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Ethics in Action:  Superannuation 

Most of us are uninterested in the finer details of our superannuation and are often 

disengaged from the superannuation system – at least until retirement starts to loom.  We 

are in a fund (or maybe several funds) we chose a long time ago, or that was chosen for us 

by our employer.  Contributions go in with every pay and twice a year a statement turns up 

in the mail.  If we open it at all, we usually check whether the balance at the end of the 

period is greater than at the start.  If it is – good. If not – grumpy face emoji.  Then we 

chuck the statement in the drawer and move on. 

But think about what is at stake. Since the introduction of the Superannuation 

Guarantee (SG) in 1992, most working Australians have had SG contributions made on their 

behalf at some stage.  Roughly 70 per cent of people over 15, and 90 per cent of employed 

people, are now covered by the system.  The SG requires our employer to provide a 

minimum level of ‘employer contributions’ to a superannuation fund. The SG is now at 9.5 

per cent of our wage or salary and is scheduled to rise to 12 per cent by 2026.  $2.8 trillion is 

held in the system and it is growing at an annual rate of about 7 per cent.  Over the ten years 

from June 2008 to June 2018, total superannuation industry assets increased by 140.3 per 

cent.  

Compulsory superannuation is one of the three pillars of Australia’s retirement income 

system.  The other pillars are a government-funded and means-tested Age Pension, and 

voluntary private savings (including voluntary superannuation contributions).  Not 

everyone has enough superannuation to fund their retirement, and 42 per cent of Australians 

aged over 65 are currently on a full Age Pension.  The government spends $50 billion each 

year on the Age Pension and another $30 billion on superannuation tax breaks. 

Unlike many overseas systems and earlier iterations of the Australian system, most of us are 

now in defined contribution (DC), as distinct from defined benefit (DB), arrangements. This 

means that the amount we retire on is determined by the contributions made plus 

investment returns less any fees and taxes.  Many of us bundle up life, disability and income 

protection insurance with our superannuation, with premiums also coming out of the balance. 



We know that the superannuation system is divided roughly into thirds, with one-third of the 

money in industry funds, one-third in retail funds and the remainder in self-managed 

superannuation funds and other special arrangements.  If we are in an industry fund or a 

retail fund, then we are either a MySuper or a ‘choice’ member.  Either way, our 

superannuation is being run for us by a corporate trustee that is called an ‘RSE licensee’.   

At 30 June 2018 there were 129 APRA-regulated RSE licensees responsible for 

managing 198 separate regulated superannuation funds.  These funds had $1,771.9 billion 

in assets and 26 million member accounts.   

Superannuation is big business.  Fees paid out of these regulated funds totalled $9.4 billion 

for the year ended 30 June 2018.  Expenses paid to service providers totalled $7.5 billion 

for the year ended 30 June 2018, with 72.3 per cent ($5.4 billion) paid to external service 

providers and the remaining 27.7 per cent ($2.1 billion) paid for internal service provision. 

Insurance premiums added up to $9.2 billion. 

There were 958 directorships on boards of APRA-regulated RSE licensees; the 

average board comprised seven directors, and women held 32.4 per cent of 

directorships. Average director remuneration in 2018 was $52,133 per annum.   

When you think about it, there is a lot resting on those 958 sets of shoulders.  Most of us 

probably hadn’t considered how much until we saw some of those directors in the witness 

box at the Royal Commission into Misconduct in the Banking, Superannuation and Financial 

Services Industry in August 2018.  

The Royal Commission’s inquiries into superannuation revealed instances where RSE 

licensees and their directors had failed to comply with applicable laws.  In the final report 

published in February 2019, Commissioner Hayne said that superannuation trustees ‘are not 

always discharging’ their ‘important obligations to act in the best interests of members and to 

give priority to the interests of members above all others’.  Of course, companies and 

their directors must always obey the law.  As Commissioner Hayne said, ‘All financial 

services entities must obey the law, not just those who are willing to do so.  And all financial 

services entities must comply with all the laws that apply to them, not just with those bits of 

the law that they find to be commercially acceptable’. 

But the work of the Royal Commission also uncovered some of the difficult ethical 

dilemmas that can be faced by those 958 directors.  As members, we rely on them for 

our future financial security.  We don’t always know what is best for us or engage as actively 

as we should in looking after our own interests.  The interrelationship of the 

superannuation system with the taxation and social security systems means that the 

community as whole needs those directors to get things right.  But looking after that amount 

of money, and being paid for it, is a difficult job that can give rise to conflicts.  The law leaves 

room for judgements to be made, and those judgements often involve ethical considerations.   

How do those 958 directors and other business leaders approach the task of 

ethical decision-making in this complex setting?   
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Imagine you are a non-executive director of RSE Pty Ltd, the trustee of a 
regulated superannuation fund called the Example Superannuation Fund 
(ESF).   ESF is based in Newhaven, a large regional city in New South Wales.  
What ethical issues do the following scenarios raise?  How would you go about 
addressing them? 

Ethical dilemma 1 – the under-performing fund 

For the last eight years, ESF has been in the lowest quartile for performance.  You can’t 
seem to solve the problem.  Compared with the big funds like Australian Super or MLC, 
you lack economies of scale.  Your fees are higher than the average, and so are your 
expenses – but they are fully disclosed to the members in the PDS and the annual 
statements.  The investment portfolio’s performance is lacklustre.  The lawyers have advised 
that you personally, and the RSE licensee, are meeting your legal obligations so that is not 
the issue. 

Most members joined the fund because their local employer in Newhaven chose it for them.  
In the past, your management team has spent a bit of money entertaining potential 
employer sponsors at the tennis or the races – but nothing too excessive.  You are still 
actively advertising for new members, to try to build scale.   

The majority of members have modest account balances and don’t seem to want much by 
way of digital engagement or other fancy add-ons.  They don’t use a financial adviser. 
When you did a member satisfaction survey last year, your numbers were sound and 
the members seem content with how things are going.  Some of the qualitative research 
indicates that they like the local feel of ESF and are suspicious of the bigger funds run out of 
Sydney or Melbourne. 

The thing is – you know that your members may end up retiring with quite a bit less then 
they would if they had been in a better performing fund.  And they are not wealthy people to 
start with.   

Ethical dilemma 2 – the climate change decision 

Last week, your twenty-something daughter took you to see 2040, a new film about climate 
change.  People her age think that institutional investors, including superannuation funds, 
should stop investing in fossil fuels.  They also think that institutional investors should put 
pressure on the banks in which they invest to stop financing new coal projects.   

Like Kevin Rudd, you think climate change is the ‘great moral challenge of our 
generation’.  But you are worried that going carbon-free in the ESF investment portfolio 
would impact adversely on the performance of the fund, at least in the short term.  None 
of your fellow directors on the board of RSE Pty Ltd appear to have thought about whether 
ESF should change its investment philosophy to address the climate change issue. 
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