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High fees fleece CPF members of investment returns

Sales commissions, high management fees eat into CPF savings

By Joseph Cherian
Singapore

NE of the recommendations from

the CPF Advisory Panel in August

2016 was the dire need to review
the CPF Investment Scheme (CPFIS). The
scheme currently operates under a retail
model.

As a consequence, CPF members do not
enjoy the economies of scale afforded by in-
stitutional retirement plans like those in the
US, the UK or Netherlands, where the “all-in”
fees for both private- and public-sector
plans are kept to a minimum, and financial
advisers are held to a high fiduciary stand-
ard.

For example, according to the US Invest-
ment Company Institute’s June 2017 study,
the average expense ratio that 401(k) retire-
ment plan members in the US paid for invest-
ing in equity funds in 2000 was 0.77 per
cent. By 2016, the average expense ratio had
fallen to 0.48 per cent.

In comparison, US retail investors paid an
average expense ratio of 1.28 per cent for
identical equity funds offered in non-retire-
ment accounts.

The fees that CPFIS investors pay, on the

other hand, can be as high as 3 per cent in
sales charges for unit trusts and Invest-
ment-Linked Insurance Policies purchased
through financial advisors, and up to 1.75
per cent in total expense ratios for act-
ively-managed funds.

Incidentally, US Federal law requires
those responsible for managing private-sec-
tor retirement plans, such as 401(k) plans, to
be held to a much higher standard than
brokers, and to carry out their fiduciary re-
sponsibilities prudently and in the best in-
terest of the plan’s members.

Among their other duties, fiduciaries
have a responsibility to ensure that the ser-
vices provided to retirement schemes are ne-
cessary, and the costs reasonable.

Similarly, the UK in 2013 banned sales
commissions to reduce the potential for bias
in financial advisers’ product recommenda-
tions.

The Netherlands also removed brokerage
commissions, and shifted from product-
driven sales of financial products towards cli-
ent-centric advice.

After all, every one of these fiduciaries
would acknowledge that high fund ex-
penses and sales-related costs significantly

erode investment returns.

Although the CPF Board has over the
years worked to progressively reduce the re-
current annual all-in fees within the CPFIS,
the fees are still relatively high.

Nevertheless, presumably as a result of
the recommendation of the CPF Advisory
Panel, it was announced in March 2017 that
the Ministry of Manpower and the CPF Board
would be reviewing a few aspects of the CP-
FIS.

The review would include the introduc-
tion of a self- assessment tool with respect to
investor suitability, lowering the cap on
sales charges, and reviewing the types of
funds offered within CPFIS to ensure that
they are appropriate for growing one’s retire-
ment savings.

Additionally, the same authorities would
hopefully also consider introducing mechan-
isms and penalties to prevent the “churning”
of retirement funds, which also erode invest-
ment returns.

Many of the aforementioned countries
and retirement plans have already instituted
such “churning” safeguards.

Of the above, the CPF Board should tackle
the issue of sales charges urgently.

While many have argued that CPFIS is
more suitable for the knowledgeable or soph-

isticated investor who in general does not
need to rely on advisors to pick and choose
financial products, why should anyone pay a
sales charge when a member can already pur-
chase them with CPF monies through online
platforms such as FundSupermart, Navig-
ator and Poems without such charges?

Brokerage-type commissions incentivise
financial advisors to push sales with little or
no regard for the suitability of products for
their customers.

This was true in the Netherlands, the UK
and the US until their federal laws tightened
things up for all fiduciaries, including finan-
cial advisers and retirement plan sponsors.
This is almost certainly true in Singapore as
well.

Sales commissions and high manage-
ment fees eat dramatically into CPF mem-
bers’ retirement savings. Members may not
even be aware how much fees they are pay-
ing.

For example, fora S$10,000 purchase of a
unit trust, the financial advisor gets $$300
right off the bat for the “advice” and selling
he does within the CPFIS. As a consequence,
only $$9,700 goes into the actual invest-
ment.

Additionally, someone who invests
S$$1,000 a year —let’s assume that his returns

are about 6 per centa year —a 1 per cent an-
nual fee will reduce his investment by about
20 per cent at the end of 30 years. This im-
plies that one-fifth of his returns will be fore-
gone due to fees.

[ have three recommendations.

First, both financially-sophisticated and
less financially-savvy CPF members should
earn the risk- and fee-free CPF interest rates
as much as possible.

Second, CPF members should avoid pay-
ing commissions to lower the cost of invest-
ing in the CPFIS, and perhaps wait for the
new Lifetime Retirement Investment
Scheme (LRIS) that would not only help “insti-
tutionalise” the all-in cost of investing, but
also increase the available retirement
products’ inherent sophistication to the
level available in the US, the UK and the Neth-
erlands.

Third, that the CPF Board kindly hurry up
with the reduction - or removal - of all sales
charges within the CPFIS, and then introduce
the LRIS as the CPF Advisory Panel recom-
mended in August 2016.

I The writer is a practice professor and
director of the Centre for Asset Management
Research & Investments at NUS Business
School. He served on the CPF Advisory Panel
from 2014 to 2016.

Source: The Business Times © Singapore Press Holdings Ltd. Permission required for reproduction.



