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22 Feb-uary 2012

Mr Shon Fletcher

Commitee Secretary

Parlia entary Joint Committee on Corporations an | Financial Services
PO Bo : 6100

Parlia ent House

Canberra ACT 2600

Australia

Email: corporations.joint@ap 1.gov.au

Dear Mr Fletcher,

INQUIRY INTO THE SUPERANNUATION LEGISLATION AMENDMENT (MYSUPER
CORE PROVISIONS) BILL 2011

Dimen .ional appreciates this opportunity to subnit a paper to the Parliamentary Joint
Commiitee (“PJC”) on the MySuper Cor ! Provision ; at this late stage.

Overviaw

As a

jlobal asset manager at the forefront >f innovation in retirement s lutions,

Dimensional applauds the ederal go rernment’s intention to reform superannuation to
create a more efficient system that maximises the chances of an adequate income in
retirement for millions of Australians.

This s ibmission makes thr2e broad points:

1.

Seeking to maximise the value of a superannuation portfolio at retirement is not
the best objective for an i idividual investor. This apprrach significantly
increases the downside risk of having in ;ufficient i \come in retirement.

Dimensional has pi neered in Europe and the US a solution that focuses on
generating an inflation-protected in .ome for members. This solution
dynamically manages the risk around this goal an | does so irrespecti e of the
level of engagement of individual members.

In drafting regulatio 1s around the design features of MySuper default products,
flexibility should be built into the syst:m to prorvide for solutions that give
greater consideration to the circumstances, experiences, goals and existing
assets of individual nembers.

DFA Australia Limited
Level 43,1 facquarie Place, Sydney NSW 2000 | Tel: 61+ 2 8336 7100 | Fax: 61+ 28336 7195
www.dimen iional.com.au | ABN 46 065 937 671 | Australian fina icial services licen se no. 238093 1



> Dimensional

About Dimensional

Dimen .ional, which was established in 1981, is a wholesale funds maiagement ‘irm with
approximately $207 billion in assets un ler manag ‘ment glob illy, including about $ |8 billion
on beh alf of Australian and N2w Zealan | investors. Our clients are institutional investors and
fee based advisers who access our funds through an administration platform. Our pproach
is structured, non-forecastin | and our fees are lov. We ar not traditionally acti e in the
sense of making forecasts o' timing the market. 3ut neither are we traditionally p issive in
the se ise of trying to match commercial indices. Recently, Jimensional has exp inded its
offering to include a retire 1ent planning and i ivestment solution developed by Nobel
laureat > and Harvard Business School University Professor Emeritus Robert Mert n. He is
currently Resident Scientist a: Dimensional.

The Dimensional Approach to Retire 1ent Income

The id :a behind our solutio is to pro ride many of the benefits of a defined benefit plan
(target 'd, inflation-protected retirement income) within the context of a defined contribution
plan.

Our e 'idence-based appr ach seeks to manige individuals’ assets to priduce a
desire | and tailored inco 1e stream for those individuals in retirement, rat \er than
trying to maximize portfolio value for a cohort of people. We sez this as a simple,
transparent and effective solution for members i1 a superannuation f ind who a-e either
overwhelmed by choice in r tirement s avings options, do not feel comfortable or skilled in
making investment decisions or are just not sufficiently engaged to nake the important
decisions.

At eac | step the focus is to 1aximise thz probability that members will reach their r tirement
income goals and to minimise the risk of the member ending up below a certain ninimum
income. The real risk in an ' superannuation sch :me is the risk that there will be too little
income in retirement, and that the fund fails to take into accout the uniq 1e circumstances of
individual members.

The solution outlined above is already being implemented in Europe.  ‘ithin Dimensional it
is refer ed to as ‘Managed D >’ (as in Managed Defined Contrioution). It is similar in concept
to existing lifecycle or target-date fund ., but with significant improvements that re luce the
invest 1ent risks to individual i that can be inherent within these funds.

We se : existing lifecycle funds as limiting the pros ect of successful investor outco 1es. This
is because they focus on th: volatility of returns, which is n it a good neasure of shortfall
risk. As well, they ignore the imp ict of other assets, thus ov ‘rlooking iidividual
circum ;tances and experiences. Similarly, we see target date funds as limited because they
aggregate individuals’ asset: accordin | to only one factor - their retirement dat:. They
target a1 glide path for the investment profile, but not the goal of a specified income in
retiremant. Importantly, the s do not consider inflation, changed market conditions or the
impact of other assets owned by the individual.

Lifecy :le Exception

Dimen .ional strongly suppirts the faderal gorernment's approach to its review of
supera nuation and the aims of making the system stronger, more efficient and bett r able to
ensure members receive an adequate income in retirement. Making the superannuation
system more effective in providing r:tirement ixcome str:ams is also at the core of
Dimen .ional’s thinking.
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With respect to the MySuper core criteria, Dimensional believes that there is a str ing case
that de ‘ault funds provided to members - irrespective of their individual level of engagement
with th :ir super — have the following features:

¢ asingle diversified investment strategy,
e be universally available to members of a fund, and
e use consistent administrative and fee proce ises.

Dimen .onal is particularly supportive of the ‘liecycle exception’ contained at section
29TC(2) of the draft Bill reproduced below:

29TC Characteristics of a MySuper product

(2) A ifecycle exception is a rule und :r the gove "ning rules >f the fund that allows gains
ani losses from different classes of asset of th 2 fund to be streamed to different
suclasses of the memb rs of the f iInd who hod a MySuper product:

(a) on the basis, and only n the basis, of the age of those 1embers; o-
(b) on the basis of the age of those m :mbers and other prescribed factors; or

(c) on the basis of the age of those m :mbers and other prescribed factors in
prescribed circumstances.

Dimen .ional understands that the PJC is currently considerinj the form that the re julations
should take in regards to defining what “prescribe | factors” and “prescribed circumstances”
should be taken into account under the lifecycle exception.

Dimen ional strongly belie es that tustees should not be exempt from se:king to
person ilise the investment process just cecause a member elects for the default option. That
MySup 2r is primarily design:d for disengaged m :mbers sheould in our view heig iten, not
lessen, the need to manage he risk that members do not achieve their iadividual r tirement
income goals.

A simple lifecycle fund base | solely on the age of individual members ignores the fact that
members still have individual retirement goals in terms of the level of income they will require
at the :nd of their working li 'es. Rather than a sinple ‘set and forget’ investment strategy,
our sol ition is designed to t iIke account of a me Iber’s pre-established goals and requires
the tru itee to monitor both investment strategy an 1 each member’s basic circumst inces, to
ensure that necessary adjustments are made to the ‘flight path’.

Our solution allows both indi idual members and trustees to quantitatively monitor iidividual
flight paths, to see how they are tracking toward ; their pre-23stablished retirement income
goals. The trustee can then make the necessary adjustments to allow for move nents in
interest rates, markets and i iflation, as well as for significant changes t ) the circu 1stances
of eac 1 member. While our solution still supports the concept of ‘auto pilot’ and minimal
member engagement, it is designed (o more clearly reflect each member's r tirement
destination and makes adjustments to the ‘flijht path® when economic or member
circum ;tances dictate.
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Dimensional’s Recommendation

For th: purposes of section 29TC(2)(b) and c¢), Dimensional recommends that the
regulations are drafted with sufficient flexibility so as to allo trustees to take into account
important factors and circumstances such as:-

age,

member salary and contributi )n rates,

personal retirement income o )jectives,

desired retirement age,

members’ personal investment experien:es and
the age pension.

We would be happy to disc i1ss our submission axd its cont:nts with you. Please do not
hesitat : to contact the undersigned to arrange any liscussion you require.

Yours faithfully

Glenn Crane
Chairman and Chief Executivz Officer
DFA A istralia Limited
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Appen lix

About Dimensional

Dimen .ional builds diversified portfolio ; around known dimensions of -isk. We ocus on
consist antly capturing those risk premiu ns and adding value through efficient implementation
and on joing management. )ur innovations have been developed on a global basis with the
expres; aim of maximising investors’ ability to have a good investment experience and
mitigat : capital loss.

Forme | in 1981, Dimensional's foundations are in academia. Our investment strat :gies are
informed by the research o such prominent financial economists as Professors Eugene
Fama of the University of Chicago nd Kenneh French of Dartmouth College. Our
confidence in the capital markets frees us to think differently about investing. Over the past
30 years, we have translated financial science iito real w rld invest 1ent solutions, and
throug our innovative approach, investars have captured what the market delivers in all its
dimensions.

The firm inaugurated its strategies in 1981 with early research into the stronger performance
of small cap stocks. Later, a :omprehen sive analysis of stock prices worldwide deepzned the
strateg s/ repertoire and set | new standard for prtfolio design. This evolution relects an
abiding belief in financial science and th : efficacy o’ capital markets.

We see markets as an ally, not an adversary. Ra:her than trying to take advanta je of the
ways iarkets are mistaken, ve take ad rantage of he ways markets are right--the ways they
compe 1sate investors. The irm designs portfolio : to help our investors capture what the
market delivers.

Dimen .ional is owned primarily by employees and directors, and manage s assets exclusively
for institutional investors and the clients of accre lited fee based finanzial adviso's. From
offices in Austin, Santa Monica, London, Sydne, and Vancouver our professional staff
supervises portfolios and ser 'ices client ; twenty-fo Ir hours a day.

DFA Australia Limited is the wholly »wned Au tralian subsidiary of Dimensional Fund
Adviso s and is licensed to provide fu i\ds managz=ment services in Australia and the US.
DFA A istralia Limited was established n 1994 to trade securities listed on the Asia Pacific
stock 1arkets on behalf of Jimension II's US ins itutional investors and the clients of US
financi 1l advisors.

Resea ch

A scie itific priority runs deep through Dimensional. We have a high regard for research,
proces ;, and time-tested data. We do this throug | deep working relationships wit | leading
financi Il economists. By acting as a conduit bet veen scientists and iracticing ivestors,
Dimen .ional has pioneered many strategies and consulting technologies now taken for
granted in the industry.

Dimen .ional's process explores every aspect o dynamic real-world markets, including
portfoli » architecture, trading methodology, and tix management. Our investmen: staff is
involve 1 in research efforts through its daily trading activities, resulting in market stu lies, and
Invest 1ent Committee participation. Cli :nts benefit when research and experience combine
to solv: new investment ch illenges. As often as a research innovation generates a new
technology, a client need or i ivestment jroblem dri/es a new ;olution.

Dimen .ional has forged deep working relationships with some of the world's leading financial
econo 1ists to bring their latest theorizs and research to practice. Though bound to a
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rigorou s scientific process, we also havz an instin :t for knowing what works with iwestors.
Financial science leads the vay in understanding risk and r iturn in securities markets. By
maintaining a continuous fee iback loop between the academi : community, practitio iers, and
clients, Dimensional is alway : researchi 1g tomorro v's solutions today.

Acade nic Leaders

Professor Affiliation Ixpertise

joard Mem oer of
Jimensional's US Mut 1al As et Pricing, Capital Mark ts Research
‘'unds

George M. Constantinides,
University of Chicago

Joard Mem oer of
Jimensional Fund Advisors,
>onsultant or Dimensional's

Efficient Markets Hypothesis, Random

Eugen ' F. Fama, Walk Hypothesis, Capital Markets

University of Chicago xed | 4 Val Re ;earch, Multifactor Model, Definitive
Ixed Inco e and Value Finance Text, Tax Researc
trategies
Joard Mem ser of

Kenneth R. French, Jimensional Fund Advisors, | Caital Markets Research, Vultifactor

Dartmouth College ;onsultant and Head of Mo jel, Tax Research

Ihvestment Policy
John P. Gould Joard Mem ser of Applied Price Theory, Formzr Dean of
Uni .'t fC’h' Jimensional's US Mut ial University of Chicago Grad iate School
niversity o icago ‘unds of Business
- Joard Mem ser of Canital Markets Research,

solgeLrJ > Ibbl?tson, Jimensional's US Mut 1al Co nprehensive "SBBI" Database (with

ale Uversity ‘unds Sinjuefield), D ita Consultant Firm

Joard Mem oer of
Jimensional's US Mut ial Labor and personnel economics
‘unds

Edward P. Lazear,
Stanford University

Optimal Lifetime Consumption and
Robert C. Merton, vesident S ientist Portfolio Allocation Theory, Asset
Harvar 1 University ' ' Pricing Theory, Valuation of Derivative
Securities

Joard Mem oer of

Myron 3. Scholes, Yimensional's US Mut ial

Stanford University

Canital Markets Research, Jptions
Pricing Model

‘unds
Abbie J. Smith, 59ard Mem ?er of Ca ?|tal Markets Res.earch, '-|nanC|aI
University of Chicago Jimensional's US Mut ial Ac ounting Information, Co ‘porate
‘unds Re ;tructuring, Corporate G »vernance
Sunil 'ahal, Caital Markets Research, lransaction

;onsultant Cots Researc 1, and Tradi 1ig and

Arizona State University Portfolio Mana ement Prac:ices
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