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The challenges facing SMSF investors
By Giles Craig Head of Private Clients, AMP Capital Investors

The word “challenge” has several connotations. For many investors, the 
challenge of running a self-managed super fund (SMSF) is one to be 
relished. The challenge is to beat the professionals at their own game.  

In this article, however, we look at the challenges for trustees in managing their 
SMSF and the difficulties they face when they choose to take control of the 
investment of their retirement savings.  

During 2004 and 2005, AMP Capital Investors and Investment Trends undertook 
extensive research into the characteristics, motivations and behaviours of  
SMSF investors.

The research found that while many SMSF investors are finding it easier to 
manage their SMSF than they did a year ago, keeping track of rule changes is now 
the biggest challenge they face.

In the year to 31 March 2006, SMSF assets grew 26 per cent to $208.4 billion1.  
Much of this increase was a result of the strong market performance experienced 
prior to that date. As in figure 1 below, creation of new SMSFs clearly spikes in 
bear markets and reverts to trend in bull markets. This was the case during the 
year to 31 March 2006 with only a net increase of 6 per cent in the number of 
new funds over this period.  

With strong positive investment performance there is less imperative for members 
of other types of superannuation funds to take on the additional responsibilities of 
being an SMSF investor and trustee. In bull markets investors tend to experience 
less frustration with their fund’s performance, which may otherwise lead them to 
believe they can derive a better result themselves. In strongly performing markets, 
investors also tend to be less sensitive to the level of fees and charges associated 
with more traditional super funds – however, this paper does not aim to compare 
the relative costs.

For those who have already established an SMSF, strongly performing markets 
can mask the challenges associated with management of the SMSF. Strong 
performance is easier to achieve because with strong investment returns comes 
more positive sentiment to the experience of managing the fund.

When we surveyed investors about their reasons for setting up an SMSF, control 
was cited as the most important reason with 55 per cent of respondents saying 
this was one of the main catalysts for setting up their SMSF. Other reasons SMSF 
investors gave for setting up SMSFs included poor investment performance 
from other superannuation funds (36 per cent) and saving money on fees  
(24 per cent).

 

1. Source: APRA March 2006 Quarterly Superannuation Performance Report
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So, if control is the most important factor in the creation of 
an SMSF – a concept difficult to measure – it follows that 
the need for control would need to outweigh the burdens for 
investors to start up or continue with their SMSF.

When we revisited our survey into the attitudes of SMSF 
investors we asked them again how difficult they found 
it to run their SMSF. In the second survey, 87 per cent of 
respondents felt that running their SMSF was either easy 
or very easy. This compared with 82 per cent in 2004 and 
would appear to counter concerns that the burden on SMSF  
investors is increasing.

The survey did not reveal administration as a major burden.  
No doubt many  SMSF members surveyed outsourced much 
of this to professional providers of these services.

We believe that the existence of tough penalties around non-
compliance are understood but are not a major cause for 
concern among members. The Australian Tax Office has used 
its powers to penalise those that have sought to rort the system 
but have been reasonable in the face of honest mistakes.  Since 
inception, only some 50 funds have actually been made non-
complying and typically where SMSF members have been 
guilty of multiple, intentional breaches.

We have noted, however, there is often a lack of clarity 
between SMSF investors and their various advisers over 
who is responsible for ensuring procedures are followed 
and compliance maintained. We recommend that investors 
and their advisers clearly define, at the outset, their relative 
responsibilities to ensure nothing falls between the cracks.

So, what do SMSF investors see as the biggest challenge in 
running their fund?

Keeping track of changes in the rules and understanding the 
rules was cited by 40 per cent of respondents as the hardest part 
of running their fund. By contrast, investment issues – choosing 
what to invest in and finding time to research investments – 
was mentioned by only 29 per cent. Paperwork was cited by 12 
per cent of respondents and tax management scored relatively 
low at only 7 per cent. The number of investors who ranked 
keeping track of changes in rules as the hardest part doubled 
between December 2004 and December 2005, a surprisingly 
large movement.

The next question is whether these factors will remain the 
biggest challenges going forward and, indeed, whether they 
will influence both the number of funds created in the future 
and the number of funds closed.

As outlined in figure 4, only 17 per cent of respondents 
mentioned choosing what to invest in as the key challenge.  
Indeed, how their SMSF has performed is not seen by members 
as a major issue, probably because they believe they have done 
well. When we asked SMSF members how well their fund had 
performed, eight out of 10 replied that they believed they had 
either matched or exceeded average performance. Only 4 per 
cent believed their fund had underperformed when compared 
with other superannuation funds.  

Of course, how strong the actual performance has been, it 
is not possible to tell. The statistics are not published and in 
many cases, one suspects, are not accurately measured. 
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So, if control is the most important factor in the creation of 
an SMSF – a concept difficult to measure – it follows that 
the need for control would need to outweigh the burdens for 
investors to start up or continue with their SMSF.

When we revisited our survey into the attitudes of SMSF 
investors we asked them again how difficult they found 
it to run their SMSF. In the second survey, 87 per cent of 
respondents felt that running their SMSF was either easy 
or very easy. This compared with 82 per cent in 2004 and 
would appear to counter concerns that the burden on SMSF  
investors is increasing.

The survey did not reveal administration as a major burden.  
No doubt many  SMSF members surveyed outsourced much 
of this to professional providers of these services.

We believe that the existence of tough penalties around non-
compliance are understood but are not a major cause for 
concern among members. The Australian Tax Office has used 
its powers to penalise those that have sought to rort the system 
but have been reasonable in the face of honest mistakes.  Since 
inception, only some 50 funds have actually been made non-
complying and typically where SMSF members have been 
guilty of multiple, intentional breaches.

We have noted, however, there is often a lack of clarity 
between SMSF investors and their various advisers over 
who is responsible for ensuring procedures are followed 
and compliance maintained. We recommend that investors 
and their advisers clearly define, at the outset, their relative 
responsibilities to ensure nothing falls between the cracks.

So, what do SMSF investors see as the biggest challenge in 
running their fund?

Keeping track of changes in the rules and understanding the 
rules was cited by 40 per cent of respondents as the hardest part 
of running their fund. By contrast, investment issues – choosing 
what to invest in and finding time to research investments – 
was mentioned by only 29 per cent. Paperwork was cited by 12 
per cent of respondents and tax management scored relatively 
low at only 7 per cent. The number of investors who ranked 
keeping track of changes in rules as the hardest part doubled 
between December 2004 and December 2005, a surprisingly 
large movement.

The next question is whether these factors will remain the 
biggest challenges going forward and, indeed, whether they 
will influence both the number of funds created in the future 
and the number of funds closed.

As outlined in figure 4, only 17 per cent of respondents 
mentioned choosing what to invest in as the key challenge.  
Indeed, how their SMSF has performed is not seen by members 
as a major issue, probably because they believe they have done 
well. When we asked SMSF members how well their fund had 
performed, eight out of 10 replied that they believed they had 
either matched or exceeded average performance. Only 4 per 
cent believed their fund had underperformed when compared 
with other superannuation funds.  

Of course, how strong the actual performance has been, it 
is not possible to tell. The statistics are not published and in 
many cases, one suspects, are not accurately measured. 

The take away, though, is that in a strong bull market, 
performance is not a major issue but if previous bear markets 
are anything to go by, delivering performance will be a key 
reason to have an SMSF, not to shy away from it. That said, 
delivering performance in a bear market is likely to be seen as 
a greater challenge than it has been recently.

It should be noted that the total SMSF pool has grown faster 
than that for retail superannuation, despite a relatively low 
level of new funds being created. This indicates that either 
significant additional sums are being paid into SMSF (even 
before the latest budget announcements) or that performance 
has, in fact, been good.

The 2006 Budget changes have been designed to simplify 
superannuation and make it easier for investors to manage 
their own funds. Clearly the Treasurer has intended, 
through his actions, to make life easier for all those involved 
in administering superannuation funds, including SMSF 
members. However, we can only speculate what proposition 
of SMSF investors would cite keeping track of rule changes as 
the key challenge if they were surveyed today.  

The latest Budget has clearly made superannuation much more 
attractive than it was and, in the long term, should make the 
life of trustees much simpler. In the short term, however, 
assessing and implementing the effects of the Budget will be 
a new challenge. No doubt in many trustee’s minds will be 
a double quandary – not only what the current rule changes 
mean but also to what extent one should seek to plan to take 
full advantage of them. Future rule changes may erode some 
of these benefits without compensating for trustees having 
surrendered some flexibility today.

The results referred to in this article are based on a survey 
taken before the last Budget. The results of a survey taken post 
–budget and post the market correction are likely to make 
interesting reading. Over time, we would certainly expect 
the administrative burden to decline and the challenge of 
delivering attractive returns to become of even greater focus.

Delivering superb investment performance is for many a 
challenge – it may even be a difficult task – but it is a challenge 
to be relished. While superannuation may be considered a 
dry subject by many, achieving great investment performance 
tends not to be – albeit the fun is greater in a bull market than 
a bear market!

FiGure 5.  hoW Well hAs your selF-mAnAGed  
suPer Fund PerFormed?

0%                5%               10%               15%               20%             25%               30%              35%  

Keeping track of changes in rules

Choosing what to invest in

Paperwork

Finding time to research investments

Finding time to plan

Tax

Understanding different asset types

Understanding the rules

Switching from one inv. to another

Other

2005 survey [n = 221]

2004 survey (n = 541)

32%

17%

12%

12%

8%

7%

3%

2%

2%

4%

FiGure 4.  WhAT is The hArdesT PArT AbouT runninG  
your selF-mAnAGed suPer Fund?

2004 survey (n=561) 2005 survey [n=216]

Better than other 
super funds

About the same as 
other super funds

Worse than other 
super funds

I am not sure but still 
prefer the SMSF

I don’t know

60%

50%

40%

30%

20%

10%

0%

Source: Investment Trends Pty Ltd December 2005, SMSF Report

Source: Investment Trends Pty Ltd December 2005, SMSF Report



                                                                                                                           The Australian Journal of Financial Planning | Volume 1  Number 3             52

Spring 2006                                                                                                                                                                                                                                                    a Financial Standard publication 


