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Drivers of investment choice:
some evidence from
Australian superannuation
participants
Despite the option of investment choice, new research suggests
that most super fund members do not make changes to asset
allocation. However, those that do so become more active,
especially older investors with large account balances.
JOHN EVANS and KING TAN report.
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ur data consists of member
details provided by a large
corporate superannuation
fund, “Fund B”, over the
period 1997 through 2005. Member
investment choice was introduced in
Fund B in 1997, with four options
available, followed in 2001 by two new
options. Fund B changed its fee
structure for investment switches in
2004 by increasing the number of free
switches per year. Fund B allowed
online access for members in 2002.
We have found that for the data
set we have used, members have a
significant propensity to select the
investment default option, and older
members with large account balances
appear to be the most active members,
having a lower propensity to follow
the default option, making more
adjustments to their asset allocations,
and doing so in a shorter timeframe
relative to younger members and
members with small account balances.
Our analysis found a gender
difference in members’ propensity
to make at least one switch in a year,
but otherwise our results show there
is no gender effect. Members have also
been found to be relatively slow to
make a second investment switch,
but once a member starts to make

multiple choices, they do so with
increasing rapidity.

MEMBER RESPONSIVENESS TO
CHOICE OFFERS
For analysis, we divided the members
into two groups: those who were
already in the fund before member
investment choice was introduced
(Pre-1997 members), and those that
joined the fund after.
For the Pre-1997 group of members,
we observed the proportion of eligible
members that registered at least one
investment switch within three months
of member investment choice being
introduced as an indication of this
group of members’ responsiveness
towards the new member investment
choice scheme.
For the Post-1997 group, we
examined the proportion of members
who made at least one investment
switch after their date of entry. Due
to a new default option framework
being introduced in 2003, we further
subdivided the Post-1997 group into
Pre-2003 and Post-2003 members.
The characteristics (age, gender,
account balance) of each group of
members are summarised in Graph 1
and Graph 2.
Among the members who submitted
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an investment choice form, a relatively large proportion of
the Post-1997/Pre-2003 group allocated 100% to the default
option. However, the proportion decreased across the age
brackets. The proportion of members who allocated 100% of
funds into the default option were: 92% of members aged
under 50, 73% of members aged between 50 and 59, 39% of
members aged 60 and above.
In the Post-2003 member group, these figures decrease by
approximately 10% in each age bracket, indicating a possible
decrease in default option participation through time.

GRAPH 1 DISTRIBUTION OF ACCOUNT BALANCE – FUND B
&REQUENCY
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Age and Account Balance Effects
We have also analysed the relationship between investor
&
characteristics and the propensity for a member to select
-2" REFERS TO !CCOUNT "ALANCE
the default option in their initial choice. The results are
shown in Figure 1.
Where we take age as a constant
GRAPH 2 MEAN ACCOUNT BALANCE BASED ON AGE GROUP AND GENDER – FUND B
and analyse the effect of a change in
account balance on c, we see a
strictly negative slope for all age
values, which indicates that as
'ENDER
account balance grows, members of
all ages are less likely to allocate all
their funds into the default option.







This is consistent with the results
in Choi, Laibson, Madrian and
&
Metrick (2001b). The slope of c also







increases with age, implying that the







!GE GROUP
probability of older members sticking
to the default option is more
sensitive to their account balance.

NUMBER OF OPTIONS EFFECT

FIGURE 1 IMPACT OF AGE AND MRB

The number of options available to members also affects
members’ decisions whether to invest purely in the default
option. For each new option introduced into the fund, the
odds of default option participation fell by 14.9%.
Looking at Graph 3 (overleaf), we see a sudden and
substantial fall on the sixth year.
We were informed that Fund B made a change to the fund
structure in 2002, and encouraged members to reconsider
their choice given that the default option was also changing.
Hence, we see some sort of information flow to members
that may have triggered a change in members’ behaviour.
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FIGURE 1: Effects of age and account and its balance combined effect on the
probability of 100% allocation to default option. (MRB refers to most recent
account balance.)
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We were interested to see if there was any pattern emerging
as to the time period between switches as this may be an
indicator of a “learning” process.
We looked at the first 6 switches for each member and
grouped all observations beyond the seventh switch
together. The results are shown in Graph 4 (overleaf).
From Graph 4, we see that members took an average
of 1.8 years to make a second investment choice following
their initial asset allocation. If members made a third
investment decision, the average time taken was 1.4 years.
The average time between switches subsequently was
approximately 0.6 years.
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GRAPH 3 PURE DEFAULT OPTION PARTICIPATION RATE

0ERCENTAGE OF MEMBERS

We also tested for the significance of gender on the length
of time it took a member to choose a different asset
allocation and for the effect of the introduction of web-based
access, given that Choi, Laibson and Metrick (2000)
documented that portfolio turnover increased with web
trading being available to 401(k) investors.
In addition to online access, we suggest that an increase in
the number of free switches could incite members to adjust
their asset allocations more frequently, and hence reduce the
amount of time between switches.
The results also confirmed that as a member switches more
often, the mean duration decreases. There is no evidence that
males and females have different expected duration between
switches. However, in Fund B, the time between switches for
the Pre-1997 is on average 29.6% longer than that of the
Post-1997 member group.
Interestingly, the change in fee structure did not reduce the
length of time between switches. This is an indicator that the
increase in the number of free switches does not incite members
to adjust their asset allocations on a more frequent basis.
The increase in the number of free switches for Fund B
members seemed to have reduced the duration between the
initial switch and the second, but not so for all switches.
The same is true for the gender variable for both funds.
As implied in Choi, Laibson and Metrick (2000), online
trading should decrease the time taken to make investment
switches. When online access was introduced in Fund B,
the average time between switches decreased by almost half.
Subsequent to their second switch, there is no statistical
significance between members with different age, gender or
account balance. The expected duration between Pre-1997 and
Post-1997 member groups is also not statistically different
beyond the second switch. Across the different subgroups, the
presence of online access for members decreases the expected
duration between members. It is the only variable that is
consistently significant for all sample groups.
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as their initial choice. Members are also relatively slow to
make a second investment switch, but subsequently they
gradually increase their pace of switching.
Fees associated with investment choices do not seem to
be a major factor in member investment choice, which may
only indicate that transaction costs at current levels do not
appear to be a big impact on members’ decisions.
Our analysis shows that older members with large account
balances are less likely to follow the default option. They also
have a higher probability of making at least one investment
switch in a particular year, and conditional on at least one
switch, make more choices. These results suggest that older
members with large balances are more active, which is
consistent with Agnew, Balduzzi and Sundén (2003), and others.
The data also show that members take a shorter time to
switch with each subsequent switch they make. This is
exacerbated by the introduction of online access. This is
consistent with Choi, Laibson and Metrick (2000) who
document an increase in portfolio turnover with web trading.
Our research shows a small gender difference in the
propensity of members to make at least one investment
choice in a year. However, among members who switch at
least once in a particular year, there is no statistical difference
in the number of switches between males and females. Also,
unlike previous papers, we find no gender difference in the
CONCLUSION
likelihood to follow the default option. A member’s gender
Several results in this paper document the inertia effect.
also does not appear to affect the time between switches.
Members have a high propensity to select the default option
From these results, we find a need for
further research into the significance of
GRAPH 4 MEAN DURATION BETWEEN SWITCHES – FUND B
gender in driving investment choice.
Overall, our analyses suggest that there
may
be generational issues involved in
'ENDER
determining the propensity of members
to make changes to their investment






strategy, to not select the default option
&
or to select the default option positively,






as evidenced by the result that education
!,,
has played some part in the propensity of












members to make changes and that older
6
members have a lower tendency to select
the default option.
From the member’s perspective of
GRAPH 4: Average time between (V – 1)th and Vth switch for Fund B. Figures are in number of days.
“feeling good” or feeling in control,
First row provides mean statistics for male members. Second row provides mean statistics for
member investment choice would seem
female members. Third row provides mean statistics for all members. Last column shows average
duration between 6th and successive switches.
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to be working and desirable. Our analysis is not concerned
with the issue of whether members have made the best
investment decisions, i.e. maximising return at retirement,
and the analysis would need to be judged against this
criteria as well.
Our analysis is broadly consistent with US results which
indicates that investor behaviour is not geopolitically
sensitive, which in itself is surprising given potential
differences that could occur.
The analysis clearly indicates drivers for members of
superannuation funds to make investment decisions which
would provide a direction for further education concerning
any undesirable results. It is quite possible that some of the
factors are covering other deeper issues, and further research
will help to determine the deeper issues in member choice.
Until then, it is open to debate whether members with
investment choice will be better off at retirement.
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