. This is accentuated by the fact that the governance structure of
bank‐run super funds is externally structured (that is run by the wealth management
conglomerate and delivered as a service to the fund). These embedded tensions
were recognised more than half a century ago in the US when it was noted that this
conflicted structural relationship between for‐profit financial institutions and funds
was inherently costly to fund members.
“the [external] fee structure has provided a real opportunity for the exercise
of the ingenuity for which fund managers have established an enviable
reputation…that (fees) is where the money is…and the principal reason these
funds are created and sold is to make money for the people who sell them
and those who manage them” Manuel Cohen, then Chairman of the US
Securities and Exchange Commission, speaking in 1968 (cited in Bogle 2008)
As Freeman et al. (2007) also observe about the external management of funds by
the equivalent for‐profit investment management industry in the US:
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“Through agreements approved by the fund’s board of directors, the external
advisor normally contracts with the fund and related sister‐funds operating in
the advisor’s ‘complex’ to supply the investment advisory, marketing and
administrative services required for the funds to operate. In return, the
advisor is compensated through fees set in the board‐approved management
agreement.” (2001, 615)
Yale University’s David Swensen noted similar conflicts of interest in the US mutual
fund industry, and the link to fund performance:
“The ownership structure of a fund management company plays a role in
determining the likelihood of investor success. Mutual‐fund investors face
the greatest challenge with investment management companies that provide
returns to public shareholders or that funnel profits to a corporate parent –
situations that place the conflict between profit generation and fiduciary
responsibility in high relief. When a fund’s management subsidiary reports to
a multi‐line financial services company, the scope for abuse of investor
capital broadens dramatically.” (Swensen 2005, p364)
Similar conflicts in the Australian superannuation industry cause fund members to
pay for too much for the management of their superannuation funds and suffer
lower returns. In a compulsory system most fund members are ‘reluctant’ or
‘conscripted’ investors, and this means that the responsibility to protect them from
unnecessary financial harm is even greater than in a voluntary system. In many
countries with similar compulsory schemes, the government has much stricter
conditions imposed on eligible funds.
1.5 Superannuation Funds as Service Contracting Hubs
What most superannuants are unaware of is that superannuation funds are largely
collecting points and service contracting hubs. While fund contributions are paid to
what seem to be large financial entities, the main role of the superannuation entities
themselves is to contract out services to other organisations in the wealth
management industry. In fact, most of the key activities of fund management can be
and often are outsourced to other firms that provide the key wealth management
services. Hence, one of the most important determinants of fund performance are
the terms on which funds contract out those services, and the ‘performance’ of
these outsourced entities. This observation brings us back to the internal
governance structures of the superannuation funds, which must decide on who
undertakes the services and the terms on which those services are contracted.
When wealth management service contracts are made with related parties and:
‐
‐

If they lack transparency;
If the people deciding on the contracts are employed or incentivised by a
parent or conglomerate;
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‐

If there is a commercial or other imperative to channel contracts
favourable to related parties.

Then, it is quite possible, indeed rather likely, that the contracts will be in the best
interests of the contractor/s, rather than the fund member. When superannuation
fund performance is so dependent on contracts written with other service providers,
potential and actual conflicts of interest between the fund and the service providers
present clear risks of damage to fund member interests.
Two key structural problems of the for‐profit wealth management industry are
immediately apparent:
‐

The wealth management divisions of Australian banks are based not just
on a business model that demands adherence to profit maximisation, but
also built around a vertically integrated structure, with large amounts of
non‐arm’s length contracting within the conglomerate family. These
arrangments create an obvious further conflict of interest between the
interests of fund members and the owners and managers of the financial
conglomerate.

‐

The governance structures and processes of the funds run by retail
wealth managers accentuate rather than mitigate these conflicts of
interest. The governance of the funds is itself contracted out to the
banking conglomerate, and fund boards are made up by many senior
managers of the wealth management service providers, who receive
significant incentive‐based remuneration, based on profits made by the
wealth management divisions.

Opaque disclosure is a well‐known problem in analysing and assessing this potential
problem in the Australian setting in that detailed information on internal governance
structures and processes and potential and actual conflicts of interest. This report
provides a deeper research base on embedded conflicts of interest in the
governance and remuneration structures of the Australian wealth management
industry. It does so partly by using available data and partly by illustrating networks
and structures inside the wealth management divisions that create the structural
conflicts of interest. In order to address the issue of performance and conflicts of
interest in retail wealth management, it is first necessary to differentiate between
retail banking and wealth management.
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2. THE COMMERCIAL IMPERATIVE IN TRADITIONAL RETAIL BANKING –
MAXIMISING THE INTEREST RATE SPREAD
In traditional commercial banking, performance can be thought of as the spread
between the price that banks pay for funds and the price they can lend to borrowers
(allowing for the risk of non‐repayment). A commercial (for‐profit) bank attempts to
lend (after calculating the risk of non‐repayment by some borrowers) at a higher
price than they pay to savers, such that it also covers the cost of capital, the rate of
return required by shareholders/investors in the bank (Ho and Saunders 1981; Allen
1988; Hannan 1991). Adequate competition between banks for savers and
borrowers should normally mean that the interest rate spread delivers a rate of
return commensurate to other similar investment opportunities. Nonetheless,
where banks have market power, the interest rate spread can widen so that a bank
is able to reap super‐normal profits (Hannan and Liang 1993; Petersen and Rajan
1995; Gambacorta 2004).
The Australian banking industry is one of the most profitable and highly
concentrated in the developed world. For instance, Valadkhani (2016) reports that in
August 2016, APRA data showed the big four Australian banks held 83% of the home
loan market (including both the owner occupier and investment categories). Partly
as a consequence, the banking industry’s profits in Australia account for 2.9% of
GDP, making it one of the most profitable in the world (TAI 2016). This has produced
a number of concerns about the lack of competition for savings and lending in the
Australian banking industry (Senate Economics References Committee 2011; Eyers
2017). Indeed, ASIC Chair, Greg Medcraft (cited in Gluyas, 2016) has openly referred
to the retail banking market as an oligopoly.
While there are several industries in Australia with oligopolistic market structures,
each of them is oligopolistic in its own way. Former Liberal Coalition Treasurer Peter
Costello (cited in Creighton 2017) recently referred to the Australian banking
industry as a ‘quadropoly’, pointing to the big four banks, Commonwealth, ANZ, NAB
and Westpac.
Concerns about the concentrated nature of the banking industry are similar to those
in other oligopolistic industries in Australia like the retail sector, electricity
generation and retail, telephones and telecommunications, health insurance and so
on. These industries share a similar set of characteristics involving a few large
conglomerates, opaque pricing and the extraction of large monopoly profits. The key
remedy in oligopolistic industries is normally to find ways of breaking the ability of
the key companies to determine prices and quantities offered in the market, and
thereby breaking stranglehold of the large and powerful companies that have come
to dominate them.
A key feature of a banking oligopoly is the ability of banks to expand the spread
between the price they are able to borrow money (pay savers) and the price they are
able to lend (the interest they charge) beyond the risks that they take (Ho and
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Saunders 1981; Hanan 1991; Hanna and Liang 1993; Petersen and Rajan 1995).
Figure 1 depicts this relationship.
Figure 1 ‐ Banking

Banking is different to Wealth Management
The Banking Func on

Savers

Borrowers

The banking function is relatively self‐contained, focused on the interest rate
arrangments. This interest rate spread comes about in part because four large
banking conglomerates dominate savings and lending, and in part because the state
has an implied lender of last resort promise to the banking sector. Such an implicit
promise allows the banks to leverage their almost zero default risk.
The particular Australian market structure in banking has come about because the
main financial regulators (the RBA and APRA) have prioritised financial stability as a
trade off against a more competitive industry. Hence, challenging the costly
oligopolistic banking sector has proven especially difficult in banking, because
regulators have felt that they need to balance concerns about competition with
those of financial stability. These arrangements are captured by the mechanism of
the interest rate spread, presented in Figure 2.
Figure 2 ‐ The Commercial Imperative in Banking – Maximising the Interest
Rate Spread
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In effect, by turning a blind eye to the oligopolistic market structure of retail banking
in the hope that it will make the financial system more stable, regulators are gifting
the banking sector a free option on default risks. This situation comes about through
an implicit lender of last resort promise and the ability of banks to expand their net
interest margin without accountability or effective competition (Claessen and Laeven
2004). The head of Australia’s competition regulator, Rod Simms, has recently
referred to this practice as banks engaging not in price competition but in
‘synchronised swimming’ (2018).
The Reserve Bank of Australia has itself estimated that the cost of this option (the
implicit subsidy to the big four banks) is worth between $3.5 and $4 billion every
year (McConnell 2016). This ‘subsidy’ means that the retail banking industry is
effectively one of the largest recipients of government assistance in Australia.
The outcome of these arrangements is that the long term trend of the interest rate
spread is upwards, underwritten by the implicit subsidies for the banks and the
protections provided through government regulation. The trend pattern is presented
in Figure 3.
Figure 3 ‐ Trends in the Interest Rate Spread of Major Australian Banks
2007‐2014

Source: Berkleman and Duojng 2014
Given that the time period is post‐Global Financial Crisis (GFC), these trends
underscore the centrality of banking to the housing market, a core factor in
retirement planning.
The historical path of interest rates and transaction fees in Australia need therefore
to be understood through the evolution of the financial system and the regulatory
tensions between competition and stability. In addition to this traditional banking
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activity, the industry has also developed another important innovation –
securitisation.
2.1 Securitisation – From Debt Management and Maximising the Interest
Rate Spread to Debt Production and Mortgage Selling
In the 1990’s, the banking industry found two other sources of profits apart from
returns on the interest rate spread and both relate to the capacity to earn fees as
well as profit form the interest rate spread. These have come about from two
innovations, both of which created new opportunities for profit, and introduced
significant conflicts of interest into banking. The first has been the unbundling of
savings and lending activities so that banking ‘services’ in transaction and payments
can be charged separately as fees. The second is the development of securitisation,
which has permitted banks to shift lending off their balance sheets and selling them
into securitised investment vehicles in global capital markets (Gorton and Metrick
2011; Purnanandam 2011; Bord and Santos 2012). Figure 4 shows how securitisation
changes banking from a lend‐to‐hold to lend‐to‐distribute business model.
Figure 4 ‐ Securitisation of Mortgage Lending

Source: Gorton and Metrick 2011
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This ability to originate loans to distribute to global investors, especially when
combined with lender of last protection, created a serious potential conflict of
interest. Mortgage and other lending transactions became products that could be
sold to customers (borrowers) and then on‐sold to investors, with the bank taking
little risk for default (Blundell‐Wignall et al. 2012). Many analysts have identified
securitisation of mortgage lending in the United States as responsible for the GFC
(REF). The securitisation market was damaged by the GFC but in Australia is
recovering toward pre‐GFC levels. There have been several recent claims of over‐
selling of credit in Australia, linked to the cultural dimensions of securitisation and
the comfort of a lender of last resort back‐up.
While these new conflicts of interest in banking have been attracting policy
attention, it is necessary to note that part of the wealth management industry also
rests on an embedded conflict of interest framework. As the following section
demonstrates, structural conflicts of interest both here and abroad in the wealth
management industry is part of the business model of one set of financial
institutions.
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3. THE COMMERCIAL IMPERATIVE IN FOR‐PROFIT WEALTH MANAGEMENT –
MAXIMISING FEES AND FUNDS UNDER MANAGEMENT
The activity of wealth management contrasts with traditional retail banking in
important respects. As noted earlier, in retail banking profits accrue mostly from
managing (maximising) the spread between borrowing and lending as well as
minimising the risks of borrower default and depositor withdrawal (a bank run)
(Gamborcata 2004). The big four banks have been able to minimise competition, and
to some extent use the government’s lender of last resort shield to leverage risk
management opportunities.
In wealth management, by contrast, financial entities manage funds on behalf of
investors/savers. This arrangement is an agency activity where the financial
institution acts as an agent for the fund member. It involves a fiduciary duty. In
return, funds and wealth management service providers earn profits from fees and
charges associated with the various agency activities of the industry, such as trustee
administration, advising, investment management, and so on. How those fees and
charges are set and who provides those services has a profound effect on the
outcomes of superannuation savings. Many of the fees in the wealth management
industry in Australia are based not on performance or cost per se, but on the size of
the pool of savings being managed (funds under management), as depicted in Figure
5.
Figure 5 – The Wealth Management Function
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While the wealth management function appears similar to that of the banks, it rests
on an agency relationship, which is more complex and developed than is the case
with banking per se. The relationship between fees and funds under management is
complex. Noreover, there is evidence that despite a very rapid growth in the amount
of funds under management in the Australian superannuation system, there has not
been much if any cost reduction in managing those funds.
The big four Australian banks have become major players in the local wealth
management industry, and have established or acquired entities across the wealth
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management value chain (Golat 2016). It has been recently estimated (Rainmaker
2017) that the big four banks have some $690 billion in funds under management.
Two important implications follow from the way the organisational and
remuneration structure of superannuation in Australia is structured – the risks and
costs of fund management are borne by the fund member.
3.1 Risk Shifting in a Defined Contribution System
In a largely defined contribution superannuation system such as in Australia, the
risks of fund investments and the costs of management are borne almost exclusively
by fund members. If the investments supporting the fund are low, underperform, or
are even negative, the fund manager can still charge fees for managing the funds.
In this risk shifting agency relationship, monitoring the performance (returns net of
fees and charges) of fund managers is a critical function. But the relationship
between price and performance in funds management is complex and opaque even
to industry insiders, let alone fund members. This feature of the industry means that
while fees in wealth management are certainly not costless, they are earned with
very little risk to the financial institution.
In these circumstances, a large burden of expectation is placed on fund members to
monitor the relative performance of the funds, and to penalise under‐performing
funds by shifting out of those funds and rewarding better performing funds with
their savings. From empirical research, we now know that for a range of reasons the
ability of fund members to exercise such monitoring is very weak.
A strong consensus has formed around the proposition that one of the best
predictors of underperformance in funds management is higher fees charged by
fund managers (Sharpe 2013 Gil‐Bazo and Ruiz‐Verdú 2008; Morningstar). As
Khorana and Servaes note, fees are a direct test of the conflict of interest in fund
management.
“Fund managers want to maximise fee income, while fund investors generally
want to maximise returns.” (2004, 31)
However, while some fees are visible to fund members, many are not, because they
are charged before returns are credited to member accounts (Bogle 2014). The ‘all‐in
costs’ borne by fund members can therefore be much higher than the headline
rates.
The conundrum is that such arrangments are defined by embedded conflicts of
interest. Bauer and Frehen (2008) find evidence that in the US (for‐profit) mutual
funds underperform (not‐for‐profit) pension funds and that these are attributable to
conflicts of interest. In reviewing the role of conflicts of interest in mutual fund
underperformance, they also note that:
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“Mahoney (2004) and Ambachtsheer (2005) point out that mutual fund net
returns suffer from misalignments of interest between investors and mutual
funds. Mahoney (2004) and Swensen (2005) claim that mutual fund net
returns are negatively affected by hidden costs in the mutual fund industry.
These agency costs are typically contained in net returns rather than fees,
and thus invisible and unmeasurable for individual investors”. (2004, 3)
The authors also note evidence from Malkiel (1995) and Gruber (1995) that mutual
funds underperform the market (a passive index proxy) by the amount of expenses
charged to investors (see also Houge and Wellman 2006).
In Australia, a similar bifurcation in the cost structure of superannuation exists.
Moreover, with for‐profit funds are also more expensive. As Rainmaker (2017) for
instance report:
“The high share of total superannuation fees paid into the retail segment,
and banking groups and AMP in particular, is significant because of the
relative gap in investment outcomes to fund members over the longer term
in their respective default workplace options.” (2017, 4)
The long‐term effects of wealth management fees on superannuation savings can be
large, whether measured in terms of the dollar amounts lost, or the extra time
needed to work to compensate for poor net fund performance (Sharpe 1998; Bogle
2014; Markey et al. 2014).
3.2 Cost Shifting in Australia’s Superannuation system
The second implication is that if fees can be earned without being directly linked to
performance for fund members, the key to commercial success in the wealth
management industry may not necessarily maximise the savings of fund members.
Instead, commercial success can be driven by maximising two goals:
1. Control of key (the most profitable) parts of the wealth management value
chain, and
2. Size of funds under management.
In for‐profit wealth management then, we would expect that at least four (anti‐)
competitive outcomes would result from such incentives:
1.
2.
3.
4.

Vertical integration,
Non‐arm’s length transactions,
Competition for funds under management and market share, and
Large conglomerate firms.

A 2006 report by ASIC found that several of the key entities in the funds
management industry are both large and vertically integrated. Liu and Ooi (2017)
suggest that vertical integration and non‐arm’s length transactions are not

22

accidental, but an integral part of current corporate strategy to control the
profitable parts of funds management and maximise these funds. Fees are
channelled up and down a conglomerate’s value chain via related party transactions.
As they note:
“…the use of related‐party service providers through highly affiliated trustee
boards is not an idiosyncratic fund/trustee practice, but an inherent business
model of the retail sector. This provides further evidence… that the use of
related parties in retail funds is motivated by their business model to
maintain control of and capture margins in each of the functions in the value
chain of their conglomerate groups” (2017, 2).
It is difficult to estimate the relative share of financial conglomerate profits that
accrue from wealth management activities. This problem is partly because of the
lack of detailed disclosure, and partly because of the internal nature of much of the
wealth management contracting. The latter point means that revenue allocation can
be as much about strategic as cost accounting concerns. Rainmaker has estimated
that the revenues (fees) earned by the various parts of the Australian wealth
management value chain are as follows:
Figure 6 ‐ Wealth Management Fees in Superannuation, by Function 2017
Trustee Office and Administration
Investment Management
Advisers
Group Insurers
Asset Consultants
Custodians
TOTAL

$8.1 billion
$7.8 billion
$5.9 billion
$8.4 billion
$0.2 billion
$0.2 billion
$30.8 billion

Source: Rainmaker 2017
Significantly, retail wealth management groups account for about 29 per cent of
funds under management, and yet receive $15.5 billion or half of all fees paid in the
superannuation industry. At face value, this presents as a for‐profit headline excess
fee gap of about $6.9 billion per annum. Nonetheless, it is worth noting that some of
this gap may be accounted for by ownership of large parts of the wealth
management value chain. But as Vanguard’s John Bogle (date) has demonstrated for
the US mutual fund industry, the headline fee gap may significantly underestimate
the ‘all‐in costs’ of conflicted wealth management structures.
The retail (for profit) funds have high fee loadings as a proposrtion of all fees paid in
the wealth management industry, as presented in Figure 7.
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Figure 7 ‐ Fees and Funds under Management

The higher fee loading in retail funds is one of, but not the only, source of lower fund
performance by retail funds when compared with not‐for‐profit funds., the all‐in
costs of conflicts of interest could be even higher – about $12.7 billion per annum.
This calculation is derived by using the long‐term difference in fund performance
between for‐profit and not‐for‐profit funds (of 1.84% per annum – Rainmaker 2017)
and crediting rate data (Markey et al. 2014) and then applying the calculation to
funds under management. While the 1.84% difference was established comparing
industry and retail funds default and balanced over 25 years, there is reason to
suggest that the sort of underperformance found there is consistent with more
general underperformance across other options, i.e. it as much a fund level as fund
option phenomena (ISA 2018)1. The startling and sustained result thus directs
attention to the effects of these costs and underperformance on members with
savings in retail funds.
In order to explore the nature of conflicts of interest that are generating this
underperformance for members the next section addresses the structure of the
industry in more detail.

1

According to ISA’s analysis of APRA’s fund‐level data and SuperRatings option level data
“Comparing pension options of similar asset allocation – which ensures both comparable
demographic profiles and risk – shows that there is considerable and consistent
outperformance by industry super funds compared to retail funds at the option level.
– For example, the 25th percentile of industry super fund pension cash option returns is
above or equal to the 75th percentile of retail fund cash option returns for one, five and ten
year periods to June 2017. Since this is a pension option, there can be no material
demographic difference…
Comparing superannuation fund‐level rates of return published by APRA with option‐level
rates of return published by SuperRatings shows that fund‐level rates of return are very
strongly correlated with option‐level rates of return for both the largest option of a fund, and
the aggregate options of a fund. Fund‐level returns also correlate with single asset class
option returns, such as cash option returns. Fund‐level rates of return published by APRA
therefore appear to provide a good guide for the outcomes achieved for fund members.”
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4. CONFLICTS OF INTEREST IN AN AGE OF ASSET MANAGEMENT
If public policy is going to address the source/s of superannuation fund
underperformance, there is a need to gain a more fine‐grained explanation for the
differences in the performance of for‐profit retail funds compared to not‐for‐profit
industry funds. To do so, it is necessary to take our analysis of the wealth
management one step further, to the detailed structural characteristics of the
industry that are producing the conflicts of interest.
4.1 Retail Superannuation as a (Conflicted) Financial Contracting Hub
The report began by noting that investing in, or contributing to, a superannuation
fund is different from depositing savings in a bank. With a bank deposit the saver is
promised a rate of interest, the bank takes those funds and after scrutinising loan
applications, lends them to borrowers at an agreed rate. The bank’s role, and the
basis of its profit making, is to maximise the interest rate spread while minimising
repayment risk. Securitisation issues aside, this involves attracting savings and
calculating the credit worthiness of borrowers.
Wealth management is a different activity, both in its structure and the nature of
risks associated with it. Superannuation funds manage the savings of members on
their behalf, in trust, as their agents.
What most fund members do not know is that in managing those funds,
superannuation funds contract out most of their key activities. As Liu has observed,
“The extensive use of service providers is one of the most distinguishing
characteristics of the Australian superannuation industry…heavy reliance on
service providers implies that external providers have significant influence on
the costs and performance of superannuation funds, and hence the
investment experience of individual members.” (2013, 137)
This use of service providers is captured in Figure 8.
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Figure 8 ‐ Wealth Management as a Contracting Hubs

Given the extensive use of service contracts in wealth management, there are two
basic business models in contracting – arm’s length and related party. Figure 9
illustrates these two business models.
Figure 9 ‐ Two Contracting Models in Wealth Management

These modes of contracting are likely to have significant and different consequences
for the fee structures that define the modes.
The next section illustrates the extent of contracting and how the nature of these
contracting models impacts on overall fund performance and therefore net returns
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to members. It draws draws heavily on Rainmaker’s ‘Superannuation Industry
Revenue’ (2017), which is one of the most important research reports unpacking the
fee structure of the industry. As indicated by Rainmaker (2017), one way to explore
the structural characteristics of wealth management is to look at the key activities of
superannuation funds and the service providers that undertake the key activities of
wealth management. Rainmaker divides the services of wealth management into 6
main activities, presented below.
4.1.1. Trustee offices and administration
A trustee board is the main governance and decision‐making body of a
superannuation fund. The trustee board is the primary body responsible for running
the superannuation funds themselves, including deciding on and monitoring the
contracts to provide the wealth management services associated with the fund. In
practice, there are generally two ways of constituting the trustee relationship with a
fund: first, trustees are engaged by the fund itself or second, indirectly by having the
trustees engaged by a wealth management conglomerate centrally and providing
‘governance’ as a service, like many other services, into one or more funds run by
the conglomerate. This second model is depicted in Figure 10.
Figure 10 ‐ The Outside/Corporate/Captive Trustee Model

This outsourcing of trustee functions by retail fund management firms has already
been noted. Where such outsourcing occurs typically trustees are appointed by the
wealth management group to undertake such services for several funds (for a
comparison within the US (for‐profit) mutual fund industry, see Birdthistle 2006, 22‐
25). The trustee boards are made up of employees (senior managers of profit
centres) of wealth management conglomerates as well as independent directors.
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As Nguyen et al. (2012) note, this trustee structure can accentuate rather than
mitigate the conflicts of interest between the profit demands of shareholders of
wealth management conglomerates and the returns to fund members.
“In retail super funds…the (trustee) representatives are likely to be mainly
employees of the retail sponsoring firms. The retail trustees/ employees have
to work both in the interest of the members and in the interest of their
employer. In addition, the Australian superannuation management industry
operated on the basis of commission rather than a fee‐for‐service basis,
while retail super funds pay commission to financial advisers. This incentive
potentially reduces the independence of advisors and increases the agency
problems for members.”
The conflicts of interest are not simply reflected in the relationship of the trustee
board to the bank conglomerate. They are reflected in the individual trustees that
comprise the corporate fund board. Figure 11 shows the embedded conflicts
inherent in the role of employee trustees.
Figure 11 – Conflicted Roles of Employee Trustees

As indicated, the trustee relationship is externalised and made up of a number of
inter‐connected levels. The outcome is a complex, but self‐serving arrangement,
which in turn has the potential for conflicted decion‐making
To counteract the obvious problem of employees also working as trustees, these
funds also have independent directors. The logic of independent directors in for‐
profit superannuation funds is that they should act as a check on potentially
conflicted decision‐making by trustee boards that would otherwise be full of
appointees internal to the wealth management conglomerate. In principle, these
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directors serve to ensure that potentially internally controlled decision making is
held to account. The formal relationship is presented in Figure 12.
Figure 12 ‐ Independent Trustees in Retail Wealth Management

Unfortunately, the empirical record of independent directors is at best mixed. Many
so‐called independent trustees have previous relationships with the wealth
management conglomerate, either as employees or related party service providers.
And the question arises about even if one could successfully define and then find
such independent directors, when do independents become compromised in their
status as ‘independent’. They are appointed and paid handsomely by the wealth
management group not the fund itself. Their appointment is generally made at the
discretion of the conglomerate and they thus owe their tenure to the conglomerate.
This embedded feature of the independent trustee relationship has led many
industry participants and observers to question the value of independent trustees
(see Markey et al. 2014 for a longer discussion of independent trustees). The famous
US investor, Warren Buffett, has for instance made the following observation about
the role of independent directors in the US mutual fund industry:
“Fund independent directors…have been absolutely pathetic. They follow a
zombie‐like process that makes a mockery of stewardship. ‘Independent’
directors, over more than six decades, have failed miserably.” (Cited in Bogle
2014)
The key to understanding a potentially conflicted governance structure then is not
just how much trustees are paid (and many are very well paid), or whether there are
or are not ‘independent’ directors in some technical sense, it is whether they owe
their appointment, their remuneration and ongoing tenure to the wealth
management complex, or to the fund member. With a governance conflict of
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interest, it is important to note, however, that such conflicts do not require or imply
any wrong‐doing or even bad will on the part of any individual director or the boards
as a whole. It is simply whether there is a structural conflict of interest between the
interests of the wealth management business and the superannuation fund
member.
Rainmaker (2017) described the retail fund governance model as a ‘corporate’
trustee model, in reference to the fact that the corporate wealth group appoints the
trustees and provides the trustee services to all the funds it runs, for a fee. As
Rainmaker notes:
“Reinforcing this blurring of retail (for‐profit) fund trustee office,
administration and platform services is that in retail wealth groups there is
almost always a corporate trustee structure in place with the same trustee
board overseeing all that wealth group’s superannuation business” (2017, 6).
Vanguard founder John Bogle refers to this governance model as an ‘external’ or
‘outside ownership’ fund governance model, in reference to the fact that trustees
are external to the fund, which is owned by the for‐profit wealth management
group. He concludes that the external governance structure and for profit business
model of such funds results in an impossibly conflicted arrangement:
“Outside ownership, in effect, demands that investment funds be viewed as
products of their management companies, manufactured (in the current
grotesque parlance) and distributed to earn a profit for the company. Mutual
ownership, on the other hand views mutual funds, yes, mutual funds, as trust
accounts, managed under the direction of prudent fiduciaries. It’s high time
to look at the record, and compare the results achieved by the firms
following these opposing philosophies." (Bogle 2008)
Freeman et al. (2007, 2017) call this a ‘captive’ trustee model, referring to the
closeness between the trustees and the conglomerate running the funds. This model
of trustee governance also raises important issues concerning the nature of trustee
engagement and remuneration.
Administration services are associated with the management of contribution
collection, benefit payments, insurance administration communication and annual
reporting including member statements. In retail wealth management these services
also are contracted to the wealth management group.
Given that fund types organise their trustee and administration activities differently,
these activities are, not surprisingly, also charged according to the different fund
types. For instance, in retail funds these services are highly integrated with the
wealth management conglomerate and may include a funds‐under‐management
fee, similar to the way their investment management related fee is normally levied.
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Trustee office and administration accounts for about $8.1 billion per annum or about
25 per cent of all wealth management fees in superannuation. Almost half (48 per
cent) of all trustee and administration fees are charged by the retail wealth
management sector (with about 29 per cent of funds under management),
compared to around 35 per cent for the not for profit sector (with about 42 per cent
of funds under management).
Specific comparisons are illuminating. Purves (2017) provides a fund‐by‐fund
comparison of the trustee administration component between one retail fund
(NAB’s wealth arm – NAB Wealth) and a not‐for‐profit fund (AustralianSuper). Both
have about $100 billion in funds under management, but NAB spent about $9.1
million on director and executive remuneration in relation to its superannuation
business. This is 50 per cent more than AustralianSuper spends on its comparable
trustee administration. Purves goes on to make the general observation that:
“Not only do retail super funds tend to pay their executives more for
equivalent roles, they also tend to have more layers of highly paid
executives.” (2017, 5)
A further problem with current disclosures is that only salaries and benefits paid to
trustee directors and senior wealth management executives in their superannuation
fund activities need to be disclosed. This means that senior managers in key divisions
of the wealth management conglomerates can and often do earn other salaries and
bonuses in their other roles with the wealth management conglomerate.
4.1.2. Investment management
Investment management services cover the activities related to the investment of
funds under the management of the super fund, including contracting with
investment banks, hedge funds and other financial services firms that carry out
investment activities.
Investment management entities can be contracted to manage specific portfolios of
investments such as Australian equities, International equities, Bonds, Treasuries, as
well as more specific asset classes such as small caps, listed or unlisted
infrastructure, private equity etc. For some large asset classes, such as equities,
several investment managers may be contracted to manage a portion of the
investments of a fund allocated to that asset class.
The fees related to these activities amount to $7.8 billion per annum or just under 25
per cent of all wealth management fees. The retail fund sector accounts for about
$2.2 billion per year or about 29 per cent of the fees attributed to investment
management.
4.1.3 Financial Advice
Financial advisers charge fees for advice to fund members on investment funds and
fund options, and the tax/welfare implications of various fund contribution options.
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In many cases, these fees were charged by retail funds in the manner of sales
commissions, and so before FOFA trailing commissions applied. This meant that an
annual charge on the superannuation savings of the recipient of advice, whether or
not any advice was received in that year. The actuarial firm Rice Warner described
the financial advice fee structure in 2010:
“Under the current regulatory regime, the primary distribution model for
retail sector superannuation and wealth management products consists of
networks of financial planners incentivised through commissions or asset‐
based fees. Revenue for advisers is typically drawn from a complicated
combination of upfront and ongoing dollar and asset‐based payments.
The price of advice is consequently non‐transparent to retail clients
(customers). While low or minimal upfront dollar components can make the
cost seem reasonable to non‐sophisticated customers, these are usually
supplemented by structures that include ongoing asset‐based fees. These
have a dramatic impact on retirement savings over the long term. Another
feature of this fee structure is that inertia or disengagement on the part of
many customers means that revenue is drawn from those who may not have
received advice for many years.” (2010, 3)
While advice fees have been reduced by recent regulatory initiatives (such as FOFA),
these fees still constitute around $6 billion per year, or about 20 per cent of wealth
management fees. Despite the banning of trailing commissions, Rainmaker (2017)
estimated that more than half (61 per cent) of adviser fees are still related to
‘ongoing’ related advice.
The retail wealth management industry now either owns a significant proportion of
the advice industry, or provides incentives that encourage them to promote or sell
financial services linked to them. As Power (2016) noted, it is difficult to estimate the
exact size of the advice industry and its ownership structure. The most recent report
on the industry was the 2009 Parliamentary Inquiry, known as Ripoll Review. At that
time, it found as follows:
‐

There were just over 18,000 financial advisers.

‐

These advisers worked for 749 advisory groups operating via 8000
financial planning practices.

‐

The most common method for providing such advice was via one of the
160 or so dealer groups operating in Australia. The largest 20 dealer
groups hold around 50% of market share.

‐

Around 85% of financial advisers (that is, more than 15,000 of the 18,000‐
odd advisers) are associated with the retail wealth management groups
(the big 4 banks and AMP) in two ways: The adviser works within the
dealer group and uses the dealer’s support services, and/or the adviser is
directly employed as an authorised representative under the corporate
entity’s Australian Financial Service Licence (AFSL).
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From this information Power (2016) estimated that only around 3,000 individual
financial advisers in Australia are not associated with retail wealth management
groups (that is only 16‐17% of advisers).
According to Brammall, President of the Independent Financial Advisers Association
of Australia Limited (IFAAA), there are three requirements for the IFAAA’s Gold
Standard of Independence. These are:
1. You can’t be affiliated with a bank, insurance or investment company – that is,
what the industry terms a ‘product manufacturer’.
2. You can’t receive commissions of any sort – including insurance commissions –
unless you refund them in full to the client.
3. You can’t charge asset‐based fees – that is, a percentage of client assets under
advice or under management. (Cited in Power 2016)
On these criteria, SuperGuide estimates that there are only 89 of the more than 700
adviser groups in Australia that are independent.
In 2014, at a National Press Club Address, ASIC chairman, Greg Medcraft said that:
“The state of the financial planning industry is “absolutely appalling” with the
sector repeatedly failing to lift its game despite constant pressure to do so,
the head of the corporate watchdog has said.” (Cited in Klan 2014).
Christopher Smith, the 2015 Financial Planning Association (FPA) Certified Financial
Planner (CFP) Professional of the Year said that there were indeed major challenges
in improving the quality of advice in the sector. In particular, he suggested that if
financial advice is to be improved, and client interests are to be put first, the vertical
integration of the wealth management industry needs to be broken. While Smith
identified severing the links between the financial planning sector and the retail
wealth management groups as a major challenge to improving financial advice, he
worried that:
“The problem is that the last generation thought that their bank would look
after them, but the major institutions are driven by profits not client
outcomes…[But] I’m not sure the government would ever change it because
they have pretty strong lobby groups from the big banks, AMP and others.”
(Cited in Mack 2015)
Not only are retail funds costly to clients, these arrangements are implicitly and
explicitly supported by the recent governments. Whether future governments would
alter these arrangements in more accountable and transparent ways remains to be
seen.
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4.1.4 Group Insurers
Group insurers relate to death, permanent disability and other insurance products
(like income protection) that can be bundled into superannuation funds and charged
from contributions. Retail wealth management firms have also developed insurance
arms and own about 42% of the group insurance market.
4.1.5 Asset Consultants
Asset consultants are responsible for advising superannuation funds where and in
what portfolio proportions they should invest their client’s assets. There are five
major asset consultants Australia, and these are Frontier Advisers, Willis Towers
Watson, JANA (a subsidiary of NAB), Mercer and Russell Investments. This highly
concentrated industry segment has attracted a lot of attention and criticism, for
having too much power over superannuation investments and for outsourcing a key
trustee function.
4.1.6 Custodians
Custodians provide a range data and asset and transaction record keeping services.
Retail wealth management institutions typically have in‐house custodial service
providers, and own more than half of the group insurance market.
Overall, these structural relations and arrangements define the financial contractual
hubs of superannuation, displaying the foundation for the embedded conflicted set
of interests that mark the industry. In order to examine these activities and their
relationships in the industry’s value chain the next section presents them in visual
network forms.
4.2 The Corporate Relations and Networks of Retail Wealth Management
The institutional and relational dimensions of corporate and financial structures play
out in complex and contingent ways. The analysis has already highlighted the
importance of the need to continually re‐examine the different dimensions and
outcomes involved in financial structures and relations in wealth management. The
analysis has also identified structural conflicts of interest in retail wealth
management. This draws attention to the nature and character of structural as well
as personal conflicts of interest in multi‐scalar contexts.
In order to open up a way of analysing such conflicts, any analysis must first examine
and explain relationships and patterns of interactions between institutional and
social actors in order to discover underlying social structures and linkages (Borgatti &
Halgin 2011). The leading type of research used for such purpose is known as Social
Network Analysis (SNA) and it can provide clues to how potential relations that
involve conflicts of interest can be identified and addressed.
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The starting point of SNA is that actors exist within complex networks that can
involve different and conflicting sets of social roles and incentives. This is particularly
so in the case of the commercial relations of institutions and individuals that operate
within highly structured relations. Atomised rational individuals do not staff the
corporate world (Granovetter, 1985). Rather it is necessary to consider how these
actors as decision‐makers are embedded in the social structures and practices that
define these ongoing systems of social relations.
The analysis has important implications for oligopolistic entities, especially those
that stretch across industry domains, like banks. After all, corporate relationships are
often presented in terms of core (board) and objects (clients). The task is to
understand how specific sets of interest (profit, fees etc.) may be promoted at the
expense of other concerns and interests. This analysis may serve as a possible model
for more accountable and responsive approaches. It emphasises the importance of
analysing social structure to understand how current institutions organise and
operate, such as superannuation managers.
This research does not undertake a fully developed SNA‐type project but rather
presents a preliminary contribution to such a project. Using the model in Nicholls et
al. (2015) the report proceeds in 2 stages, by mapping:
1. The structures and relations of commercial organisations, and
2. The structures and relations of key individual agents in these commercial
networks.
These aspects of the industry are explained by case studies of two of Australia’s
most important retail wealth management groups – Westpac and Commonwealth
Bank.
4.2.2 Retail Wealth Management as Corporate Networks
This paper has already has made the case that retail wealth management divisions of
bank owned superannuation funds are vertically integrated conglomerates. Existing
research in the US mutual fund industry has shown that governance arrangements
are affected by both formal ownership ties and the social network of boards
(Freeman and Brown 2001; Freeman et al. 2008, Gaspar et.al 2006; Kuhnen 2006).
The corporate structures of retail banks are of course quite complex, and difficult to
map in a clear manner. In order to illustrate the vertically integrated nature of these
structures, we begin with a map of the ownership structure of bank‐owned wealth
management in Australia, depicted in Figure 13. This figure shows that vertical
integration has become a structural feature of the for‐profit business model.
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Figure 13 ‐ The Vertically Integrated nature of the Australian Wealth
Management Industry

This pattern of vertical integration is complemented by the fee structure of the
wealth management industry. Figure 14 shows that vertical integration is related to
the fee structure of wealth management.

Figure 14 ‐ The Fee Structure of Wealth Management

Superannua on Fees and Charges Paid to
Service Providers
SUPERANNUATION FEE REVENUE BY FUNCTION
Asset Consultants
1%

Custodians
1%
Trustee Offices & Admin
26%

Group Insurers
28%

Advisers
19%
Investment Managers
25%

Source: Rainmaker 2017

36

The business model of retail wealth management has followed the money. The
question is how does the structure of wealth management play out at a corporate
level. The two cases – Westpac and the CBA – display the features of the wealth
industry presented above.
Westpac Group
Westpac’s wealth management activities are managed largely by its BT Financial
Group division, which in turn owns a number of wealth management service firms
(including ASGARD Capital Management and Advance Asset Management), as well as
other service providers.
Westpac Group Wealth Management Services
Trustee Services and Admin
Investment Management
Financial Advice
Custodial Services
Insurance

yes
yes
yes
yes
yes

Commonwealth Bank Group (CBA)
CBA also operates its wealth management division through several subsidiaries,
including Colonial Mutual, Colonial First State and Avanteos.
CBA Wealth Management Services
Trustee Services and Admin
Investment Management
Financial Advice
Custodial Services
Insurance

yes
yes
yes
yes
yes

Thus, these two banking corporations display the features of wealth management
bodes charactersised by embedded conflicts of interest.
4.2.3 Key Bank Personnel in the Wealth Management Value Chain
The structure of wealth management is not only illustrated by structural corporate
links within the wealth management divisions of retail banks. It can also be
illustrated via the organisation and remuneration of key bank staff. One of the
immediate features of Bank wealth management is the high salaries and bonuses of
senior management. Research on bank‐owned wealth management salaries and
bonuses by Purves has, for instance, found that:
“…senior individuals can typically expect to earn an order of magnitude more
working at a retail super fund than at an industry fund” (2017, 13).
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Purves found examples of key retail wealth management staff earning multi‐million
dollar salaries. In 2016, a senior staff member at CBA wealth management earned
more than $4.6 million in 2016, while a Westpac senior wealth management staff
member earned $3.5 million. Quite apart from number of senior management and
the magnitude of their incomes, there is also the important question about how pay
deals are structured in wealth management. Are they structured in ways that aligns
staff employment and pay incentives with the interest of the wealth management
organisations or with the fund members?
These arrangements are given content by the structure and remuneration of trustee
boards.
Trustee Boards
The report has already noted that in retail wealth management firms, where there
may be many different funds and platform services, there is typically a single
corporate trustee board servicing all superannuation funds within the conglomerate.
In a corporate trustee structure there is typically, “the same trustee board
overseeing all that wealth group’s superannuation business” (Rainmaker 2017, 6).
This contrasts with an internal trustee structure where the trustees are engaged and
accountable only to the fund itself.
Given the concentration of power in these trustee boards, and the vertical
integration of the wealth management conglomerates to which they belong, there is
an obvious potential conflict of interest in the many large contractual outsourcing
decisions the trustee boards must make. This makes the trustee board (its members
and their remuneration) a crucial internal governance mechanism.
Trustee Directors
The first problem that confronts any analysis of the trustee boards of
superannuation funds, especially retail funds is the often opaque and inconsistent
reporting of remuneration. Purves described the retail part of the industry in these
terms:
“The complex, vertically integrated corporate structures of retail wealth‐
management firms, and inconsistent disclosure formats, make it impossible
to get like‐for‐like comparison on pay policies across the broader sector”
(2017, 2)
Purves goes on to note that because the regulatory disclosure regime does not
require full disclosure of all remuneration (effectively excluding remuneration
related to ‘banking’ as opposed to ‘wealth management’), remuneration packages
for senior managers with their multiples role only partially disclosed. Further
because many funds do not have dedicated chief executives, roles tend to be divided
up and down the wealth management value chain. As Purves explains:
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“In each case, the key roles with responsibility for superannuation clients are
tangled up with other parts of the wealth‐management business, and often
multiple executives have intersecting areas of responsibility.” (2017, 2)
In order to understand the potential conflicts of interest in this corporate/external
governance structure of for profit industry, we previously provided an illustration of
the conflicted nature of individual trustees, who are both highly paid and often
incentivised employees of the wealth management group and trustees of the
conglomerate’s funds.
The external fund boards of bank owned wealth management also have ‘outside’ or
independent’ directors, who are meant to make sure that the multiple conflicts of
interest do not affect trustee decision‐making. The report has already made note of
the weaknesses in the logic and practice of independence in fund governance. But
the following illustration highlights the difficulties of the independent trustee role in
such a conflicted structure. The expectation that the multiple conflicts of interest in
for‐profit wealth management identified in the report can be resolved by a handful
of independent trustees requires a heroic leap of faith.
Two Wealth Management Corporations
The two wealth management firms are presented below in terms of their corporate
structures and the roles undertaken by key staff and their remuneration structures.
1. Westpac
Westpac owns several superannuation funds, mainly through its BT Funds
management arm, and a range of wealth management service providers. It employs
a corporate trustee structure whereby the same trustee body acts for all the funds.
The structure and its relationships are depicted in Figure 15.

39

Figure 15 ‐ Westpac Wealth Group Structure

Figure 7. Westpac Trustee Structure

Disclosures by Westpac state that the superannuation trustee entities may be
engaged in related party transactions with the Westpac wealth conglomerate family.
The Westpac corporate superannuation trustee board is made up of seven directors
– five non‐executive and two executive directors. The non‐executive directors are
paid in the form of a salary only while the executive directors are eligible to receive
performance related incentives. The directors are employed or paid by Westpac
Group and not the superannuation funds.
In order to manage the conflicts of interest in corporate trustee structures it is usual
to appoint independent trustees. In the case of Westpac at least one independent
director is a former employee of Westpac entities, including BT Financial Services
and Asgard.
2. Commonwealth Bank (CBA)
CBA operates most of its wealth management activities through its Colonial First
State subsidiary, as shown in Figure 16.
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Figure 16 ‐ CBA Wealth Management Superannuation Structure

Figure 6. ‐ CBA Wealth Management
Trustee Structure

The CBA operates 12 public offer superannuation funds through three trustee
entities:
1. Colonial First State Investments (CFS) Ltd
2. Colonial Mutual Superannuation(CMS) Ltd
3. Avanteos Investments (AIL) Ltd
Typical of the corporate trustee structures of other retail fund complexes, the
trustee boards of all the 12 funds across the three trustee entities are made up of
the same six directors – four non‐executive and two executive directors. The non‐
executive directors are paid a salary and do not receive performance incentives for
their trustee roles. The two executive directors receive a salary and are entitled to
performance related bonuses.
An independent director who chairs the CFS trustee board and is also an
independent director and chair of both CMS and AIL. Three other independent
directors sit on all three trustee boards, one of whom also sits on multiple BT
subsidiaries, including CFS Managed Infrastructure, BT Financial Services, and related
party boards like State Street and PIMCO.
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Unfortunately, regulatory disclosures at CBA are not as comprehensive as other
wealth management groups. In part this is due to the multiple roles played by
executives within the wealth management group. As Trustee Board Chair Ann Ward
notes,
“I don’t think there are any staff in management who you could say work
solely in relation to one super fund. They all have roles that span a range of
activities, as do the board members.” (Cited by Purves 2017, 7)
So far we have attempted to build the network analysis of bank‐owned wealth
management at two levels:
1. The corporate structure of retail wealth management, and
2. The role of key individuals – trustee/directors in particular.
The next step is to show that the conflicted structures of retail wealth management
are multi‐layered. In order to do so we have largely kept the two levels of conflicts
apart, so as to keep the analysis as clear and focussed as possible. Figure 17 brings
these together for the CBA example.
Figure 17 ‐ The Network of Multilayered Conflicts in Retail Wealth
Management
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This presentation shows that this complex business model, while simple in principle,
plays out in several ways:
1. Related party transactions within the group,
2. External trustee services, and
3. Multiple roles for key wealth management personnel.
These relations are opaque, differentially accountable and provide the corporation
with an opportunity to further its own financial interests at the expense of clients.
The mechanism for this situation is the ways in which such wealth managers are
structure in terms of an embedded conflict of interests.
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5. CONCLUSIONS
This report has investigated the multi‐layered structural conflicts of interest within
retail superannuation conglomerates. It found that unresolved conflicts of interest
located in several key structural characteristics of these organisations, and that
these conflicts are not an aberration, but an integral part of the business model of
for‐profit wealth management in Australia. Three structural conflicts of interest in
particular can be identified:
1. Conflicts between the demands of profit maximisation for the owners of
banks (shareholders) and the managers of the wealth management groups
and the fiduciary duty to members of funds being operated by them.
2. The vertical integration of the for‐profit retail wealth management industry,
whereby bank‐owned funds also own key service providers to the fund
industry, and the consequent strong tendency of fund trustees to write
service contracts with related parties.
3. The governance structures of for‐profit wealth management, which further
entrenches these structural conflicts. Typically, in a for‐profit financial
conglomerate, there is one fund governance board, with trustee/directors
appointed and remunerated by the wealth group head office. These external
or corporate trustee structures provide the trustee ‘services’ for all a wealth
group’s funds, and each of the funds are charged a fee for these services.
Trustee boards typically comprise senior managers of key profit centres in
the wealth management division of the bank, as well as ‘independent’
directors appointed by the bank. The expectation that such boards could
successfully challenge or mitigate such conflicts is heroic, and has no basis in
empirical research.
These structural conflicts are both economically and socially significant. They are an
important casual factor in retail superannuation funds long‐term underperformance
compared to not‐for‐profit funds. The report estimates that the costs of these
conflicts could be up to $12 billion per year. The social significance of these conflicts
can be seen in the implications for individual superannuation savers, and measured
in a more than 40% reduction in superannuation savings, or 6 years extra work
needed to reach a similar retirement sum.
Until recently, the prevailing regulatory model of financial services in Australia, and
elsewhere, has been based largely on the assumption of an efficient and competitive
market. In such a model, it is expected that inefficient financial service providers will
be outcompeted, and thus have to either change their business model or be forced
out of the market. The assumption is that any such conflicts of interest can be
‘managed’ and would be self‐correcting.
It is now increasingly recognised, especially in the wake of the GFC, that this model
of competitive financial services model is based on a dangerous myth. Financial
conglomerates, like bank‐owned wealth management firms, are large, sophisticated
and vertically integrated. Reluctant or conscripted investors in superannuation, even
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where they are active, are generally no match for the obfuscating marketing and
sales strategies of these firms.
The structural conflicts of interest of retail funds management, especially where
conflicted firms are managing compulsory superannuation contributions, present
Australian regulators with a fundamental dilemma. The superannuation system is
based largely on government compulsion, but has been organised as if there is at
least the realistic prospect of financial institutions performing something akin to a
fiduciary role for fund members. That regulatory model was always problematic. But
as the superannuation system has grown and matured, no amount of regulatory
tinkering or competitive realignment has challenged the business model of for‐profit
wealth management. The scale of damage this regulatory model is doing to the
retirement system has grown accordingly.
There are, however, grounds for some optimism. While Australia was a leader in the
move to compulsory superannuation, many other countries have now introduced
similar schemes. Australia may remain a leader in compulsory contributions in terms
of their size, but is increasingly a laggard in regulation of those contributions:
1. Many other countries have already conceded that embedded conflicts of
interest in fund management can damage retirement security and moved
to address those problems; and
2. The longer Australia leaves the system in a state of disrepair, the clearer
it is that it is causing damage to the living standards of millions of
retirees.
The research in this report drew on international and national research, and found
that costly multilayered structural conflicts of interest and duty are rife in the
Australian wealth management industry, especially in the for‐profit sector. It is the
role of researchers to name a problem and give an analysis of its scale and context.
This report presented evidence that there is a significant problem in the business
model of Australian retail superannuation funds. These conflicts of interest and duty
are costly and show no signs of going away on their own. The role of policy‐making is
to draw on research in order to evaluate the effectiveness of existing regulation, and
consider the need for change in regulatory approach and effect. This research
suggests that such a change is urgently needed: indeed it is long overdue.

45

References
Admati, A and Hellwig, M (2013) The Bankers’ New Clothes: What’s Wrong with
Banking and What to Do about It, Princeton University Press, Princeton.
Allen, L. (1988) ‘The Determinants of Bank Interest Margins: A Note’ The Journal of
Financial and Quantitative Analysis Vol. 23, No. 2 (Jun., 1988), pp. 231‐235.
ASIC (2006) ‘Managing conflicts of Interest in the financial services industry’ ASIC,
April.
ASIC (2016) Culture, conduct and conflicts of interest in vertically‐integrated
businesses in the funds management industry’ March.
Barr, N and Diamond (2017) Designing a default structure Submission to the
Productivity Commission Inquiry into Superannuation: Assessing Efficiency
and Competitiveness, available at:
https://www.pc.gov.au/__data/assets/pdf_file/0015/221703/sub074‐
superannuation‐assessment.pdf
Bauer, R and Frehen, R (2008) ‘The Performance of US Pension Funds New Insights
into the Agency Costs Debate’, Netspar, Maastricht University.
Benjamin, B, O’Callaghan, A and Ong, J (2017) ‘Asset Management 2020: A Brave
New World’, Price Waterhouse Coopers.
Barber, B, Odean, T and Zheng, L (2005) ‘Out of sight out of mind: the effects of
Expenses on Mutual Fund Flows’ Journal of Business, Vol. 78, 6: 2095‐2119.
Benartzi, S, and R, Thaler (2007) "Heuristics and Biases in Retirement Savings
Behavior," Journal of Economic Perspectives, 21 (3): 81‐104.
Berkelmans, L., & Duong, A. (2014). Developments in banks' funding costs and
lending rates, Reserve Bank of Australia Bulletin, March quarter, 69‐75, at
http://www.rba.gov.au/publications/bulletin/2014/mar/bu‐0314‐8a.html
Birdthistle, W (2006) ‘Compensating Power: An Analysis of Rents and Rewards in the
Mutual Fund Industry’ Tulane Law Review, Vol 80: 1401‐1465.
Blundell‐Wignall, A. Atkinson, P and Roulet, C (2012) ‘The Business Model of Large
Interconnected Banks and the Lessons of the Financial Crisis’ National
Institute of Economics Review, No 221, July.
Bogle, J (2008) ‘A new Order of Things ‐ Bringing Mutuality to the “Mutual Fund”’,
downloaded from: https://www.bu.edu/rbfl/files/2013/09/Issue2Bogle.pdf

46

(2014) ‘The Arithmetic of ‘All‐in’ Investment Expenses’, Financial Analysts
Journal, Vol 70, 1.
(2015) The Mutual Fund Industry Today: Conflicts, Conflicts Everywhere’,
downloaded at: http://johncbogle.com/wordpress/wp‐
content/uploads/2015/07/Bogle_SEC_2015‐04‐28_Print.pdf
Bord, V and Santos, J (2012) ‘The Rise of the Originate to‐Distribute Model and the
Role of Banks in Financial Intermediation’ Federal Reserve Bank of New York
Economic Policy Review, July.
Borgatti, SP & Halgin, DS (2011) ‘On Network Theory’, Organization Science, Vol
22(5): 1168‐1181.
Bryan, D, Considine, G, Ham, R and Rafferty, M (2009) Agents With Too Many
Principals? An Analysis of Occupational Superannuation Fund Governance In
Australia, Workplace Research centre, University of Sydney, June.
Bryan, D and Rafferty, M (2017) 'The financial responsibilities of our grandparents:
toward a political economy of pension restructuring', in The Contradictions of
Pension Fund Capitalism, Labor and Employment Research Association,
Ithaca, United States, pp. 79‐98
(2018) Risking together: how finance is dominating everyday life in Australia,
Sydney University Press, Sydney.
Calluzzo, P and Dong, G (2014) ‘Fund Governance Contagion: New Evidence on the
Mutual Fund Governance Paradox’ Journal of Corporate Finance, Vol. 28
(October 2014): 83‐101.
Carhart, M. (1997) 'On persistence in mutual fund performance', The Journal of
Finance, Vol 52(1): 57‐82.
Claessens, S and Laeven, L (2004) ‘What Drives Bank Competition?’, Journal of
Money, Credit and Banking, Vol 36(3): 563‐583.
Cobb, J (2012) ‘Risky Business: The Decline of Defined Benefit pensions and Firms’
Shifting of Risk’, Wharton School, University of Pennsylvania, mimeo.
Cooper Review (2010) Super System Final Report ‐ Review of the Governance,
Efficiency, Structure and Operation of Australia’s Superannuation System,
Commonwealth of Australia, Canberra.
Downloaded from: http://www.supersystemreview.gov.au/
Creighton, A (2017) ‘Peter Costello calls on Coalition to end union, bank grip on
super’ The Australian, October 13.

47

Cronqvist, H, and Thaler, R (2004) Design choices in privatized social ‐ security
systems: Learning from the Swedish experience, American Economic
Review, Vol 94(2): 425 – 428.
Deutsche Bank and Oliver Wyman (2016) Global Wealth Management Special report,
July.
Donald, S (2015) Conflicts of duty – the black sheep of equity' Australian
Superannuation Law Bulletin (August 2015) 122.
(2018f) A Servant of Two Masters? Conflicts of Duty in the Australian
Financial Services Industry, Journal of Equity
Dybvig, P and Spatt, C (1986) ‘Agency and the market for mutual fund managers: The
principle of preference similarity’, Working paper, Graduate School of
Industrial Administration, Carnegie Mellon University.
Edey, M and Simon, J (1998) ‘Australia's Retirement Income System’ in Feldstein, M
ed, Privatizing Social Security, University of Chicago Press, Chicago, January.
Ellis, C (2012) “Murder on the Orient Express: The Mystery of Underperformance”
Financial Analysts Journal, Vol 68(4): 13‐19, July/Aug.
Ellis, K, Tobin, A and Tracey, B (2008) “Investment performance, asset allocation, and
expenses of large superannuation funds” Working Paper, APRA.
Ellison, G and Wolitzky, A. (2012) “A Search Cost Model of Obfuscation.” The RAND
Journal of Economics, Vol 43(3): 417–441.
EY (2014) “Global Wealth and asset management industry outlook” EYGM,
downloaded from: ey.com/wealthassetmgtmt.
Eyers, J (2017) ‘RBA, ACCC want more competition in banking’, Australian Financial
Review, 20 September.
Ellis, C (2012) “Murder on the Orient Express: The Mystery of Underperformance”
Financial Analysts Journal, Vol 68, 4 :pp13‐19, July/Aug.
Ellis, K, Tobin, A and Tracey, B (2008) “Investment performance, asset allocation, and
expenses of large superannuation funds” Working Paper, APRA.
Ellison, G, and A. Wolitzky. “A Search Cost Model of Obfuscation.” The RAND Journal
of Economics 43.3 (2012): 417–441.
Elton, E. Gruber, M. Das, S. and Hlavka, M. (1993) ‘Efficiency with Costly Information:
a reinterpretation of Evidence from managed portfolios’ The Review of
Financial Studies Vol. 6, 1: 1‐22.
48

Evans, R and Fahlenbrach, R (2012) Institutional Investors and Mutual Fund
Governance: Evidence from Retail–Institutional Fund Twins Review of
Financial Studies, Vol. 25, No. 12, December: 3530‐3571
Financial Services Authority (UK) (2012) ‘Conflicts of Interest between asset
managers and their customers: Identifying and mitigating the risks’, FSA,
November.
Finkelstein, S 1992. ‘Power in top management teams: Dimensions, measurement,
and validation’, Academy of Management Journal, 35: 505‐538.
Freeman, J (2007) ‘The Mutual Fund Distribution Expense Mess’, Journal of
Corporation Law, Vol 32.
Freeman, J, Brown, S (2007) ‘Mutual Fund Advisory Fees: The Costs of Conflicts of
Interest’, Journal of Corporation Law, Vol 26.
Freeman, J, Brown, S and Pomerantz, S (2017) Mutual Fund Advisory Fees: New
Evidence and a Fair Fiduciary Test, Oklahoma Law Review, Vol 83, 61
Gambacorta, L (2004) ‘How Banks Set Interest Rates’ National Bureau of Economic
Research Working Paper 10295, Cambridge.
Gaspar, J, Massa, M and Matos, P (2006) ‘Favoritism in Mutual Fund Families? 2006,
Evidence on Strategic Cross ‐ Fund Subsidization’, Journal of Finance, Vol.
61: 73–104.
Gardner, J, Garabato, N and Nyce, S (2017) ‘Global Developments in Employee
benefits’, PRC Working Paper 2017, Pensions Research Council, Wharton
School, September.
Gil‐Bazo, J and Ruiz‐Verdú, P (2008) ‘The Relation Between Price and Performance in
the Mutual Fund Industry’, Journal of Finance, Vol 64: 2153‐2183.
Gluyas, R (2016) ‘ASIC chairman says Australian banking industry is 'an oligopoly' The
Australian, October 15.
Goffee, R and Jones, G (1998) The Character of a Corporation, Harper Business, New
York.
Golec, J (1992). Empirical Tests of a Principal‐Agent Model of the Investor‐
Investment Advisor Relationship. Journal of Financial and Quantitative
Analysis, 27(1), 81‐95. doi:10.2307/2331299
Golat, T (2016) “Banks’ Wealth Management Activities in Australia” Bulletin, Reserve
Bank of Australia, September Quarter: 53‐ 59.

49

Granovetter, M (1985) ‘Economic Action and Social Structure’, American Journal of
Sociology, 91(3): 481 ‐510.
Goldstein, A and Fligstein, N (2017) ‘Financial markets as production markets: the
industrial roots of the mortgage meltdown’, Socio‐Economic Review, Vol.
15, 3: 483‐510.
Gorton, G, and Metrick, A (2011) Securitization (November 17) Available at
SSRN: https://ssrn.com/abstract=1909887 or http://dx.doi.org/10.2139/ssrn.
1909887
Haldane, A (2014) “The age of asset management?” Bank of England, Speech given
to London Business School April 4.
Hannan, T (1991) ‘Bank commercial loan markets and the role of market structure:
Evidence from surveys of commercial lending’, Journal of Banking and
Finance, 15:1 133‐149.
Hannan, T and Liang, N (1993) “Inferring Market Power from Time‐Series Data: The
Case of the Banking Firm.” International Journal of Industrial Organization
11, no. 2: 205‐18.
Ho, T and Saunders, A (1981) ‘The Determinants of Bank Interest Margins: Theory
and Empirical Evidence’, The Journal of Financial and Quantitative Analysis,
16:4, 581‐ 600.
Houge, T and Wellman, J (2006) The Use and Abuse of Mutual Fund Expenses’
Journal of Business Ethics, Vol. 70: 23‐32.
Industry Super Australia (ISA) (2018) Are comparisons based on superannuation
fund‐level performance useful? Downloaded from:
http://www.industrysuperaustralia.com/assets/Reports/The‐usefulness‐of‐
comparisons‐based‐on‐fund‐level‐returns‐Final.pdf
Johnson, E (2009) The Fiduciary Duty in Mutual Fund Fee Cases: Ripe for Re‐
examination’ Duke Law Journal, Vol. 59, 145‐181.
Khorana, A and Servaes, H (2004) ‘Conflicts of Interest and Competition in the
Mutual Fund Industry’ (July). Available at:
SSRN: https://ssrn.com/abstract=240596 or http://dx.doi.org/10.2139/ssrn.
240596
Klan, A (2014) ASIC ‘absolutely appalled’ by state of financial planning industry’, The
Australian, December 3

50

Kuhnen, C (2006) ‘Social Networks, Corporate Governance and Contracting in the
Mutual Fund Industry’ Working Paper, Stanford Graduate School of
Business, January.
Langevoort, D (2005) ‘Private Litigation to Enforce Fiduciary Duties in Mutual Funds:
Derivative Suits, Disinterested Directors and the Ideology of Investor
Sovereignty’ Washington University Law Quarterly, Vol 83: 1017‐1020.
Liu, K and Arnold, B (2010) “ Australian Superannuation Outsourcing: fees, related
parties and concentrated markets” Working Paper, APRA.
Liu, K and Arnold, B (2012) “ Superannuation and Insurance: related parties and
member cost”, Working Paper, APRA.
Liu, K (2013) Australian Superannuation: Operational Structure, Investment
Performance and Trustee Governance, PhD thesis University of Sydney.
Liu, K and Ooi, E (2017) “The Impact of Related‐Party Outsourcing and Trustee
Director Affiliation on Investment Performance of Superannuation Funds”,
mimeo, 14 July.
Lusardi, A, & Mitchell, O, (2011) "Financial literacy and retirement planning in the
United States," Journal of Pension Economics and Finance, Cambridge
University Press, vol. 10(04), pages 509‐525, October.
McConnell, P (2016) ‘Its time we broke up Australia’s Big Four Banks’ The
Conversation, June 9.
Mack, M (2015) ‘Australia’s leading financial planner calls for abolition of vertical
integration,’ Professional Planner, December 6.
Mahoney, P, (2004) ‘Manager‐Investor Conflicts in Mutual Funds’, Journal of
Economic Perspectives. Vol. 18, 2, Spring.
Markey, R Rafferty, M Thornthwaite, L Wright, S & Angus C (2014) The Success of
Representative Governance on Superannuation Boards, McKell Institute,
Sydney, Available at:
https://mckellinstitute.org.au/research/reports/the‐success‐of‐
representative‐governance‐on‐superannuation‐boards/
Malkiel, B (1995) ‘Returns From Investing in Equity Mutual Funds, 1971 to 1991’
Journal of Finance, Vol 50, 2, June.
Martin, R, Malhotra, D and McLeod R (2001) ‘A Comparative Analysis of the Expense
Ratios of Domestic and International Open‐End and Closed‐End Equity
Funds’ Journal of Financial Counselling and Planning, Vol. 12, 2: 61‐75.

51

Martins, E and Terblanche, F, (2003) "Building organisational culture that stimulates
creativity and innovation", European Journal of Innovation Management, Vol.
6 Issue: 1, pp.64‐74, https://doi.org/10.1108/14601060310456337
Minifie, J, Cameron, T and Savage, J (2014) 'Super Sting: How to stop Australians
paying too much for superannuation', Grattan Institute, Sydney.
Morgenson, G and Rosner, J (2011) Reckless Endangerment, New York: Times Books.
Murray, D (2014), Financial System Inquiry, Final Report, November, AGPS.
Nguyen, T, Tan, M. and Cam, M (2012) ‘Fund Governance, Fees And Performance In
Australian Corporate Superannuation Funds A Non‐Parametric Analysis’
Journal of Law and Financial Management, Vol. 11, No. 2, December.
Nicholls, R, Donald, S and Liu, K (2015) ‘It’s a Small World after all: Using social
network analysis to investigate systemic risk in the Australian
superannuation sector’ CMLR Research Paper No 15‐1, June.
Olsberg, D (1997) Ageing and Money: Australia’s retirement revolution,
Allen&Unwin, Sydney.
Petersen, M and Rajan, RG (1995) ‘The Effect of Credit Market Concentration on
Lending Relationships’, The Quarterly Journal of Economics, 110:2, 407‐
443.
Purnanandam, A (2011) ‘Originate‐to‐distribute Model and the Subprime Mortgage
Crisis’, Review of Financial Studies, vol. 24, issue 6, 1881‐1915.
Power, T. (2015) How many advisers operate in Australia? SuperGuide, 17 November
2015.
Power, T. (2016) Financial advice: Only 78 independent financial advisers in
Australia, SuperGuide, 25 July.
Purves, D (2017) ‘Retail super salary snapshot: Almost beyond compare’ The
Investment Magazine, September 19.
Rainmaker Information (2017) Superannuation Industry Revenue, Rainmaker,
Sydney, May.
RiceWarner (2010) Transformation of the Financial Advice Industry, March,
downloaded from:
http://www.industrysuperaustralia.com/assets/Reports/Transformation‐of‐
Financial‐Advice‐Industry‐Mar2010.pdf

52

Qian, M (2011) ‘Is “voting with your feet” an effective mutual fund governance
mechanism?’ Journal of Corporate Finance, Vol. 17, 1, February.
Senate Economics References Committee (2011) ‘Competition within the Australian
banking sector’ Commonwealth of Australia, May, ISBN 978‐1‐74229‐275‐5
Sharpe, W (2013) ‘The Arithmetic of Invetsment Expenses’, Financial Analysts
Journal, Vol. 69, 2.
Simms, R (2018) ‘Synchronised swimming versus competition in banking’, speech to
the AFR Banking and Wealth Summit, April 5, available at
https://www.accc.gov.au/speech/synchronised‐swimming‐versus‐
competition‐in‐banking
Swensen, D (2005) Unconventional Success: A Fundamental Approach to Personal
Investment, Free Press, New York.
Wilson Sy (2018), The Impact of Asset Allocation and Operational Structure on the
Investment Performance of Australian Superannuation, March,
downloaded from:
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3144097
The Australia Institute TAI (2016) A licence to print money: bank profits in Australia
TAI, Sydney.
Van Onselen, L (2017) ‘APRA: Australia’s super system too complex and costly’
Macrobusiness, November 30.
Westphal, J.D. (1999).’ Collaboration in the boardroom: Behavioral and performance
consequences of CEO‐Board social ties’, Academy of Management Journal,
42: 7‐24
Valadkhani, A (2016) ‘Banks make millions in delaying interest rate cuts’ The
Conversation
Whitwell, S (2013) “Investment Management Fee Structures” CFA Institute: 1‐5,
downloaded from www.CFAinstitute.org

53

