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STATE SUPERANNUATION AMENDMENT BILL 2011 

Second Reading 
Resumed from an earlier stage of the sitting. 

MS J.M. FREEMAN (Nollamara) [2.47 pm]: With this bill, we need to be clear about the fact that it does not 
necessarily give choice; it is more like an election to stay or go. A person can stay in the scheme or they can go, 
but they cannot — 

The SPEAKER: This is not my daily advertisement, although it feels a bit like it. If members wish to have 
conversations in this place about business other than what is occurring at this moment, can they please take them 
outside? Respect the person who has the call, who is on their feet trying to make a point. Have I made my point? 
Thank you, members. 

Ms J.M. FREEMAN: If the objective of the bill and the Whithear report was to get back to the core business of 
managing state super schemes, the core business has to be for the members when there is a statutory authority. 
Certainly under the federal act provisions exist for core business, and I understand the provisions of that act do 
not necessarily apply because the Government Employees Superannuation Board is a state superannuation fund, 
but that GESB has always applied those provisions. The core business of a superannuation scheme is to operate 
for the benefit of its members and to ensure that members’ superannuation and retirement incomes are protected. 
If that is the case, presiding over a reduced pool of members through their only having the election to stay or go, 
not a choice about whether to continue to be in GESB if they leave the public sector, or a choice to join if they 
sometimes work in the public sector and sometimes out of it, such as in the example I used, or that they may 
have a choice to join GESB if they are outside the public sector, will reduce the uptake of potential members. I 
think that will undermine the ability of the core business to operate for the benefit of members. The question that 
the Treasurer put to me before question time, and it is raised in the Whithear report—I had a look; it has been a 
while since I read the report, and I apologise for not re-familiarising myself with it before I stood up today—is 
whether GESB should focus on government employees’ superannuation rather than being an active participant in 
a well-established superannuation and financial planning market competing directly with the private sector. That 
is the question that Mr Whithear put out there. I have reflected on what the Treasurer has said and I still believe 
that, because of the economies of scale and because it needs to operate for the benefit of its members, it needs to 
be a two-way open industry-based scheme, and I think that there is the capacity to do that. I know that the 
Treasurer will make light of my comments and show his superior knowledge over my knowledge in addressing 
the issue. I therefore ask him to address whether he considered the limited fund option, as we discussed before, 
and whether a member of the public service who joined GESB and then left the public service would have the 
capacity to take their superannuation plan with them into their non-public sector job. That in itself would ensure 
that we did not lose some economies of scale. I note from the Whithear report that about 170 000 members have 
less than $10 000. The State Superannuation Amendment Bill that we are putting through Parliament has the 
potential, with the stroke of a pen and a vote, to lose 170 000 members from a 300 000-member pool. Therefore, 
we effectively have the capacity to reduce the membership of the Government Employees Superannuation Board 
by half. Have we all got that? That is what we are doing. We are all clear about that. There are 170 000 members 
who have fewer than $10 000. They are not active; they cannot be because a lot of those people must be outside 
the fund and have not continued to contribute to it. At 30 June 2009, GESB managed $8.5 billion. That is a small 
fund. Health Employees Superannuation Trust Australia is a middle-sized fund; it manages approximately 
$15.6 billion. AustralianSuper is a big fund; it manages $38 billion. Therefore, we are talking about taking the 
economies of scale necessary for a scheme to be financially viable—a scheme that has a huge liability in Gold 
State super—and potentially halving its membership by having a “you can stay or you can go but you really 
can’t have choice” arrangement. I do not think that this bill is about choice, so let us not say that. 

I noticed that in his report, Whithear quoted research from the Australia Institute to argue that there has been a 
low take-up in choice of fund nationally since its introduction. I accept that there is this line that it is a bit like a 
bank in that we choose to join a bank and we stay. The report goes on to make two points that are highlighted in 
blue the second of which states — 

“Where people do choose their fund, around three to six percent per year, this is mostly due to job 
change or fund closure; ‘active’ choice on an employee’s part is actually as low as two to four percent 
per year.” 

I get that active choice is low. Mr Whithear said that rate of two to four per cent is lower than the turnover in the 
Western Australian public sector. Therefore, he is of the belief that GESB will retain its current members. 
However, the point is that even if that turnover is low, because people cannot take that money with them when 
they go as they do not have the choice to take it with them when they leave the public sector — 
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[Member’s time extended.] 

Ms J.M. FREEMAN: — we are effectively on a yearly basis probably losing two to four per cent of 
membership of the public sector superannuation fund. Certainly, if we believe that people do not make an active 
choice about their superannuation, anyone who comes to work in the public sector in the future will use their 
private sector superannuation fund and therefore there will be no growth; there will be only loss. That is what we 
are doing; it is one way; there will be loss and no growth. I think that is a real concern for us. We need to ensure 
that we know that the Treasurer has considered that these are the potential consequences of one-way choice and 
that he thinks that it is okay to operate a superannuation fund that looks after the people who the government and 
the executive employs as public servants in this way. We need to be clear that it is the government’s and the 
board’s responsibility to look after the retirement benefits of those people.  

I was also concerned by the amendment to the administration of schemes. The member for Midland outlined the 
provisions of clause 40. My view is that it is the contracting out of administration. The Treasurer will be aware 
that many industry funds already do that; they use Superpartners and others. I was involved with HESTA when it 
changed its administration. Let me tell members: what a nightmare! The provision of superannuation funds’ 
front-line services are provided by the people who are rung, the people who send out the papers and the people 
who deal with those sorts of things. Contracting out that administration function really undermines the members’ 
benefits and it is the core business of service provision to members. Members need clear, accurate ongoing 
advice about their retirement benefit provisions; it is their money that their retirement benefits come from and it 
is their contribution from their employer. I believe those services are best delivered centrally where it is 
connected to the organisation. I believe that from having had the experience of an outside administration. I am 
not in this place to bag Superpartners, but as good as Superpartners is, the superannuation schemes with in-house 
administration—I was not on any of the boards of those so I cannot say I have had direct experience of that—
were much more stable and delivered what is, I suppose, the core role of a superannuation fund, which is to 
benefit the members. My view is that there was also an enormous cost–benefit to having that administration in-
house, because once administration is outsourced, and a fund wants to change stuff or has problems with its 
contractor, it is very hard to change a large administrator of a superannuation fund. I think that this legislation is 
privatisation by stealth and that is a problem. We should value the people who have delivered this service in 
GESB, and it is very important that they continue to deliver it.  

I want clarification about the conflict with the Treasurer having a greater role in directing the board and having 
input into the board. It is the board of a statutory authority that manages the retirement incomes of public 
servants. Its job is to act in the interests of its members. The report stated that there is a large liability of about 
$5.8 billion unfunded superannuation obligations in Western Australia. That is a massive amount of unfunded 
superannuation obligations. Suddenly, the person who has that problem is the Treasurer, who will now also be 
able to, as I understand from proposed section 19(2A) outlined in clause 44 of the bill, have a role whereby they 
can give guidelines to the board. I think that has real implications for governance, prudence and the capacity for 
the board to act in the best interests of its members. I particularly note that the board’s investment strategy for 
the fund is to be consistent with any relevant Treasurer’s guidelines. I am concerned about that. It is probably a 
good thing considering that the problem with collateralised debt obligation investments was that when all the 
CDO-frantic stuff occurred and funds in the superannuation industry were getting those huge 17-plus per cent 
returns, if a fund did not get those huge returns, lots of members were asking why. The fact of the matter is that 
the losses were often not as great, I suppose, as the returns were for those sorts of funds. That is an issue when 
people invest. People invest in a balanced manner in a balanced portfolio to mitigate risk and to have long-term 
capacity, otherwise they would just put their money in the bank, would they not?  

Mr C.C. Porter interjected. 

Ms J.M. FREEMAN: All boards had to — 

Mr C.C. Porter: There have been some very unwise superannuation — 

Ms J.M. FREEMAN: Under the superannuation investment supervision, funds had to have a balanced portfolio. 
But there is no doubt that some boards put part of their investments into CDOs, short-selling and other 
investments that came a cropper, basically. Interestingly, in doing that, as I said, I am trying to think whether it 
was MIA or — 

Mr C.C. Porter: It’s the problem they’re now dealing with in Victoria. 

Ms J.M. FREEMAN: In the Victorian superannuation scheme? I did not realise that it had invested in CDOs. I 
know that some others did. Westscheme invested in CDOs, but its losses were offset by its gains. In fact, it 
actually made a greater percentage gain in that portfolio space because of the portfolio mix; that is, on a long-
term average people ended up with a percentage return that was competitive, if not in the mid to upper quartile of 
returns that so many people in the superannuation industry want to find themselves in. 



Extract from Hansard 
[ASSEMBLY — Wednesday, 17 August 2011] 

 p6038b-6049a 
Ms Janine Freeman; Speaker; Mr Bill Johnston; Mr Eric Ripper; Mr Christian Porter 

 [3] 

I also want to raise my concern with proposed part 2A, “Employer contribution obligation”, and proposed 
section 4A and the definition of “default fund”. I want clarification. My understanding is that this will enable 
public sector employees to have default funds other than government employer superannuation. Is my reading 
correct? 

Mr C.C. Porter: I think that is correct. I may need to address that in detail with my advisers. 

Ms J.M. FREEMAN: On the one hand, employees are either in or they are out—they are either members of the 
fund or they are not. Let us not play around. I do not think it is choice. It is this one-way choice. On the other 
hand, it is doubling the risk as it will reduce the capacity for membership by enabling another fund, one outside 
GESB, to become the default fund. For example, in the health industry — 

Mr C.C. Porter: That is a possible future; of course. 

Ms J.M. FREEMAN: It is a complete possibility, because the Treasurer is allowing it under the default fund.  

Let us consider the health industry. Enrolled nurses, personal care assistants and cleaners in the private sector are 
members of HESTA, which is a big fund with good returns. It is safe hands; I seem to think that also. In an 
enterprise bargaining agreement, what happens if those workers have a HESTA default fund for public health 
institutions? How many people do we employ in the public health system? 

Mr C.C. Porter: A lot. 

Ms J.M. FREEMAN: How many, Treasurer? 

Mr C.C. Porter: I do not have that figure at the top of my head, but more than anywhere else. 

Mr I.C. Blayney: Thirty-something thousand. 

Ms J.M. FREEMAN: Okay. We will lose 170 000 people because their fund is under 10 grand. That is out of 
the 300 000 members in the superannuation scheme now. We have just lost half. We could lose 30 000 because a 
very good superannuation fund says, “We should be the default fund. People who work in private sector health 
can work in public sector health, and there is no problem with their superannuation; they can just bring it through 
and it can be used as the default fund.” 

Mr C.C. Porter: What is the disadvantage for those people having, as you put it, a very good super fund as their 
default fund? 

Ms J.M. FREEMAN: No, there is no disadvantage. 

Mr C.C. Porter: When you say “We lose them”, who is we? 

Ms J.M. FREEMAN: If the objective of this act, as outlined by Whithear and others, is to ensure that we bring 
it back to the core business of managing the state superannuation scheme, my belief is that the core business is to 
operate for the benefit of its members, and that can only be done when there are economies of scale. In an area 
involving investment, that is vital in terms of how these things operate. Otherwise, it is a diminishing scheme 
that will become unviable. We need to guard against that. Yes, for those members, that is a great option. Perhaps 
that means that the health department has a different default fund. Is that to the benefit of government 
employees’ superannuation? Consider that there is a liability of $5.8 billion in Gold State super and there is an 
organisation that needs to keep operating—this is the case if for no other reason than somewhere is needed to 
bank the money to at least offset some of that unfunded superannuation and to administer it. Maybe I am getting 
this wrong, Treasurer, but it seems to me that something is amiss. I do not suggest that we do not have choice, 
but we have to have choice where there is capacity to grow. There must be choice on both sides. Otherwise, it is 
basically hamstringing an organisation; it is cutting it off at the knees so that it cannot operate. GESB is a good 
organisation. It has had its difficulties. I agree that it should never have gone down the path of mutualisation. I 
agree that it got itself into a place where it wanted to become a —  

Mr C.C. Porter: Private. 

Ms J.M. FREEMAN: Yes, a financial institution. I agree with that. 

Mr C.C. Porter: It did. It wanted to become a private financial institution. 

Ms J.M. FREEMAN: It wanted to be able to give various products. It was not looking at other things. It wanted 
to provide pension products and assist people with investment advice, but that is stuff that people can currently 
do under the superannuation guarantee act. The government has allowed people to do that; funds can do that 
now. I think GESB’s problem was that it kept itself a bit outside  the industry fund arena. I have a concern with 
the contracting out of administration. I am very committed to industry super. I think a balanced board 
membership of both employer and employee representatives is a very good idea. The fact that professional 
development is needed ensures that people are sceptical and they ask questions when in previous areas they 
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might not have asked questions. My concern with the contracting out of administration is that it is an invitation 
to retail schemes. If we start getting retail schemes delivering that aspect, we will be very disadvantaged. 

MR W.J. JOHNSTON (Cannington) [3.05 pm]: I would like to make some remarks about the State 
Superannuation Amendment Bill 2011. When looking at superannuation, we think about what it is all about. 
Once upon a time superannuation was the preserve of the lucky—usually males and often in public sector 
employment. It was the great achievement of the Labor government of the 1980s that it extended superannuation 
to every member of the community. Employee contribution was originally three per cent in the late 1980s, 
through the process of the Accord system between trade unions, employers and government and implemented 
through awards. When I started with the Shop, Distributive and Allied Employees Association in February 1989, 
we were just going through the process of rolling out superannuation into our award and providing that benefit. 
People said, “Three per cent? That’s not a lot”, and they were right. Three per cent was never going to be a 
sufficient amount to guarantee a proper benefit for people when they retired.  

Later, the Labor government, in cooperation with the unions and employers, set up the superannuation guarantee 
charge system. That would, through a very effective system, increase the payment from three per cent to nine per 
cent. That simple system was very clever. The government said, “If an employer does not pay superannuation to 
an employee, they are liable for a special taxation amount equivalent to the amount that they did not pay on 
behalf of that employee.” That money would then be paid by the government to the employee’s superannuation 
benefit. It was a very simple system and very easy to administer. Although it was initially resisted by the Liberal 
Party and by employer associations in Australia, it became accommodated, and no-one in Australia would now 
even think about touching compulsory superannuation. I think there is about $1.8 trillion—the Treasurer 
probably knows the exact figure—under management through compulsory superannuation. Interestingly, 
Australia is the eleventh largest economy in the world, but has the fourth-largest fund of pooled investments. 
Australians have the highest exposure to the investment market of any country in the world. The Labor Party did 
what the Liberal Party always said it wanted to do—make a country of capitalists. It was the Labor Party that 
delivered a future benefit that cannot be underestimated. 

Of course, it was not done in a vacuum. Think about this: people all around the world are talking today about the 
demographic danger of declining birth rates, but in Australia we did something about it in 1988. Can members 
believe that? Thirty years before it was a discussion point anywhere else in the world, we were trying to fix it up. 
It is a credit to former Treasurer, later Prime Minister, Paul Keating, who drove much of the reform, with the 
support of Bob Hawke, the Prime Minister at the time, that has allowed us to be in that strong position.  

As I say, it was not the only thing that needed to be done. There is still an old-age pension available to people. A 
person my age—sadly, 49 years old—will not get the pension because I will have enough superannuation. If I 
was the same age and had fallen on hard times in my life, I would know that the old-age pension was still 
available to me. 

I will just digress for a moment, because people often think that public sector employees are highly paid. When I 
was a union official, the lowest paid members I had were the Western Australian Egg Marketing Board 
employees at Palmyra, who were public sector employees. They were actually the lowest paid people we 
represented and we always struggled to get — 

Ms J.M. Freeman interjected. 

Mr W.J. JOHNSTON: Yes, member for Nollamara, and education assistants. Many people in the public sector 
are low paid. A nine per cent superannuation contribution over a 40-year working life would deliver about the 
same amount as the old-age pension. The old-age pension does not keep anybody in luxury, but it does keep 
body and soul together. There was a very strong logic to the whole structure of what was being put together. The 
criticisms, such as that people should make their own choice, ignored reality and they ignored that many people 
did not make allowances for their future, particularly if they were low paid. Low-paid people struggle to make 
ends meet and put food on the table for their children. They say, “I’ll worry about tomorrow tomorrow.” Again, 
the earlier people start their superannuation contributions and the more money they have in their superannuation 
fund at an early date, the better off they will be in the long term because of the effect of compound interest. 

Another thing that we need to think about are the taxation arrangements. When the former Howard government 
made major changes to the taxation on superannuation, it had two choices: it could have cut the tax on the 
contributions, or it could have cut the tax on the final benefits. The government made the popular decision—no 
doubt, it was a popular decision—to cut the tax on the final benefits. Of course, it would have been better for 
people who receive superannuation payments if the Howard government had cut the tax on the contributions. 
Because of the effect of compound interest, it would have had a much better effect over 30 or 40 years. There is 
no question that it was a much more popular decision to cut the tax on the benefits rather than on the 
contributions. 
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It is also important to think about what happened to superannuation funds. One of the big struggles unions had 
when superannuation funds became universal was ensuring that the employer did not choose and control the 
fund. Originally, a default fund was specified in the award and superannuation payments were required to be 
made into that fund. That was very important. As a union official, I had employers who would set up funds and 
pay money into that fund and then use that fund to buy the property that their business operated from. Under the 
State Superannuation Act 2000, there are restrictions on how much money can be allocated to the employer, and 
there is an exclusion that does not apply to the Western Australian Treasury Corporation. When we get to the 
consideration in detail stage, I will ask the Treasurer a couple of questions about the directions power that will be 
implemented in the State Superannuation Act by this amending bill. We would not want to give the Treasurer the 
power to direct the board to invest in state Treasury issues that the board itself might not have chosen to invest 
in. It would be totally inappropriate for the Treasurer to do that. I will investigate that when we get to the 
consideration in detail stage. 

We also need to think about why the Treasurer is being given the power to direct the board. What is the purpose 
of that? The employer will be able to tell the independent board that has been set up under the act to represent 
the best interests of the employees. What does that have to do with the Treasurer? What does that have to do 
with the state government? What does that have to do with anyone other than the equivalent of the board that sits 
in place of a trustee in a normal fund? I do not understand why the Treasurer even wants that power. When we 
get there, I am sure that he will explain why that is required. The board sits in place of trustees—if it were an 
industry or regulated fund, they would be trustees—with an independent chairperson, three representatives 
appointed by government, and three representatives elected by members. What is wrong with that? Are we going 
to say that the members are not capable of making good decisions about their own superannuation benefits? I do 
not understand the public policy process behind that. 

Quite frankly, on the issue of mutualisation, perhaps if the new government had been able to manage this process 
better, some form of normalisation of the scheme would have been the best outcome. Freedom of choice for 
superannuation funds is a critical issue for all employees. People should have a right to choose a fund on an 
informed basis. It is interesting that when we consider member returns, as opposed to headline returns, we find 
that industry superannuation funds always beat retail funds. Often, very small superannuation funds will make a 
very high return in one particular year, but, over a period, the industry funds are the best bet for a small 
investment. It is fine for sophisticated investors who have the time to hear all the leaks out of the boardroom or 
whatever else it is when they invest money, but for most people who do not have time to manage their affairs in 
that way, it is important that there be a cheap, safe and transparent way to invest. Industry superannuation funds 
and large superannuation funds are the best way to do that in my view, and that has been shown over time. 

I was interested to hear the Treasurer and the member for Nollamara discuss the use of superannuation funds, 
collateralised debt obligations and all these exotic instruments. There are, of course, limits to that under federal 
regulations. Australia’s regulation of superannuation funds is very light handed. In fact, the government in our 
near neighbour Singapore runs the whole show; it is totally regulated. Australia has a very light handed 
regulation system. Basically, there are two things that cannot be done. Firstly, superannuation funds cannot 
borrow. That is very important, because that would mean that they could risk going broke, and we do not want 
that risk. They are also restricted in investing in the employer’s business, but industry funds have gone beyond 
that. The second main restriction is for certain asset classes and the way that they need to be dealt with. Of 
course, one of the biggest problems in the industry superannuation area is not CDOs; it is, in fact, non-traded 
securities. For example, if a superannuation fund—they have enormous amounts of money—buys a toll road in 
America and something goes wrong, how does it unload that toll road? Also, how does it value the toll road, 
because there is no market? 

Ms J.M. Freeman interjected. 

Mr W.J. JOHNSTON: Yes. I think there has been some publicity this year about different asset classes and 
non-traded securities that the Motor Trades Association of Australia superannuation fund has had. The member 
for Nollamara made the point that GESB is not a particularly large fund in the great scheme of things. 

I also want the Treasurer to detail what is being aimed at with the reserving policies. It is not clear. I have read 
through the Whithear report on GESB, and I want to get some clarification of exactly how the reserving policy 
works. Most large accumulation funds do not reserve. Reserving is a practice that was usually done by defined 
benefits schemes that needed to iron out investment returns, but there is no need to iron out investment returns 
for an accumulation fund, because whatever the return is, that is what the members’ share is. It is very simple 
now with accumulation funds. I will be interested to know exactly what the Treasurer is trying to achieve by the 
proposals for reserving. If the Treasurer says that the reserving is not for the accumulation fund but for the 
defined benefits fund, I can understand that, but I am happy to have that explored later. 

I want to go to this question about the fact that we are setting up a system of outward choice without inward 
choice. It would appear that there are a large number of small-balance accounts. In fact, I personally had one of 
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those small-balance accounts. I was a director of the State Employment and Skills Development Authority. I was 
paid my sitting fees when I was a union official, but I did not realise that I also was paid superannuation; I had 
no idea. In early 2008 I got a letter from GESB saying that I had about $342, I think it was, in the fund. Given 
that I was by then a preselected candidate for the Labor Party and quite hopeful that I would end up in 
Parliament and would have my superannuation paid into GESB, I chose to not roll out of GESB. 

Ms J.M. Freeman interjected. 

Mr W.J. JOHNSTON: No, it was just the GESB accumulation fund. I do not know any of the history of it. That 
is where it ended up. 

If the fund is to survive, it will need to be protected. Its scale needs to be looked after. This is important to all of 
us in this chamber because we are all in GESB, unless members have chosen some other fund. That is our 
default fund as members of Parliament. Just a couple of hours ago we were discussing parliamentary 
superannuation arrangements. If members are in GESB, the changes in this legislation are very important to 
them. I make the point—members can read the standing orders—that it is not a conflict of interest, because our 
interest is only as a class of people, not as individuals, so it is not as though we are precluded from this debate. I 
am just making the point that it impacts on us directly as individuals if members are in GESB, as I am. 

[Member’s time extended.] 

Mr W.J. JOHNSTON: We have to understand that the fewer people in the fund, the higher the average cost of 
administration, because the cost of administration will generally be inelastic in terms of the number of people in 
the fund. Most of the administrative costs are not related to the size of the fund but, rather, are related to the 
activity of the fund, and the activity is not connected to the number of members the fund has. Therefore, 
generally speaking, the smaller the fund, the higher the average cost of administration of the fund. In 
consideration in detail, the Treasurer might be able to outline whether that is not true or anything else. But, 
generally speaking, in my connection with superannuation over the years, including as an alternative trustee of a 
particular super fund, that has been my experience. If outsourcing the administration is being contemplated, there 
also needs to be some consideration of firewalls between services provided to the organisation. I can tell 
members that I have been an alternative trustee of a small superannuation fund. As a union official, I and other 
union officials were the only ones interested in the fund for the employees as opposed to for the fund itself. We 
would see recommendations for services without proper testing of the market and without a proper examination 
of whether the service could be separated into subcomponents so that there would be more competitive tension in 
the process. A range of things can be done, and that needs to be clearly identified as a responsibility of the 
trustees and, in this case, the board. Going back to that question about the role of the Treasurer in being able to 
direct the board to do things, it is not a question of only directing the board and then reporting those directions 
back to Parliament. What about the GESB members who stand to win or lose from the decisions and directions 
that are given? 

There would also need to be an examination of whether the Treasurer can determine another fund as being a 
default fund for different parts of the public service and how that process would be done. In the private sector, 
the question of which fund is the default fund is a matter that has been extensively litigated. There have been 
many, many decisions of courts and tribunals about that question. It is not a small issue; it is a very important 
issue. It is not a matter that should be left in the hands of the employer; it should be a matter that is dealt with 
through the industrial process. These are very important issues. They would not be allowed to occur in this way 
in the private sector, so why does the government want to give itself special rights that are not available to other 
employers? These are not matters for just the Treasurer; these are matters for the members of the potential fund. 
For example, what procedure would the government use to determine another fund as being the default fund? 
What are the selection criteria? What is the involvement of the worker representatives? What is the opportunity 
for members to make a decision themselves about what should be the default fund? Is it a matter that would be 
referred to the Industrial Relations Commission for a consent order? If we are going to move away from GESB, 
how will those decisions be made? These are not matters for government; these are matters for the members of 
the fund. As I said, in the private sector, this would never occur. It would never be allowed to happen like that so 
that the employer is able to choose. That does not happen; it is wrong. 

Let me make it clear how wrong it is. Imagine the government of the state of Western Australia walking into a 
workplace and saying, “You have all got to stop banking with Westpac or St George Bank or Bankwest and go 
to the Commonwealth Bank, because the Commonwealth Bank is our bank, and we find that it’s going to be 
better for us to get you to bank with the Commonwealth Bank than to bank with Westpac.” That is not a decision 
that anyone would accept, yet the state government is trying to allow a provision under which it will get to 
choose the default fund for employees. Why is that any different from choosing the bank that a person uses? It 
would not be contemplated in the banking sector. Why would it be contemplated in superannuation? No private 
employer in the country would ever be able to get that right, and, as I explained, that is an issue that was fought 
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over in a very strong way at the start of industry superannuation in the late 1980s. It is interesting, too, that the 
first industry superannuation fund in the country was the Labour Union Co-operative Retirement Fund—
LUCRF—that was set up by what was then the Storemen and Packers Union, which morphed into the National 
Union of Workers. That was set up in 1972. The National Union of Workers was one of the unions that operated 
out of the Shop, Distributive and Allied Employees Association offices, so it was a fund that I had quite a bit to 
do with. As I said, it was a visionary thing that was set up in the 1970s, well before superannuation was thought 
of. 

It is also interesting, too, that in the 1990s when wages moved from being centrally negotiated to being 
negotiated at an enterprise level, many workers really had a very detailed understanding of superannuation. I was 
always amazed at the technical questions that people would ask me about superannuation when I went into 
workplaces, and also how people in the so-called hot shops—the areas where we could get a higher wage 
outcome than that in the general workforce—were keen to get additional superannuation as the wage outcome, 
because they understood that it was about securing their lives for the future and not just for today. It is interesting 
that at the moment the commentary in the business media et cetera refers to Australia’s savings rate as if 
somehow having a high savings rate is a bad thing. I remember the 1980s when we were all told that having a 
low savings rate was a bad thing. Indeed, if it was not for compulsory superannuation in Australia—have a look 
at the past 30 years—our savings rate would have been much, much lower. It would have led to higher interest 
rates and a lack of investment. It would have held back the economy. One of the reasons Australia is in such a 
strong position economically now compared with the position of the rest of the world is that we have compulsory 
superannuation. It was not gifted to us by the Liberal Party, but rather by very long-sighted, very visionary Labor 
governments in the 1980s and 1990s.  

I have only a brief time left and I want to complete my contribution by saying that I think we need another round 
of reform for industry compulsory superannuation. Nine per cent is not enough. It is great that the federal Labor 
government has a policy that is working its way through the process to increase compulsory superannuation in 
small steps to 15 per cent over time. Fifteen per cent is really a base from which we need to work. Singapore has 
had much higher levels of superannuation for a long, long time, and that high level of superannuation has been 
the backbone that has converted that country from an emerging economy to what it is today: a sophisticated, 
developed country. If we put more into superannuation and increase that nine per cent to 15 per cent and then 20 
per cent, we will get the sort of security in retirement that Australians need. As I explained before, nine per cent 
superannuation over a low-paid worker’s life will deliver about the same amount as the age pension. Twenty per 
cent superannuation over a worker’s life will deliver about twice the age pension. In my electorate, as I am sure 
is the case for many other members in their electorates, we see the frugal life people lead living on the age 
pension. Would it not be great if we implemented a policy today that meant a retiree in 2060 did not have to 
suffer the same frugal existence as retirees endure today? I am saying that long-term vision is needed. This is not 
about putting up a green and gold sign on a building and cutting a ribbon. This is about genuine reform and 
genuinely making the state a better place for our future. In securing those current workers’ future retirement 
income, it will create an opportunity to have an incredible level of funds under investment for the benefit of all 
Australians.  

It is interesting to read that there is more Australian investment in the United States than United States 
investment in Australia. Members will remember what I said about a light-handed regulatory regime. Many 
countries setting up a superannuation scheme like the one we have in Australia would have said that the funds 
had to be invested only in Australian assets. That would have been good for an Australian businessman, but it 
would not have been good for an Australian superannuation beneficiary, because we need light-handed 
regulations so that superannuation funds can return the best for their members, and that is what has happened in 
Australia. I want to discuss with the Treasurer whether the model he is introducing here will reflect the best 
practice for superannuation funds in the private sector into the public sector. Generally speaking, the public 
sector can teach the private sector a lot about management. We see huge cost blow-outs in private sector 
projects. The hot briquetted iron plant at Port Hedland was a classic example. It was originally scheduled to cost 
$1 billion, but in the end it cost $2.3 billion and was shut down because it did not work. There would never have 
been an investment like that by the public sector because the accountability to Parliament would have prevented 
it. There is big waste in these large-scale investments. There are massive cost blow-outs in many of the big 
mining projects, for example, CITIC Pacific Mining and Ravensthorpe Nickel. At the same time, a Labor state 
government delivered the rail line to Mandurah on budget. In fact, the only cost blow-out with that was the 
incoming Liberal government giving in to Leighton Contractors on the court case. Members should look at what 
the state government said in the little footnote in its first year’s budget.  

On the other hand, when I look at this State Superannuation Amendment Bill 2011 I think the state government 
has a lot to learn from the private sector on superannuation.  
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MR E.S. RIPPER (Belmont — Leader of the Opposition) [3.35 pm]: There are a number of problems with 
the current position of the Government Employees Superannuation Board in our arrangements. The first problem 
is that public servants do not have the choice of a superannuation fund. It seems to me that the choice of a 
superannuation fund is a basic mechanism for ensuring good performance in that superannuation fund. My 
experience of administration is that there is only so much we can do through top-down administration to ensure 
that an organisation performs to best practice. Nothing beats the ebb and flow of satisfied or dissatisfied 
customers for holding an organisation to account. We need to give public servants choice of superannuation so 
that they can get the best service in their superannuation that is possible and so that there is competitive pressure 
on the government organisation to perform to its utmost.  

There is a downside with some forms of superannuation choice. Essentially, the policy options are one-way 
choice or two-way choice. One-way choice means that people can leave the government fund and go to other 
funds. The downside of one-way choice is that it leads to the long-term decline in the size of the government 
fund. Given that economies of scale are very important for securing competitive administration fees, a long-term 
decline in the size of the fund can actually disadvantage those people who do not make the choice to leave. The 
alternative is to embark on two-way choice in which people can both leave the superannuation fund and come 
into the superannuation fund from outside the public sector. There are people who have worked in the public 
sector and who work outside, who would like that access to two-way choice. We can expect that two-way choice 
would mean no long-term decline in the size of the funds under management if GESB’s operations were 
commercially competitive. Therefore, there would be no increase in the administration fees charged to the 
members of GESB funds as a result of lost economies of scale.  

The second issue is related. At the moment GESB is supervised by the Department of Treasury and Finance. The 
Department of Treasury and Finance has many tasks to perform. It is not an expert superannuation regulator; it is 
a critique regulator. There is a strong argument for exposing GESB to the same degree of scrutiny and regulation 
as applies to other superannuation funds by a regulator with the critical mass of talent and experience to perform 
the regulatory task well. The two issues are related. We will not be able to get two-way choice of superannuation 
fund unless we submit to commonwealth regulation, and submitting to commonwealth regulation requires us to 
adopt particular structures. This chain of reasoning led the previous government to the mutualisation model 
whereby, in effect, GESB was to be removed from government control and given to its members. That would 
have established GESB as a mutualised organisation able to accept incoming members and cope with exiting 
members. It would have established GESB as an organisation subject to more routine superannuation regulation 
rather than the boutique regulation with the risk that that implies from an organisation that does a lot of other 
things other than regulate superannuation.  

My experience of GESB is that because of the absence of choice and its insulation from the competitive 
environment, in many ways GESB had fallen behind the level of performance of other superannuation funds. It 
was behind in its product and insurance offerings. One of the big contributions that Michele Dolin and her team 
made to GESB was to bring GESB up to industry standards in so very many areas. There was a process of 
reform to improve GESB’s offerings and to make it more competitive with the commercial world. For that 
process to have continued and to have been sustainable in the future, we really needed to subject GESB to 
competitive pressures. 

The other issue of concern in GESB’s arrangements is the anomalous position of GESB being, in effect, a 
government trading organisation. The Burt Commission on Accountability said that almost all government 
organisations should be subject to ministerial direction. If a government organisation is not subject to ministerial 
direction, it is impossible for the Parliament to hold the minister to account for what happens in that agency. The 
minister simply says that he does not have the power and therefore he cannot accept the responsibility. On the 
other hand, to have the government direct the operations of GESB could potentially compromise the core 
purpose of GESB—that is, to look after the superannuation interests of its public service members. In fact, 
shifting the organisation to commonwealth regulation would explicitly require that the government does not have 
the power to direct the organisation. The Burt Commission on Accountability requires a government 
organisation to be subject to direction, and the superannuation regulation scheme run by the commonwealth says 
that the government cannot have the power of direction. That is another aspect that has to be taken into account.  

The previous government embarked on a program to establish two-way choice via mutualising GESB and 
making it subject to commonwealth regulation. I thought that the reform program was positive and, in essence, a 
good reform.  

Mr C.C. Porter: We have not criticised that reform.  

Mr E.S. RIPPER: Nevertheless, every reform has a price tag and if the price tag grows too large, an otherwise 
worthwhile reform should not be proceeded with. In the development of the previous government’s reform 
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program, the arguments from GESB for increased allocations to cover the cost became stronger and stronger as 
we got closer and closer to the deadline for the implementation of the reform. As Treasurer, I became very 
concerned that the price of the reform would not be worth the benefits that were going to be achieved.  

Mr C.C. Porter: Those allocations were in addition to the notional taxation problems that may have arisen; is 
that right?  

Mr E.S. RIPPER: Since that time, commonwealth taxation issues have assumed more prominence in the debate. 
At that time, as a government we were very hopeful that we might be able to resolve those commonwealth 
taxation issues. The issue that concerned me was that a good reform at price X is not necessarily a good reform 
at price X times three. I certainly did not want the reform to proceed until those issues had been resolved. For 
me, it was like any number of other budgetary issues: the agency and the then Department of Treasury and 
Finance had very different opinions on what the cost of a reform should be. Nobody wanted to send GESB into a 
cruel commercial world under-equipped to defend the interests of public servants and their superannuation. On 
the other hand, no-one wanted reserves—which belong to the state, to enable the state in part to meets its 
commitments under the defined benefit schemes—to be frittered away on overcompensating a fledging financial 
institution.  

There was also a concern that giving GESB too much financial support as it was mutualised would lead to 
problems with competitive neutrality, and GESB would go into the commercial world with too much state 
support and too much advantage vis-a-vis its potential competitors. These issues were unresolved when the new 
government came in, and the incoming government took some considerable time to think about the issues. The 
legislation before us is the ultimate resolution. There is no doubt in my mind that there was not full transparency 
about all the costs that might have been imposed on the state by the reform. Some of the work that has been done 
since the change of government has brought more clarification of the full cost. I repeat that the original reform 
proposal was good, but the ultimate price may have been too high.  

We now have a substitute reform with some significant disadvantages. Firstly, we will have one-way choice of 
superannuation fund for public servants. People will be able to leave GESB funds, but GESB will not be able to 
replace those departures with people coming in from outside the public sector. The end result is likely to be a 
long-term decline in the number of people in the GESB fund and, therefore, a long-term decline in the size of the 
funds under management and, therefore, an increase in administration costs as a proportion of the funds under 
management. In short, those people who leave may advantage themselves, but may end up disadvantaging those 
who remain with the default option and stay in the fund.  

I note some debate from my colleagues about the provision for regulations to determine the default fund for 
public sector workers. I suppose the government could use those regulations to protect the size of the funds 
under management. On the other hand, the government might choose to negotiate with unions to set up other 
industry funds as the default funds. If that were to happen, the decline in funds under management in GESB 
would accelerate, to the ultimate detriment of those people.  

Mr C.C. Porter: If we took the former route, we would surely be destroying the benefit of choice that the 
legislation gives rise to. If, as a government, we mandated a default fund to public sector employees, we would 
miss out on the benefits of providing choice through the act.  

Mr E.S. RIPPER: Not quite. A default fund is for those people who do not get around to making a choice or 
care enough to make a choice. Those people have to go somewhere, so a default fund is set up. As long as we 
preserve the opportunity for people to make the choice, it does not matter that we are setting up a default fund, 
because it is there only until someone comes along and says, “I have a better idea for my own superannuation.” 
The risk I see is that one-way choice will reduce the size of funds under management and disadvantage the 
remaining members. How we handle the default fund issue could have implications for people remaining in the 
GESB funds.  

The other issue that concerns me is the risk that remains to the state in boutique regulation of superannuation. 
The state is not well enough equipped to be a superannuation regulator. Treasury has many things to do. 
Treasury is a fine department and I have great respect for the ability and talents of the people in Treasury. 
However, we get better regulation when we have experienced regulators regulating a lot of similar organisations 
and when we have achieved the critical mass of talent required for a high-class regulatory option. Neither of 
those things will be available to the Department of Treasury and Finance. The Treasurer ought to be concerned 
about this issue because if something goes wrong in the Government Employees Superannuation Board, under 
the current arrangements the Treasurer will be the minister held to account in this place for the fault. 

I must say that when I was in the role of Treasurer, I paid particular attention to whom GESB selected as its 
investment managers, and I paid particular attention to the assessments of performance of those investment 
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managers. I never had occasion to overrule GESB, but I considered it an important part of my role to read those 
documents very carefully. 

Mr C.C. Porter: What you are talking about also gives rise to the possibility of slightly excess caution on the 
part of government in its regulation of those people. 

Mr E.S. RIPPER: Yes, and I think my colleague the member for Cannington was drawing attention to that 
issue. Given some of the experiences in this state with political controversy surrounding government-mandated 
investments, I would expect there to be some political caution. I never had occasion to say to GESB, “I don’t 
think you should select that investment manager.” I thought GESB went through a rigorous process of assessing 
investment managers, taking advice and responding to poor performance. Nevertheless, I can imagine that even 
without political intervention, any public service organisation would be perhaps inclined to be too risk averse, 
just for reasons of that political and public scrutiny. 

It disappoints me that we cannot have a two-way choice and mutualisation of GESB and commonwealth 
regulation. It disappoints me that the price has turned out to be too high. What we are getting is a second-best 
reform, perhaps at an acceptable price. I think there are potential consequences for the superannuation costs of 
public servants and for the performance of the GESB fund. I think there are potential consequences for the 
government of the day in risks emerging through boutique regulation, rather than more rigorous regulation of 
GESB. Nevertheless, we support the legislation because in the end I do not believe that tens of thousands of 
public servants can be denied choice of superannuation fund when that is available to other people in the 
workforce. 

I would like the Treasurer, if possible, to talk to us a little about how the government sees the future of GESB. It 
is not clear from the legislation. Is the government proposing to contract out the administration of GESB 
services? The government would get opposition from us if that is the proposal. How does the government see 
GESB’s funds growing or declining in the future? Is the government worried about the implications of one-way 
choice? What sort of system does the government have to set up in the Department of Treasury and Finance to 
continue the regulation of GESB? Is the government confident that it can do that job, even though it is not its 
core business? 

MR C.C. PORTER (Bateman — Treasurer) [3.52 pm] — in reply: I thank members opposite for their input, 
particularly the Leader of the Opposition for his very sensible input. He raised all the key issues that are before 
the house. I am sure I will have ample opportunity to answer the Leader of the Opposition’s questions about the 
potential future of GESB during the consideration in detail stage, although I will address a few of them in very 
broad terms here. I will address some of the points raised predominantly by the Leader of the Opposition and the 
member for Nollamara about the theory and history of this reform, and how those two aspects intersect. 

The system of one-way choice is unequivocal. The member for Nollamara made a complaint about that. I do not 
dispute that it is not a perfect system, but there are reasons why, as the Leader of the Opposition said, that we 
have gone down this path. There is a potential, clearly, for a decline in GESB numbers, although it is useful to 
note that the overwhelming quantum of funds under management are from the old system; that is, there are fewer 
people and larger amounts of money. That decline, therefore, will not be rapid, if I can describe it in that way, 
but there is clearly a risk of decline. Indeed, the way in which the future management of what will exist in GESB 
after these reforms will depend in large part on what actually does happen. It is very difficult to predict the 
number of people who will leave GESB once one-way choice is offered to them. I would say that to the extent a 
more rapid than expected decline presents a disadvantage potentially for some people who remain in the scheme, 
that disadvantage will always be ameliorated—obviously by choice, but, again, it is a one-way choice that 
simply hastens the decline. It may be that at some point in the future, which I suspect will be a somewhat distant 
point, we will reach that critical mass when that risk will become very pointy. However, I would state from the 
outset that with 76 per cent of GESB’s accumulation scheme members belonging to the West State super 
scheme, which is where the money is in effect, that will ameliorate the risk the Leader of the Opposition talked 
about—at least, I would say, in the short to mid term. 

The Leader of the Opposition said that had GESB gone down the path of mutualisation, the likely risk of a 
decreasing overall quantum of members would not have materialised because it would have been competitive. 
Of course, that is if GESB were to be competitive, which becomes a big “if” and goes to the question the Leader 
of the Opposition spoke about; that is, whether or not the government had either the ability or the willingness to 
equip GESB in the way it needed to be equipped to be competitive and how much it would have cost. Clearly, 
based on the figures that would have come to the Leader of the Opposition in the later months of his government 
and to us whilst we have been in government, those costs are very significant, which I will come to in a moment. 

The one thing I would say that overarches all of this, which goes to some of the points the member for 
Nollamara raised, is that the opposition leader said that one of the things that was bearing very heavily on the 



Extract from Hansard 
[ASSEMBLY — Wednesday, 17 August 2011] 

 p6038b-6049a 
Ms Janine Freeman; Speaker; Mr Bill Johnston; Mr Eric Ripper; Mr Christian Porter 

 [11] 

decision about whether to continue down the path of mutualisation was the cost that would be occasioned—the 
money GESB would need from government—to equip itself to go out into what the opposition later called the 
cruel world of competition, commonwealth regulation and open competition, and survive and perhaps prosper 
and not risk a future of decline. That figure is significant. 

Mr E.S. Ripper: There was the related issue of not equipping GESB too well to the disadvantage of other 
organisations without government support. 

Mr C.C. PORTER: Indeed. For the same reason that I accept the Leader of the Opposition’s words of caution 
about the ability of Treasury as a boutique regulator, Treasury is not uniquely equipped to work out exactly 
where that line is so that GESB would have enough to make it competitive and not too much that we would give 
it a competitive neutrality, which would be unfair to other private sector providers of superannuation. 

Ms J.M. Freeman: This is all based on the fact that West State keeps its tax threshold. 

Mr C.C. PORTER: I am coming to that. First, it was the issue about the cost of equipping GESB to compete in 
the newly regulated environment. That started to emerge as a cost that appeared—perhaps to the opposition’s 
former government and certainly to ours—to be too high and unacceptable. Then this second issue started to 
overlap, and more information and further advice came in from the Solicitor-General and the State Solicitor’s 
Office. That advice is complicated, but I will summarise it to my reading. I am far from an expert in these areas, 
but the advice basically said that mutualisation itself, by exposing us to the commonwealth open regulatory 
regime and open competition, would have resulted in the loss of the tax-exempt status enjoyed by that portion of 
the funds that is the West State super scheme. That would have cost an enormous amount of money. The loss of 
the financial benefits may have been as high as $700 million on one calculation. That was advice about 
mutualisation specifically. However, the advice also went to this issue and we sought further advice. The advice 
in effect says that it is not the vehicle of mutualisation that causes the loss of the tax-exempt status; it is the 
outcome that makes the body—that is, GESB—subject to commonwealth regulation rather than the boutique 
regulation of the state, and that whether that outcome is achieved through mutualisation or through some other 
path, there is a risk of losing the tax-exempt status. 

Ms J.M. Freeman: Is there no risk under one-way choice for that? Have you taken advice on that, that there is 
no risk, because that is what you are basing it on? You still have a handcuff there for the West State people. 

Mr C.C. PORTER: My understanding, if the member likes, is that the hierarchy of risk goes like this: 
mutualisation to make it subject to commonwealth regulation has a very significant risk; two-way choice without 
mutualisation, which also makes it subject to commonwealth regulation, has a substantial risk; and one-way 
choice has a very low risk. 

Ms J.M. Freeman: But it still could happen? 

Mr C.C. PORTER: Without having the advice in front of me, I cannot characterise that risk, and no legal 
advice ever says “no risk”. 

Mr E.S. Ripper: In the end the only way to completely cover off the risk is to get some sort of agreement with 
the commonwealth government, and the federal Treasury was very reluctant. 

Mr C.C. PORTER: It was most unenthusiastic, that is right. 

No doubt there are points that we will address through consideration in detail—I will try to wind up by four 
o’clock this afternoon, because I am assured that if that happens and we consider these issues in consideration in 
detail tomorrow, no-one will sit late tonight—but we have advice that in this case what the member for 
Nollamara proposes, which may otherwise have been a sensible solution, exposes those West State super policy 
holders to risk. If we offered a two-way choice, which would mean that a part-time employee of the civil service, 
who also works at Woolies could put money into the fund from their private employment wage as could the guy 
who works at the surf shop who wanted to use GESB, it would present risk. But I will end my reply to this 
second reading debate and we will move into consideration in detail. 

Debate adjourned, pursuant to standing orders. 
 


