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EXECUTIVE
SUMMARY
Australia is a prosperous country. Yet many Australian
households face formidable financial challenges, which
include over-indebtedness, underfunding of retirement,
under-insurance and financial exclusion. About twothirds of Australians face some level of financial
vulnerability and stress.
At the same time, seismic shifts in society – including
cultural, economic, and technological and environmental
changes – may exacerbate these financial challenges and
add new ones.
Financial challenges are prominent in people’s minds. In
Australia, financial concerns are the number one concern
among young people and are the second biggest concern
after climate change among older Australians.
Meanwhile, the Australian financial sector faces a
number of institutional challenges. First, the sector has
been plagued by widespread, systemic misconduct, as
reported by the Royal Commission into Misconduct in
the Banking, Superannuation and Financial Services
Industry (Royal Commission). A nationally representative
study commissioned by The University of Melbourne in
the wake of the Royal Commission found that over half
the population (54% of Australians) had been negatively
affected by misconduct and other issues with financial
service providers over the past five years.
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In addition to misconduct issues, previous inquiries have
also reported that the Australian financial system suffers
from other inefficiencies. These include high fees for
payments, high costs associated with the management
of superannuation accounts and often low quality of
financial advice. An even bigger concern is the allocation
of certain major financial risks in the Australian
economy. For example, Australian households effectively
do not have access to long-term (5+ years) fixed-rate
mortgages. Similarly, most Australians no longer have
access to defined-benefit retirement savings products.
This means that many major financial risks are being
borne by individuals and households, the entities in the
economy likely to be least capable of managing such
risks. Again, the associated economic inefficiencies are
likely substantial.
In the past, policymakers relied primarily on market
forces to achieve welfare maximisation. The theoretical
framework was one of rational actors operating in
perfectly competitive and informationally efficient
markets. Even though this framework often does not
apply to today’s financial markets, it remains the basis of
many public-policy initiatives and regulatory measures.
This is complicated by the fact that Australia has a highly
complex and fragmented legal and regulatory system
that imposes different obligations and requirements
depending on the area of finance in question, often
leading to confusion and inertia due to lack of legal
clarity and coherence. Experience—and numerous
inquiries (including the Royal Commission)—has
revealed the limitations of the existing policy and
regulatory approach to personal finance.

To improve the financial
wellbeing of Australians,
the finance sector needs
to rediscover its purpose—
serving the community
In this white paper, we propose an alternative approach
for the Australian personal finance sector. We argue that in
order to improve outcomes for Australians, the sector needs
to rediscover its purpose—serving the community. Its core
objective as it relates to personal finances ought to be the
improvement of individual financial wellbeing, which in
turn should be the guiding principle in government policy,
regulation and technology. In order to fulfil its purpose, the
financial sector needs to be effective, sustainable, inclusive,
safe and ethical.
We consider financial wellbeing as a service outcome
that is created by multiple actors, including customers,
banks, regulators, professionals, superannuation funds
and community organisations, interacting with each other.
This means that financial wellbeing is co-created but also
influenced by factors outside a person’s control. Improving
financial wellbeing in a sustainable way therefore requires
a holistic approach. It also needs to be evidence-based and
grounded in science.
In order to align the sector with its core objective—
improving individual financial wellbeing— five key steps
will need to be taken. First, Australia needs to develop and
widely adopt a National Financial Wellbeing Framework
(the Framework) that defines the aspects of financial
wellbeing and how they are measured. The Framework
would serve a number of functions, including agreement
amongst stakeholders on the financial wellbeing outcomes
that matter. We also propose the establishment of a
National Financial Wellbeing Agency (the Agency), which
would be responsible for whole-of-system coordination and
guiding of actions on financial wellbeing in Australia. This
Agency would coordinate across sectors and institutions,
including regulators, financial firms, technology firms,
consumer groups and universities.

Second, the financial capabilities of Australians need to be
developed and fostered. Individual financial capabilities are
an important determinant of financial wellbeing. To build
individual financial skills, we propose the introduction of
compulsory, nationwide, evidence-based financial literacy
training in schools. Financial literacy training should also be
offered at TAFE and in universities.
It needs to be recognised, however, that there is a limit to
the development of individual financial skills. Therefore,
in addition to building individual skills, it is necessary
to design the financial system such that it can work for
people, given the complexities of the decisions they have
to make. To this end, we propose the introduction of free
basic financial health checks and advice for all Australians
at critical points in a person’s life cycle. At the same time,
free financial counselling should be readily available to all
Australians when they need it.
In addition, research will need to be conducted on how
existing and emerging technologies can be harnessed
to improve financial capabilities on an ongoing basis.
Technology needs to be better utilised to achieve interactive
or ‘smart’ disclosure of information and to better support
financial decision-making. However, it is important that
the ethical consequences of innovation be considered
and debated as technical solutions are developed and
before they are deployed. Importantly, any policy measure
regarding financial capability should be evidence-based and
road-tested during the design stage, before implementation.
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A key goal ought to be to
re-establish people’s trust
in the Australian finance
sector. Trust is the lifeblood
of the financial system.
Third, the financial sector needs to be realigned with its
purpose and adopt a service-centric co-creation approach.
We propose that customer contracts, and the rights and
obligations of the parties under such contracts, should
be fair, transparent and capable of being assessed by
the individual as to whether a given contract is expected
to enhance his or her financial wellbeing. Contractual
documentation should be evidence-based and road-tested
to ensure that it is effective and fit for purpose. We also
propose that the Framework should become the basis for
professional standards in financial services and regulation,
including the provision of advice.
To address financial exclusion and predatory pricing, we
propose that basic financial services be designated as
essential services on a national basis and treated as such to
ensure universal access and fair pricing. Furthermore, legal
and regulatory requirements should ensure that similar
services are priced on a similar basis.
Fourth, relevant laws and regulations need to be
adapted and strengthened and be put to the service of
improvements in financial wellbeing. More specifically,
we propose that legislation, in particular Chapter 7 of the
Corporations Act, should be simplified, and that exceptions
and qualifications should be eliminated to the greatest
possible extent. We also suggest that it is necessary to
move beyond prescriptive, rules-based regulation towards
principles-based, outcomes-focused regulation that is
supported by regulatory guidance. Importantly, we propose
that financial service providers should be subject to a duty
to consider financial wellbeing in performing their functions
and providing their services; in particular, they should be
required to consider what impact a course of action would
have, or would be reasonably likely to have, on the financial
wellbeing of an individual.
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And finally, technology must be employed so that it
supports rather than hinders the advancement of financial
wellbeing. We suggest that increases in data-sharing
must be balanced by stronger privacy protection as has
occurred in the EU and that Australia should adopt similar
protections offered by the EU’s General Data Protection
Regulation. We also propose that financial institutions
should be required to give access to a public application
program interface for algorithms that determine the terms
and conditions of financial services. Further, we propose
that in the absence of a chartered body for data science,
financial service companies should establish an industry
code of conduct that requires customer data to be used only
within a consent framework and in a manner that is not
detrimental to the financial wellbeing of the customer.
For firms and others who provide financial advice and
financial services, meeting regulatory duties such as acting
in a customer’s best interests – which we define as part of
the process of co-creating financial wellbeing – will give rise
to mutually beneficial outcomes. This is because it provides
a shared purpose that goes beyond a profit-driven goal,
which may provide short-term gains but does not lead to
sustainable outcomes or the maintenance of a sustainable
ecosystem.

The economic benefits alone of the approach proposed
in this white paper would be substantial. But there would
also be wider benefits for individuals and the community.
Financial wellbeing is associated with both physical
and mental wellbeing. Improving financial wellbeing of
Australians can be expected to have positive effects on
overall wellbeing, not only for individuals but also for their
families, with follow-on effects on health, education and
workplace productivity, among others.
Australia also has an opportunity to become a global leader
in the finance sector. Implementation of the Framework
would stipulate wide-ranging innovation in the sector,
with the potential to make Australia a global leader in
personal finance. New business models, technologies as
well as legal and regulatory frameworks could be exported,
strengthening the local finance sector, with potentially
wide-ranging benefits for the Australian economy.
Government, industry, regulators, everyday Australians and
other stakeholders will need to work together if we want
to succeed in achieving lasting improvement of financial
wellbeing and securing long-term prosperity for the sector
and the Australian people.

Improving the effectiveness of the Australian personal
finance sector – by putting it in the service of improving
financial wellbeing and by helping Australians address
the financial challenges they face – presents an enormous
opportunity. A key goal ought to be to re-establish people’s
trust in the Australian finance sector. Trust is the lifeblood
of the financial system. It must be earned through positive
behaviour; for the finance sector, this means behaviour that
is aligned with people’s financial wellbeing.

Executive Summary
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OVERVIEW OF
PROPOSITIONS
PURPOSE STATEMENT
Proposition 1. The purpose of the financial sector is
to serve the community. Its core objective as it relates
to personal finances ought to be the improvement of
individual financial wellbeing, which in turn should be the
guiding principle in government policy, regulation and
technology in this regard. In order to fulfil its purpose, the
financial sector needs to be effective, sustainable, inclusive,
safe and ethical.

IMPLEMENTING A NATIONAL FINANCIAL
WELLBEING FRAMEWORK
Proposition 2. Australia needs to develop and widely adopt
a National Financial Wellbeing Framework (the Framework)
that defines the aspects of financial wellbeing and how they
are measured.

Proposition 4. A government advisory group should be
established to advise the government on its financial
wellbeing strategy, representing all key stakeholder groups.
Read more on page 25.

BUILDING FINANCIAL CAPABILITIES OF
INDIVIDUALS AND HOUSEHOLDS
Proposition 5. The financial capabilities of Australians need
to be developed and fostered.
Read more on page 26.

Read more on page 24.

Read more on page 21.

Proposition 3. A National Financial Wellbeing Agency
(the Agency) should be established with a mandate to
improve financial wellbeing in the Australian population.
Read more on page 25.

Proposition 6. Compulsory, nation-wide, evidence-based
financial literacy training should be introduced in schools.
Financial literacy training should also be offered at TAFE
and in universities.
Read more on page 27.
Proposition 7. Free basic financial health checks and
advice should be available to all Australians at critical
points in a person’s life-cycle.
Read more on page 27.
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Proposition 8. Free financial counselling should be readily
available to all Australians when they need it.
Read more on page 28.

REALIGNING THE STRUCTURE OF THE FINANCIAL
SECTOR
Proposition 13. Customer contracts, and the rights and
obligations of the parties under such contracts, should
be fair, transparent and capable of being assessed by the
individual by reference to his or her financial wellbeing.
Contractual documentation should be evidence-based and
road-tested to ensure that it is effective and fit for purpose.

Proposition 17. Legal and regulatory requirements should
ensure that similar services (e.g. services with similar riskreturn profiles that serve a similar purpose) are priced on a
similar basis. There should be appropriate pricing constraints
on credit and financial products to avoid predatory behaviour,
excessive rent seeking, extortion and inequitable outcomes.

STRENGTHENING LAWS AND REGULATION
Proposition 18. Legislation should be simplified, and
exceptions and qualifications should be eliminated to the
greatest possible extent.
Read more on page 32.

Read more on page 32.

Read more on page 31.
Proposition 14. One or more national research centres
should be established to support the finance sector in
service and technological innovation.
Read more on page 31.
Proposition 9. Research on how existing and emerging
technologies can be used to improve financial capabilities
should be conducted on an ongoing basis.

Proposition 19. It is necessary to move beyond
prescriptive, rules-based regulation towards principlesbased, outcomes-focused regulation, which is supported by
regulatory guidance.

Read more on page 28.
Proposition 10. The ethical consequences of innovation
should be considered and debated as technical solutions
are developed and before they are deployed.

Read more on page 32.

Read more on page 28.
Proposition 11. Technology needs to be utilised better to
achieve interactive or “smarter” disclosure of information
and better support financial decision-making.
Read more on page 28.

Proposition 15. The Framework should become the
basis for professional standards in financial services and
regulation, including the provision of advice.
Proposition 16. Basic financial services (transaction
accounts, basic forms of credit and insurance) should be
designated as essential services on a national basis and be
treated as such to ensure universal access and fair pricing
(e.g. on a cost-recovery basis).

Proposition 20. Financial service providers should
be subject to a duty to consider financial wellbeing in
performing their functions and providing their services; in
particular, they should be required to consider what impact
a course of action would have, or would be reasonably likely
to have, on the financial wellbeing of an individual.
Read more on page 34.

Read more on page 32.

Proposition 12. Any policy measure regarding financial
capability should be evidence-based and road-tested during
the design stage, that is, before it is implemented.
Read more on page 28.
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MAKING TECHNOLOGY USEFUL AND SAFE
Proposition 21. Increases in data sharing must be balanced
by stronger privacy protection, as has occurred in the EU.
Australia should adopt similar protections offered by the
GDPR, in particular a right to deletion and a more accurate
definition of de-identification, one that recognises the
possibility of re-identification by considering de-identified
data as continuing to be personal data.
Read more on page 35.

Proposition 23. In the absence of a chartered body for data
science, financial service companies should establish an
industry code of conduct that requires greater transparency
in relation to the use of algorithms and an industry code
of conduct that requires customer data to be used only
within a consent framework and in a manner that is not
detrimental to the financial wellbeing of the customer.
Both companies and their employees should be signatories
of the code, with independent oversight and accreditation
undertaken to provide public assurance of compliance.
Read more on page 36.

Proposition 22. Financial institutions should be required to
give access to a public Application Program Interface (API)
for algorithms that determine the terms and conditions of
financial services. This would allow for
a.

public and regulatory evaluations of fairness;

b.

commercial sensitivity (the exact algorithm would
remain private);

c.

customers to analyse how changes in behaviours or
holdings will affect their access to financial services.

A hierarchy of customer data variables should be
defined to allow comparability and reproducibility of
algorithmic results.
Read more on page 35.
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Finance is an integral part of our lives and our society. It solves major
personal and societal problems. Without access to basic financial services,
such as a transaction account or basic forms of credit, people cannot fully
participate in a modern economy. Finance has been and will continue to be
a crucial cofactor in promoting human prosperity.1

Australia is a prosperous country. We enjoy some of the highest
living standards in the world. In 2018, following twenty-seven
consecutive years of economic growth, Australia overtook
Switzerland as the country with the highest median wealth.2
Australia is estimated to have the eleventh highest gross
domestic product per capita in the world and has been ranked
ninth in the world in overall prosperity.3 The Australian finance
sector has played an important role in creating this prosperity.
It is considered to be relatively resilient to stress and benefits
from a robust regulatory framework.4 Superannuation assets
have grown to $2.8 trillion,5 making it one of the largest
retirement income systems in the world and reportedly one
of the most sustainable.6 In short, on a number of financial
measures, Australia is performing very well relative to the rest
of the world.7
Yet, many Australians face major financial challenges. Australia
has one of the highest levels of household indebtedness
among OECD countries.8 The level of household debt is
considered to be one of the major threats to financial stability
in Australia, making Australia one of the most financially
vulnerable countries in the world.9 It has been estimated that
95% of Australian families are currently underinsured10 while
facing many existing and emerging financial risks, such as

risks related to climate change.11 Australia has the highest
old-age poverty rate among OECD countries, about twice as
high as the OECD average.12 Most working Australians are
considered to have inadequate retirement savings13 and
many have inadequate savings to deal with financial shocks.14
Moreover, a significant proportion of Australians are fully or
partially excluded from basic financial services, particularly
basic forms of credit and insurance—preventing them from
full participation in the economy and exposing them to
exploitation and financial distress15—and many are ‘underbanked’.16 About two-thirds of Australians face some level of
financial vulnerability and stress.17
At the same time, society and the global economy are
experiencing a major transition, sometimes referred to
as a ‘revolution in humanity’,18 which refers to a set of
seismic shifts in society, including cultural trends, economic
transitions and technological developments (see Box A – The
Revolution in Humanity). It is believed that the revolution in
humanity will change society as profoundly as the Industrial
Revolution.19 Indeed, it may exacerbate the financial
challenges of households described above and add new
ones.

THE REVOLUTION IN HUMANITY
The term revolution in humanity refers to a set of seismic shifts, including: cultural trends, such as the trend towards a culture of
immediacy and a quest for eternity20; economic trends, such as the changing nature of employment (e.g. the gig economy) and
stagnant wage growth21; the transition from a resource-based towards a knowledge-based economy in Australia and the digital
transformation of the economy; environmental trends, such as the increased occurrence and severity of extreme weather events
due to climate change; technological trends, such as the development of AI and the Internet of Things; social trends, such as
total global connectedness through the Internet22 and the rise of political extremism23; demographic trends, such as the ageing
of populations and mass-migration; and political trends, such as the power shift towards Asia.
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Financial challenges are also prominent in people’s minds. In
Australia, financial concerns are the number one concern among
young people, and are the second biggest concern after climate
change among older Australians.24 A person’s financial situation
is a significant determinant of overall wellbeing,25 including
physical wellbeing, mental health, relationships and job
performance.26 Financial stress is associated with low immunity
and insomnia as well as depression, anxiety and suicide.27 In
addition, financial stress has been named the most common
reason for relationship breakdowns in Australia,28 and has
established links with domestic violence.29 Overall, the influence
of perceived financial wellbeing on overall wellbeing is similar in
magnitude to the combined effect of other life domains.30
At the same time, the Australian financial sector faces a number
of institutional challenges. First, the sector has been plagued
by widespread, systemic misconduct, as reported by the Royal
Commission into Misconduct in the Banking, Superannuation
and Financial Services Industry (Royal Commission).31 These
issues include irresponsible lending, provision of conflicted
advice and charging of fees for no service. A nationally
representative study commissioned by The University of
Melbourne in the wake of the Royal Commission found that over
half the population (54% of Australians) had been negatively
affected by misconduct and other issues with financial service
providers over the past five years. The combined costs to
Australian households of these issues is estimated at $201 billion,32
while remediation costs to industry as a result of the Royal
Commission have been estimated at $10 billion.33
The misconduct scandals have led to a substantial erosion of
trust in Australian financial institutions. Only about one in five
Australians believe that banks in general have their customers’
interests at heart or that they behave ethically.34 Only about one
in four believe that banks in general will keep their promises.35
This lack of trust negatively affects people’s behaviour. The
most common response when asked what was holding people
back from improving their financial situation was ‘I do not trust
financial institutions or advisers’.36 Since the financial sector is
based on trust,37 its erosion can be considered a systemic risk and
may lead to financial instability.
In addition to misconduct issues, previous inquiries have also
reported that the Australian financial system suffers from other
inefficiencies. These include high fees for payments,38 high costs
associated with the management of superannuation accounts39
and often low quality of financial advice.40
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An even bigger concern is the allocation of certain major
financial risks in the Australian economy. For example, Australian
households effectively do not have access to long-term (5+
years) fixed-rate mortgages. Similarly, most Australians no longer
have access to defined-benefit retirement savings products.
This means that many major financial risks are being borne by
individuals and households, the entities in the economy likely to
be least capable of managing such risks.41 Again, the associated
economic inefficiencies are likely substantial.
In the past, policymakers relied primarily on market forces to
achieve welfare maximisation. The theoretical framework was
one of rational actors operating in perfectly competitive and
informationally efficient markets. However, the financial sector
in particular faces a number of critical challenges. First, financial
markets experience often severe informational problems, in
particular, information asymmetries and conflicts of interest.
The market for financial products and services involves ‘credence
claims’; that is, claims the quality of which is hard to evaluate
at the time of purchase.42 The nature of financial products and
services as credence claims, when combined with powerful
conflicts of interest induced by a ‘sales culture’, can explain many
of the misconduct issues reported by the Royal Commission.
Relatedly, many financial products and services—and hence the
decisions around them—are highly complex.43 At the same time,
decision-makers have limited cognitive resources and exhibit
so-called cognitive biases.44 In practice, this often leaves a gap
between the cognitive capacities people have, often combined
with low levels of financial literacy, and the capacity required
to make informed financial decisions.45 Indeed, following
‘I do not trust financial institutions or advisors’, the second
most cited reason stopping Australians from improving their
financial situations was that ‘Thinking about my finances is
overwhelming’.46
In addition, financial markets often exhibit one or more market
imperfections, such as substantial barriers to entry, economies
of scale and scope as well as externalities, which can lead to
non-competitive market structures and market failure. Indeed,
many financial markets in Australia, including the market
for mortgages, are considered oligopolistic, leading to rent
extraction.47

All of this means that the traditional theoretical framework
of rational actors operating in perfectly competitive and
informationally efficient markets does not apply to today’s
financial markets. However, to this day, many public-policy
initiatives and regulatory measures are still based on it.
This is complicated by the fact that Australia has a highly
complex and fragmented legal and regulatory system that
imposes different obligations and requirements depending on
the area in question (e.g. financial advice, financial products,
credit and life insurance), often leading to confusion and inertia
due to lack of legal clarity and coherence.
Experience—and numerous inquiries (including the Royal
Commission)—has revealed the limitations of the existing policy
and regulatory approach to personal finance. This approach has
typically involved a combination of four measures: (1) disclosure
(which in theory should provide individuals with the information
necessary to allow them to make an informed decision); (2)
access to financial advice on a fee-paying basis; (3) efforts to
improve the financial literacy and capabilities of individuals;
and (4) regulation that imposes a ‘best interests’ duty on
advisors who provide personal advice and a range of other
obligations and requirements (e.g. responsible lending principles
that impose a ‘not unsuitable’ test in relation to the provision
of credit).
Both alone and in combination with the others, each of these
measures has proven deficient in achieving the desired outcomes
for individuals. A new approach is needed.
This white paper argues that in order to improve outcomes for
Australians, the sector needs to rediscover its purpose—serving
the community. The white paper is premised on the claim that
the core objective of the sector as it relates to personal finance
should be the improvement of individual financial wellbeing.
At The University of Melbourne, an interdisciplinary team of
academics has been developing an alternative way forward
based on this premise. In this white paper, we propose a
preliminary road map with a number of propositions and key
steps that are necessary to get the sector to best fulfil its purpose,
given the challenges it faces and the environment in which it

operates. This vision was formed over the course of eighteen
months. It was inspired by academic research in finance,
economics, service science, decision science, law and regulation,
and technology. It is outcome-focused and institution-agnostic;
that is, agnostic with regards to the particular institutions that
will deliver those outcomes. It was developed with a ten-year
horizon in mind.
The vision was informed by stakeholder consultations with
industry leaders, regulators, consumer advocates, legal and
other professionals, consultants and academics. Consumer
research was also conducted, which included focus groups and a
nationally representative survey.42
We hope this white paper will generate lively debate and inspire
action. Given that the sector encompasses many people and
institutions, we take a whole-of-systems approach, which leads
us to a whole-of-systems solution. One action or institution
alone will not succeed in changing the course of the sector.
Government, industry, regulators and everyday Australians will
need to work together if we are to improve financial wellbeing
and secure long-term prosperity for the sector and for the
Australian people.
This white paper would not have been possible without the
support of a large number of people. We would like to thank all
the participants in the consultation sessions. We would also like
to acknowledge the support of our colleagues at the University
of Melbourne and elsewhere, for which we are very grateful. We
would like to thank in particular Professor Mark Cassidy, Dean
of the Melbourne School of Engineering, Professor Paul Kofman,
Dean of the Faculty of Business and Economics, Professor Pip
Nicholson, Dean of Melbourne Law School, as well as Fiona Bell,
Radha Thomas, Professor Andrew Turpin and our colleagues
in Advancement, External Relations and Research, Industry
and Commercialisation who helped with various aspects of the
project. Finally, we would like to thank Ken Roberts, Dr Jelena
Dodic and Rebekah Antonucci from Forethought Research.
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FINFUTURE:
RETHINKING [CHAPTER 2]
THE FUTURE OF
PERSONAL FINANCE

Purpose

A healthy economy requires
a healthy financial sector that
is at the service of people as they
pursue better lives for themselves
and their children.
Christine Lagarde
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Proposition 1. The purpose of the financial sector is
to serve the community. Its core objective as it relates
to personal finances ought to be the improvement of
individual financial wellbeing, which in turn should be the
guiding principle in government policy, regulation and
technology in this regard. In order to fulfil its purpose,
the financial sector needs to be effective, sustainable,
inclusive, safe and ethical.

Co-creating financial wellbeing
For the purposes of this white paper, we define financial wellbeing
as ‘the extent to which people both perceive and have: (1)
financial outcomes that meet their financial needs; (2) financial
freedom to make choices that allow them to enjoy life; (3) control
of their finances; and (4) financial security—now, in the future
and under possible adverse circumstances’.49 The definition
takes into account people’s motivations and needs for good
financial outcomes. It incorporates elements of meeting financial
obligations and responsibilities, having discretionary spending,
being in control and establishing financial security. It also
acknowledges the temporality of financial wellbeing as something
that is not static but dynamic and related to ideas about the now
as well as the future (see Box B – What is Financial Wellbeing?).

Chapter 2
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WHAT IS FINANCIAL WELLBEING?
Despite the plethora of empirical research demonstrating
the importance of financial wellbeing, there is no widely
accepted measure, definition or framework. Attempts to
calculate financial wellbeing have varied notably in terms
of whether they prioritise objective measures, such as
level of debt, savings and income, or subjective measures,
such as how a person feels about their financial situation.50
To this end, exclusively objective measures of financial
wellbeing have proven to be limited.51 This is largely
because financial wellbeing is a multi-value concept that
is influenced by a range of beliefs, attitudes and abilities,
as well as behavioural, social and contextual factors.
Because of its complexity, studies that only use objective
measures fail to account for the way in which financial
wellbeing is experienced. Indeed, two people with objectively
similar financial situations may report markedly different
assessments of their financial wellbeing. To understand and
influence financial wellbeing, therefore, subjective measures
are important.
Further considerations regarding definitions of financial
wellbeing are temporal. Wellbeing, as opposed to wellness or
health, implies an ongoing experience, rather than something
static in time.52 Therefore, how people are placed to address
the financial situation of the present as well as the future
must be reflected in definitions of financial wellbeing.
For this reason, Bruggen et al (2017) have defined financial
wellbeing as ‘the perception of being able to sustain current
and anticipated desired living standards and financial
freedom’.53 This perception in turn is dynamic and will
change over time. These changes may be a result of personal,
situational or external factors, such as the death of a partner,
fluctuations in the economy or even as a result of subtle
changes in an individual’s attitudes and beliefs.
Finally, frameworks to underpin such definitions should
be country-specific. In a Norwegian study, considerations
regarding long-term financial security were deemed
secondary to three core elements of financial wellbeing:
financial resilience, ability to meet financial commitments
and comfort.54 This was explained in terms of Norway’s
world-leading retirement provisions.
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In Australia, two recent studies of financial wellbeing
represent significant contributions to this growing body of
research: Muir et al (2017) and Comerton-Forde et al. (2018).
The first study adopted an ‘ecological systems approach’,
to take into account not only individual but household,
community and societal factors.55 This study defined financial
wellbeing as ‘when a person is able to meet expenses and has
some money left over, is in control of their finances and feels
financially secure, now and in the future’.56
The second study integrated reported (subjective) measures
of financial wellbeing (as captured by an online survey) with
observed (objective) measures (derived from CBA customer
financial records). In this study, financial wellbeing is defined
as ‘the extent to which people both perceive and have: (1)
financial outcomes in which they meet their financial needs;
(2) financial freedom to make choices that allow them to
enjoy life; (3) control of their finances; and (4) financial
security – now, in the future, and under possible adverse
circumstances’.57 This conceptual framework, which also
separates determinants from financial wellbeing outcomes, is
the framework adopted in this white paper.
Importantly, observed (objective) and reported (subjective)
financial wellbeing differ significantly between Australians.58
Indeed, some Australians over-reported their financial
wellbeing (relative to their observed financial wellbeing)
while others gave low reported ratings on financial
wellbeing measures that were in discord with their high
observed financial wellbeing. This suggests that studies
which rely solely on self-reported measures (or indeed,
solely on observed measures) may be limited in terms of
understanding financial wellbeing.
In conclusion, while significant and important work has
been conducted to understand financial wellbeing, more
work will need to be done. One key avenue of research
is the identification and characterisation of the causal
determinants of financial wellbeing. Other research should
examine the relation between observed and reported
financial wellbeing measures. Another important area is
intervention design.
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Figure 1: CBA-MI, ‘The CBA-MI Conceptual Model of the Determinants of Financial Wellbeing Outcomes’

The above definition of financial wellbeing has been
operationalised and applied to Australians’ financial data.59
Only one in eight Australians reported that they were ‘doing
great’ financially. Half of them reported they were ‘getting by’,
about one in three were ‘just coping’ and about one in ten
were ‘having trouble’.60
According to this definition, financial wellbeing is affected by:
(1) personal and household characteristics, such as economic
resources, personal capabilities and preferences; (2) external
conditions, such as economic conditions, access to financial
services, social support and social norms; and (3) financial
behaviours, such as financial management, savings habits
and investing (see Figure 1).61
In addition to this definition, we conceptualise financial
wellbeing as an outcome which involves multiple actors
including customers, banks, regulators, professionals,
superannuation funds and community organisations, interacting
with each other. Through this interaction, financial wellbeing is
co-created.
This view of personal finance is in stark contrast to the model
the financial service industry has been operating under over
the past several decades, which has been product-centric
and sales-focussed. In contrast, a co-creation approach
argues that service forms the basis of all economic exchange
where62 service is defined as the ‘application of competencies
(knowledge and skills) for the benefit of another’.63 Economic
exchange is consequently driven by the process of individuals

applying specialised competencies for their and others’
benefit.64 Adopting a service-centric approach therefore sees
financial wellbeing, a valuable outcome, as co-created, rather
than something that is delivered from one actor (i.e. a bank) to
another (i.e. a customer).
In order to align the sector with its core objective—improving
individual financial wellbeing— five key steps will need to be
taken. First, Australia needs to develop and widely adopt a
national financial wellbeing framework that defines the aspects
of financial wellbeing and how they are measured. Second, the
financial capabilities of Australians need to be developed and
fostered. Third, the financial sector needs to be realigned with
its purpose and adopt a service-centric co-creation approach.
Fourth, relevant laws and regulations need to be adapted and
strengthened and be put to the service of improvements in
financial wellbeing. And finally, technology must be employed so
that it supports rather than hinders the advancement of financial
wellbeing.
In the remainder of this chapter, we discuss each of the five steps
in more detail.
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Implementing a national financial
wellbeing framework
Proposition 2. Australia needs to develop and adopt a
National Financial Wellbeing Framework (the Framework)
that defines the aspects of financial wellbeing and how
they are measured.
In order to realign the personal finance sector with its purpose—
the improvement of individual financial wellbeing—all those
affected need to agree on the outcomes that matter. This
includes everyday Australians and all relevant institutions and
organisations which play roles in the financial services sector.
Improvement of Australian’s financial wellbeing is the core
function of the Framework but it would also serve a number of
more specific purposes.
First, by providing guidance around what the key dimensions
of financial wellbeing are and how they are measured, the
Framework would help Australians manage their finances. It
would indicate which aspects of their finances matter and in
what ways. As a planning tool, it would make it easier for people
to assess their personal financial situation. Making it easier for
people to assess their current financial situation and to plan their
finances is an important step for improving individual financial
capabilities.
One pertinent example is retirement funding. Since the
introduction of compulsory superannuation in 1992, the degree
of responsibility that individuals have to take with regards to
retirement funding has been increasing. For example, individuals
have to decide how to allocate their superannuation assets.
They also have to determine an appropriate level of savings
throughout their lifetime to ensure an adequate income during
retirement. These decisions are complex financial decisions. One
important aspect of the planning process is the projection, at
any point in a person’s life, of the expected level of retirement
income, given one’s financial status. The required calculations
are complicated, particularly if one wants to take risk into
account. At present, there is no agreed way of performing
such calculations. Although a number of online calculators
are available, for example, on the websites of superannuation
funds and on the MoneySmart website, these calculators differ
in the algorithms they use and the assumptions they make.
Using different calculators therefore may lead to vastly different
results. This is one example where a commonly agreed procedure
(in the form of an industry standard) would greatly facilitate an
important aspect of financial planning. The Framework would
provide such a standard.
Second, the Framework would provide the basis for populationlevel measuring and monitoring of financial wellbeing. For the
avoidance of doubt, any such measuring or monitoring would
be performed on aggregate statistics representing the nation
as a whole, and would not be performed on individuals. This
would allow changes to be tracked over time and systemic
problems to be identified. It would provide a basis for measuring
the prevalence of financial issues and help to estimate the
burden caused. It would also allow the early identification of
issues so that they could be addressed immediately or (ideally)
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prevented.65 Thus, the framework would fulfil the same functions
as similar frameworks in public health.66 The data could be
shared with other government agencies, such as the Australian
Securities and Investments Commission (ASIC), the Australian
Prudential Regulation Authority (APRA), the Reserve Bank of
Australia (RBA) or the Department of Social Services, as well as
research organisations.
Third, the Framework would provide the basis for creating a
high-quality evidence base about the current state of financial
wellbeing or the influence of various factors, such as household
characteristics, on financial wellbeing. This evidence base
could be used for intervention design, development of financial
training, design of financial health checks and related advice,
and regulation, among others.
Fourth, the Framework would become the basis for new laws and
regulations in personal finance. It would give substance to, and
allow the operationalisation of, concepts such as ‘best interests’
and ‘not unsuitable’, making them more effective. Without
proper operationalisation, these concepts can be vacuous and
lead to legal uncertainty. The Framework would also become
the basis for the design of professional standards as well as new
technologies.
We have started to see tentative moves in regulation towards
such a framework with the adoption of the responsible lending
obligations, which require credit providers to ensure that credit is
‘not unsuitable’ for the consumer.67 Further moves are reflected
in the design and distribution obligations, which require issuers
and distributors to ensure that financial products are sold only
to customers for whom the product is ‘appropriate’.68 However,
the focus of these requirements is on whether a product ‘would
likely be consistent with the likely objectives, financial situation
and needs of a retail client’69 as a class and does not deal with
the issue of appropriateness at an individual or household level.
The Framework would enable these outcomes to be realised at
the individual level.
The development of the Framework should build on existing
work in this area. Several conceptualisations of financial
wellbeing in the Australian context have been proposed
(see ‘What Is Financial Wellbeing’ on page 22).70
However, existing frameworks will need to be refined in order to
become more comprehensive and cover all relevant aspects of
financial wellbeing in a robust way. Important future work will
need to identify the determinants of financial wellbeing, and the
relation of financial wellbeing to other aspects of wellbeing.
Importantly, the purpose of the Framework would be descriptive
but not prescriptive. In particular, it would not prescribe levels of
financial wellbeing for Australians. Instead, the intention of the
Framework would be to help people prosper by helping them to
make the right financial decisions in order to achieve the highest
possible level of financial wellbeing for themselves, given their
individual preferences. Put simply, it would help people achieve
a good life but not prescribe what a good life looks like.71

Figure 2: Functions of the proposed FinFuture Agency
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Proposition 3. A National Financial Wellbeing Agency
(the Agency) should be established with the mandate of
improving financial wellbeing in the Australian population.
The new agency would be responsible for whole-of-system
coordination and guiding of actions on financial wellbeing in
Australia. Experience to date72 suggests that a whole-of-system
approach is necessary in order to achieve good financial
wellbeing for Australians. The Agency would coordinate across
sectors and institutions, including regulators, financial firms,
technology firms, consumer groups and universities.
The Agency would have several core functions. First, it would
develop and have ownership within government of the
government’s national financial wellbeing strategy. Second, it
would develop and maintain the Framework (see Proposition 2).
The agency would also be responsible for ongoing measurement
and monitoring of financial wellbeing at a population level.
Certain aspects of this function, such as retirement income
modelling, are currently performed by other agencies and should
be moved to the new Agency.
A third important function would be a research function to
identify the determinants of financial wellbeing as well as
interventions to improve financial wellbeing and prevent
harm. This function could be performed in coordination with
universities and other research organisations.
The fourth important function would be a prevention function.
As part of this function, the Agency would be responsible for
the development and deployment of measures to prevent
harm. The identification and design of interventions would be
enabled by the monitoring function described above. As part of
the prevention function, the Agency would develop a national
service that offers free basic financial health checks and advice
to all Australians at critical points in their life cycle (see
Proposition 7). The Agency would also assume responsibility for
overseeing the Australia-wide provision of financial counselling
(Proposition 8).

A fifth function would be ownership and implementation of
the national financial capability strategy (see Proposition 5).
This function should be delivered as part of a whole-of-system
approach under the umbrella of the Agency.
Another function would be responsibility for fostering financial
innovation in Australia through the design of effective policies
and the funding of research projects in this area. Research
on measuring financial wellbeing, intervention design and
on financial innovation should be facilitated through the
establishment of a new substantial targeted funding program
(FinFuture Fund), similar in scale to the Medical Research Future
Fund.
In addition, the Agency would oversee consumer protection in
the area of personal finance. This would allow the coordination
and integration of consumer protection functions currently
distributed across multiple agencies, such as the Australian
Competition and Consumer Commission (ACCC) and ASIC, which
should improve the effectiveness of consumer protection in
Australia.
Moreover, the Agency would oversee the development of, and
monitor compliance with, professional standards in the personal
finance sector (see Proposition 15).
Finally, the Agency would assume responsibility for the
accreditation of individuals and organisations providing financial
advice in Australia.
Proposition 4. A government advisory group should be
established to advise the government on its financial
wellbeing strategy, representing all key stakeholder groups.
Given that financial wellbeing is co-created by a large number
of people and organisations and requires a whole-of-system
approach, government will need to ensure that its actions reflect
the needs of all those affected. A government advisory group on
financial wellbeing would provide a mechanism to seek input
from stakeholders on an ongoing basis.
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We are moving from
reactive to proactive
regulation, as seen in the
design and distribution
obligations. … We need to
be clear about personal
responsibility.
Consulted person

Building financial capabilities for individuals
and households

Proposition 5. The financial capabilities of Australians
need to be developed and fostered.

Individual financial capabilities are an important determinant
of financial wellbeing. For the purposes of this white paper, we
define financial capabilities as an individual’s opportunity and
ability to maintain and improve his or her financial wellbeing,
taking into account relevant personal characteristics and
external factors.73 Importantly, we consider freedom of choice
an important aspect of financial wellbeing and therefore define
financial capability not purely in terms of outcomes.

People should take responsibility for their decisions.75 A key
question is how much responsibility people can be expected to
take when it comes to their financial decisions and their financial
wellbeing.

It needs to be recognised that there is a limit to the development
of individual financial capabilities—for example, we cannot train
every Australian to the level of a finance professional. Therefore,
in addition to building individual knowledge and skills, it is
necessary to design the financial system such that it can be
used well by people given their limited knowledge and skills by
making choices easier.
Some financial choices, for example, choices in relation to certain
aspects of retirement funding, will probably remain complicated.
This underpins the proposition for a national service that offers
free basic financial health checks and advice (see Proposition 7).
Moreover, in many cases, low levels of financial capability are
primarily caused not by a person’s own behaviour but by a lack
of opportunities, in particular, a lack of income and wealth (e.g.
intergenerational poverty and unpaid caring commitments).
Therefore, improving individual financial capabilities needs to go
beyond simply facilitating good financial behaviour.74
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The appropriate degrees of responsibility and protection should
also depend on individual factors, such as different consumers’
degrees of experience and expertise.82 Financial service providers
‘should be expected to provide consumers with a level of care
that is appropriate having regard to the degree of risk involved
in relation to the investment or other transaction and the
capabilities of the consumer in question’.83

Answering this question involves a better understanding of
what is required to make good decisions, as well as the limits
to individual decision-making capacities. Traditional economic
frameworks—in particular, the rational actor model and its
variants—and the current law either completely ignore or do
not adequately take into account the complexities of decisionmaking on the one hand and the capabilities and limitations that
most people face as regards financial decision-making on the
other.76 They are also largely blind to cognitive biases that people
may exhibit in decision-making situations.77 A lack of financial
literacy is often another major obstacle for good financial
decision-making.78

In summary, we need a clearer understanding of the limits of
people’s capabilities as regards financial decision-making so
that we can assign responsibilities more fairly. While we see
building individual financial capabilities as an important step in
improving financial wellbeing in Australia, we also believe that
financial services need to be easier to use. In addition, a number
of support services should be introduced.

The degree of responsibility placed on individuals by the
financial sector should take into account the limitations of
decision-making capacities, which change over time.79 Further,
as noted in Chapter 1 above, financial decisions are often too
complex for individuals to make ‘rationally’80 and individuals are
vulnerable to behavioural biases that can be exploited.81

The OECD defines financial literacy as ‘a combination of awareness,
knowledge, skill, attitude and the behaviour necessary to make
sound financial decisions and ultimately achieve individual financial
wellbeing’.84 It should be viewed as a growing set of knowledge, skills
and strategies that individuals build on throughout life.85 Financial
literacy is considered to benefit individuals and households by
enabling them to make better financial decisions.86 Higher financial
literacy has been associated with higher stock market participation,
better financial preparedness for retirement and lower debt burden,
among others.87

Proposition 6. Compulsory, nationwide, evidence-based
financial literacy training should be introduced in schools.
Financial literacy training should also be offered at TAFE
and in universities.

The OECD recommends that financial education be provided at
‘teachable moments’ of people’s lives when they are making longterm plans, when they need to make important (financial) decisions
or when they are in an environment conducive to learning.88 Schools
should be the primary channel through which financial literacy
training is provided to young Australians. Such a program could
build on the resources developed by the ASIC MoneySmart program
and similar efforts over the past few years.
However, financial education should not stop when people leave
high school. It should continue in later stages of people’s lives,
ideally around points in time when people are about to make
important financial decisions.
Importantly, any financial education program should be evidencebased. This means that proposed teaching programs should be
evaluated with regards to achieving desired outcomes, including
changes in financial attitudes, financial behaviours and, ultimately,
financial wellbeing.
Proposition 7. Free basic financial health checks and
advice should be available to all Australians at critical
points in a person’s life cycle.
The fact that few people seek financial advice in Australia is
both a challenge and an opportunity—financial wellbeing would
improve if people had access to, and could be motivated to seek,
financial advice.
The primary purpose of free basic financial health checks and
advice would be the prevention of shocks to a person’s or a
household’s financial wellbeing. In other words, its primary role
would be preventative in nature.
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Support for the provision of free basic financial health checks and
advice can be found in the recent establishment in the UK of the
Single Financial Guidance Body (SFGB), which is an ‘arm’s-length
body, sponsored by the Department for Work and Pensions, with a
joint commitment to ensuring that people throughout the UK have
guidance and access to the information they need to make effective
financial decisions over their lifetime’.89 The SFGB is funded by levies
on both the financial services industry and pension schemes. The
new body will ‘deliver free and impartial financial guidance and a
more streamlined service to members of the public providing easier
access to the information and guidance’.90
In order to be effective, however, this initiative should go beyond the
provision of basic financial guidance and information and provide
all Australians with access to basic financial advice— namely, advice
that is appropriately scaled to cover specific needs as distinct from
comprehensive financial advice—on a cost-free basis. Similar to
the approach in the UK, the system of free basic advice should be
funded partly by government and partly by levies on the financial
services industry and superannuation funds. Such a system would
incentivise people to seek basic advice at critical points in their life
cycle and would encourage them to pay for comprehensive personal
financial advice as and when appropriate.
The provision of basic financial advice could be supported and
scaled by the use of technology, such as robo-advice.
Proposition 8. Free financial counselling should be readily
available to all Australians when they need it.
In Australia, financial counselling refers to free and independent
advice for people in financial difficulty. These difficulties are
typically caused by unemployment, illness, relationship breakdown
and insufficient income. At present, financial counselling is usually
provided by not-for-profit community organisations. Financial
counsellors assist almost 250,000 Australians each year.91 It is
considered highly effective and hugely beneficial for the recipients.
However, demand for financial counselling in Australia by far
exceeds supply, largely due to a lack of funding of financial
counselling providers. Free, high-quality financial counselling should
be available to all Australians when they need it. The service could
be co-funded by government and an industry levy.92
Provision of financial counselling should be coordinated by the new
Agency and possibly offered through it (Proposition 3).
Proposition 9. Research on how existing and emerging
technologies can be used to improve financial capabilities
should be conducted on an ongoing basis.
We believe that at present, technology is heavily under-utilised
in the area of financial wellbeing, including the provision of
advice. There is tremendous potential to harness existing and
emerging technologies to augment financial capabilities, for
example, to provide guidance in financial decision-making. The
individual and community benefits of such technologies could
be substantial. Therefore, the research effort exploring how
technology can effectively be used to improve financial wellbeing
should be stepped up substantially. Funding could be provided
through a new government program, such as the FinFuture Fund
proposed above (see Proposition 3).
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Proposition 10. The ethical consequences of innovation
should be considered and debated as technical solutions
are developed and before they are deployed.
While technological innovation provides unprecedented
opportunities to improve financial wellbeing, it also creates new
potential threats to privacy and fairness. The consequences of
collecting and processing data must be considered at the point
of inception, not as an afterthought. To this day, many start-ups
still live by the mantra of ‘move fast and break things’, despite
warnings that it is no longer appropriate.93 When privacy is at
stake, there is no second chance. A break in privacy is perpetual;
once someone’s data is released or lost, it cannot be easily
recovered. Likewise, once an insight has been discovered, or a
model built, it is difficult to forget it, or dismantle the model that
delivered it.
A proactive approach to the evaluation of the ethical
consequences of innovation should be adopted, one that
requires the ethical risks to have been evaluated and mitigated
prior to the system being implemented.
Proposition 11. Technology needs to be better utilised to
achieve interactive or ‘smart’ disclosure of information
and to better support financial decision-making.
Despite reforms to improve the readability of disclosure
documents in the area of personal finance, there are well-known
limitations to disclosure.94 An emerging area is interactive or
‘smart’ disclosure, which has been defined as ‘the timely release
of complex information and data in standardized, machine
readable formats in ways that enable consumers to make
informed decisions’.95 Developments in this area have been
supported by ASIC through Regulatory Guide 221 (‘Facilitating
Digital Financial Services Disclosure’) and through legislative
instruments that are designed to facilitate business providing
disclosures through digital channels and to encourage innovative
communication of information about financial products
and services’.96 More work is required to enable technology
to generate and tailor information to the specific needs of
individuals and better support their financial decision-making.
Proposition 12. Any policy measure regarding financial
capability should be evidence-based and road-tested
during the design stage, that is, before implementation.
We strongly advocate for a shift away from the current modelbased approach prevalent in financial regulation towards an
evidence-based approach (see ‘Moving Towards Evidence-Based
Regulation’ on page 29). We recommend the establishment of
formal protocols and institutions to guide financial wellbeing–
enhancing innovation in the financial sector that take their
inspiration from policymaking in other fields, such as medicine
and aerospace engineering. Specifically, we advocate the use
of randomised controlled trials to ensure that regulation stands
up to the standards of rigorous scientific testing, analogous
to clinical trials in medicine. Approval or licensing of any new
financial service in Australia would be based on an evaluation
of benefits and risks of the service relative to the Framework
(see Proposition 2), which would be assessed using mandatory,
randomised controlled trials where appropriate.

MOVING TOWARDS EVIDENCE-BASED
REGULATION
At present, the predominant approach to regulation in
finance is model-based. In this approach, the regulator
designs rules based on a stylised representation of reality.
The model is constructed from basic principles about how
the phenomenon of interest, such as financial decisionmaking, works. Rules are designed to obtain certain goals in
a way that is consistent with the model. Many past regulatory
initiatives in finance in Australia and elsewhere have been
model-based. Examples include the proliferation of choice
of investment options in superannuation and the disclosure
paradigm in financial regulation.
Taking the example of retirement savings, evidence suggests
that people’s behaviour typically deviates dramatically from
the standard economic models and differs significantly
between individuals. Importantly, many of the factors that
seem to be contributing to the variation in savings behaviour
are being studied separately by academic disciplines other
than economics or finance. Two important conclusions
follow: (1) the current standard economic models do not
capture the large variation observed in behaviour and
markets, at least some of which seems to be driven by factors
hitherto only studied by disciplines other than economics;
and (2) we do not currently have a good understanding of
causal relations between the various factors that have been
identified, and financial behaviour or market outcomes. The
former suggests an urgent need for a more comprehensive
model of financial behaviour and markets, whereas the latter
suggests the need for greater use of experimental techniques
in research on financial behaviour and markets as well as in
the design and testing of interventions. Both are necessary
for effective development of more efficacious public policy.
A related issue is that financial regulation today relies too
much on the premise that the knowledge (of how to do
things right) already exists, and that existing knowledge
is sufficient to effectively develop efficacious solutions to
society’s financial challenges. In fields such as medicine and
aerospace engineering, such a presumption that all is already
known does not exist. These fields start with acknowledging
the complexity of the problems being addressed, the
incompleteness of existing knowledge as well as the fact that

there are many bright ideas out there, but that one needs the
right incentive structure for them to be brought forward, and
the infrastructure to ensure that ideas are tested properly
before being implemented widely— because many ideas will
turn out to have unpredicted and unintended consequences.
Based on the considerations above, we advocate the use of
evidence-based regulation. This means that one starts from
an analysis of data from the field. If not available, controlled
experimentation is used to generate data. The data will allow
the decision-maker to formulate the right hypotheses, which
can then be tested with controlled experiments—either in
the laboratory or in the field. This approach is widely used in
other areas.
We recommend the establishment of formal protocols
and institutions to guide financial wellbeing–enhancing
innovation in the financial sector that take their inspiration
from policymaking in other fields, such as medicine and
aerospace engineering. Specifically, we advocate the use of
randomised controlled trials to ensure that regulation stands
up to the standards of rigorous scientific testing, analogous
to clinical trials in medicine.
Approval of any new financial service in Australia would be
based on an evaluation of benefits and risks of the service
relative to the Framework, which would be assessed using
mandatory, randomised controlled trials. These trials should
be conducted at similar levels of rigour and transparency as
trials in other fields, such as the ones mentioned above, and
should be governed by a standard framework similar to the
framework described in the Australian Clinical Trial Handbook
for clinical trials in medicine.
Approved services would be registered in a central register,
which would also hold trial data, both of which would be
accessible to the public. Following initial approval of the
service, ongoing monitoring would be conducted that can
respond to any re-evaluations of the service’s benefits and
risks as new information becomes available, for example
from trials of other services. Administration of randomised
controlled trials and, more generally, service approval and
monitoring would be conducted by the new Agency.
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Realigning the structure of the financial sector
We believe that the structure of the financial sector as it relates
to personal finance should be realigned with its core objective;
namely, improving individual financial wellbeing.
A number of propositions are relevant in this regard: increasing
the fairness and transparency of contractual documentation to
ensure that it is effective and fit for purpose; supporting research
in service and technological innovation; using the Framework as
the basis for professional standards; designating basic financial
services as essential services to ensure universal access and fair
pricing and ensuring that similar services are priced on a similar
basis to avoid predatory behaviour.
Proposition 13. Customer contracts, and the rights and
obligations of the parties under such contracts, should
be fair, transparent and capable of being assessed by the
individual by reference to his or her financial wellbeing.
Contractual documentation should be evidence-based
and road-tested to ensure that it is effective and fit for
purpose.
In the past, a high degree of information asymmetry, often
exacerbated by a high degree of complexity of financial contracts,
in combination with powerful conflicts of interests has led to
undesired outcomes for customers. Financial products and
services often involve ‘credence claims’, that is, claims the quality
of which is hard to evaluate at the time of purchase and possibly
later on. Many undesired outcomes, including misconduct issues,
were a consequence of these kinds of financial contracts. A key
challenge is to make the provision of financial products and
services more beneficiary-oriented.
Provisions governing unfair contract terms are contained in
the Australian Consumer Law and the Australian Securities and
Investments Commission Act 2001 (ASIC Act). Under the ASIC
Act (section 12BF(1)), the provisions apply to a ‘standard form’
consumer contract, which is defined as a contract for a financial
product, or the supply or possible supply of financial services.
In deciding whether a term is unfair, a court must consider the
extent to which the term is transparent, as well as the contract as
a whole. A term in a standard form consumer contract is ‘unfair’
if: it would cause a significant imbalance in the parties’ rights and
obligations arising under the contract; the term is not reasonably
necessary to protect the legitimate interests of the party that
would benefit from its inclusion; or the term would cause
financial or other detriment (e.g. delay) to a consumer if it were
to be applied or relied on.
If a court finds that a term in a standard form contract is unfair,
the term is void and is treated as if it never existed. However, the
contract will continue to bind parties if it is capable of operating
without the unfair term. The court can make a range of orders,
including declaring all or part of a contract to be void, varying a
contract and directing a party to refund money.
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These provisions have gone some way towards improving the
fairness and transparency of consumer contracts on a generic
basis. As it relates to individual contracts, however, the legal
framework involves an ex post (i.e. after the event) determination
that a contract term is unfair and the imposition of remedies
in the event that such a determination is made. It does not
deal with the ex ante (i.e. before the event) steps that might be
taken by an individual to assess a contract by reference to his
or her financial wellbeing. It also does not deal directly with
the challenges that individuals encounter in understanding
contractual terms.97
To deal with the ex ante challenges, this white paper proposes
that consumer contracts (e.g. credit contracts) be accompanied
by key terms summaries so that individuals can consider the
impact, effectiveness and fitness for purpose of the contract by
reference to their own financial wellbeing. The functionality and
interactiveness of the key terms summaries could be enhanced
through the use of technology. The design of the summaries and
the contractual terms to which they relate would be evidencebased and the effectiveness of the documentation could be roadtested through the use of customer surveys and randomised
controlled trials (see Moving Towards Evidence-Based Regulation
on page 29).
Proposition 14. One or more national research centres
should be established to support the finance sector in
service and technological innovation.
Innovation in finance requires both fundamental and
translational research. We propose the establishment of one
or more dedicated research centres in Australia that focus on
research in finance and technology to support the financial
sector. Research areas could include research on financial
decision-making, population-level research on financial
wellbeing and artificial intelligence (AI)-augmented decisionmaking. The research centres would work closely with
universities and the finance sector.
Proposition 15. The Framework should become the basis
for professional standards in financial services and
regulation, including the provision of advice.
An important step towards improving financial wellbeing of
Australians is the further professionalisation of the finance
sector. We advocate the establishment of professional standards
in finance that become binding for anyone operating in the
finance sector. They would regulate, for example, the processes
and procedures used to provide financial advice, including how
risk assessments are performed and how investment strategies
are developed.
In addition to introducing minimum quality standards in the
sector, professional standards would also introduce much
needed transparency as well as training standards for sector
professionals. Training providers, including universities, would
be accredited to ensure compliance of training courses with the
professional standards, analogous to other sectors, for example,
the medical and legal sectors.
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There has been
a tsunami of
regulation over the
past two decades.

Complexity in legislation
is a problem, with
inconsistencies in legislation.
Consulted person

Consulted person
Proposition 16. Basic financial services (transaction
accounts, basic forms of credit and insurance) should be
designated as essential services on a national basis and be
treated as such to ensure universal access and fair pricing
(e.g. on cost-recovery basis).

Strengthening law and regulation

A significant proportion of Australians are fully or partially
excluded from basic financial services, preventing them
from full participation in the economy and exposing them to
exploitation and financial distress.98 The negative consequences
on individuals and the economy are likely significant. We
therefore advocate that certain basic financial services,
including transactions and savings accounts, some types of
uncollateralised consumer loans and home-contents insurance
be deemed essential services on a national basis. This would
mean that both the quality and universal access of those services
are guaranteed and that they are offered on a cost-recovery
basis.

Legislation governing financial products and financial services
has become overly complex, prescriptive and layered with
exceptions and qualifications. For example, the ‘best interests’
duty in respect of personal advice was originally intended to
operate as a broad principle, but subsequently became subject
to a safe harbour that sets out the steps for compliance.101

Proposition 17. Legal and regulatory requirements should
ensure that similar services (e.g. services with similar
risk-return profiles that serve a similar purpose) are priced
on a similar basis. There should be appropriate pricing
constraints on credit and financial products to avoid
predatory behaviour, excessive rent seeking, extortion and
inequitable outcomes.
There has been a concern about rent extraction in the finance
industry.99 In Australia, similar financial products are sometimes
offered at vastly different prices and those differences are hard
to reconcile with differences in costs incurred by the provider.
For example, effective interest rates100 of uncollateralised
consumer credit, which is offered in the form of consumer loans,
car loans, credit cards and payday loans, among others, can
range from about 10% per annum to several hundred percent
per annum, despite the fact that from an economic perspective,
it is effectively the same service being offered. In the area
of uncollateralised consumer credit, for example, a pricing
constraint could be introduced that sets the maximum effective
interest rate at twice the average rate offered by the major
banks for an uncollateralised consumer loan. At the moment,
this would set the limit on the effective interest rate somewhere
between 20% and 25% per annum.
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Proposition 18. Legislation should be simplified, and
exceptions and qualifications should be eliminated to the
greatest possible extent.

This has led to a tick-the-box approach to compliance that
excludes the necessary exercise of professional judgment in
relation to achieving financial wellbeing.102 As noted by the
Royal Commission Final Report:
The more complicated the law, the harder it is to see unifying and
informing principles and purposes. Exceptions and limitations
encourage literal application and focusing on boundary marking
and categorisation. Boundary marking and categorisation may
promote uncertainty. Removing exceptions and limitations
encourages understanding and application of the law in
accordance with its purposes. That is, ‘its intent is met, rather than
merely its terms complied with’. 103
Accordingly, Chapter 7 of the Corporations Act 2001 (Cth) should
be reviewed and amended to reduce complexity and to align
it more closely with a principles-based, outcomes-focused
approach as outlined in the following proposition.
Proposition 19. It is necessary to move beyond
prescriptive, rules-based regulation towards principlesbased, outcomes-focused regulation that is supported by
regulatory guidance.

Over-prescription imposes constraints on regulators and
reduces the flexibility to engage in risk-based regulation under
which the regulatory response to compliance issues is tailored
by reference to ‘the severity and behavioural drivers of noncompliance’.104 It also reduces the scope to design and adapt
regulation and regulatory processes in an evidence-based
manner.105 The problems are compounded by a lack of coherence
and consistency within the existing legislative framework.
Under the existing framework, personal finance is governed
by a multiplicity of laws and regulations, including Chapter 7
of the Corporations Act 2001 (financial products and financial
services), the National Consumer Credit Protection Act 2009 and
the National Credit Code (consumer credit).
We need to move away from the above regulatory framework
towards a framework that recognises financial wellbeing as
the core objective of the financial services system in relation
to personal finances and as the guiding principle in the design
and implementation of government policy, regulation and
technology.
•

Such a framework would encourage the relevant actors
to collaborate in the process of co-creating financial
wellbeing. Simply protecting people from harmful conduct
is not enough, particularly as advancements in technology
enable us to take a broader range of factors into account
in achieving financial wellbeing at the individual level and
to move beyond the current ‘one-size-fits-all’ approach as
noted in Chapter 1.106

•

It would be adaptive and flexible and would accommodate
rapid changes brought about by technology and
innovation.107

•

Rules and regulations would be more easily amended and
updated and could therefore be road-tested to ensure that
they are fit for purpose.108

The call to move towards principles-based, outcomes-focused
regulation is supported by the Royal Commission Final Report,
which argues that ‘as far as possible, legislation governing
financial services entities should identify expressly what
fundamental norms of behaviour are being pursued when
particular and detailed rules are made about a particular
subject matter’.109 It is also supported by Treasury, which notes
that ‘[principles-based regulation] requires a commitment
from policy-makers to the regulatory architecture’.110 Such
a commitment means that governments need to resist the
temptation to make the legislative and regulatory framework
more prescriptive in response to pressure from stakeholders.111

A principles-based approach would mirror the approach in other
legislation, including the Australian Consumer Law,112 and in
other jurisdictions, such as the UK, where a principles-based,
outcome-focused framework has been adopted in the financial
services legislation.113 The Financial Conduct Authority (FCA)
Handbook defines principles as ‘high level statements of the core
obligations of firms, [which] act as an overarching framework
to govern the actions of firms’. It provides that a ‘breach of one
or more of the Principles for Businesses will make a firm liable
to disciplinary action’ and, ‘[w]here appropriate, a firm can be
disciplined on the basis of a breach of the Principles alone’.114
The FCA Handbook defines outcomes as ‘[setting] the baseline
of our expectations of how firms should treat consumers and …
[providing] the basis of what consumers can expect to see when
firms are treating them fairly’.115 For example,
Principle
Customers: relationships of trust – a firm must take reasonable
care to ensure the suitability of its advice and discretionary
decisions for any customer who is entitled to rely upon its
judgment.116
Outcome
Where consumers receive advice, the advice is suitable and takes
account of their circumstances.117
Guidance for firms
We expect firms to pay attention to indicators of potential
vulnerability when they arise and to have policies in place to deal
with consumers who may be at greater risk of harm.118
This white paper goes one step further and argues that
principles, outcomes and guidance should be tied more closely
to financial wellbeing as it relates to the individual. As noted
above, financial wellbeing should also serve as the basis for
professional standards in financial services. Further, to support
financial wellbeing as the core objective of the financial system
in relation to personal finance, all conflicts of interest should be
avoided.119
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Legislation is overly prescriptive.
We should strip back legislation and
focus on the six principles [of the
Royal Commission]. We need to move
towards principles-based legislation.

I struggle to interpret
‘honestly, efficiently
and fairly’ and other
formulations in the law.
Consulted person

Consulted person

Proposition 20. Financial service providers should be
subject to a duty to consider financial wellbeing in
performing their functions and providing their services;
in particular, they should be required to consider what
impact a course of action would have, or would be
reasonably likely to have, on the financial wellbeing
of an individual.
It is very difficult—if not impossible—to determine whether
credit, financial advice or a financial product is fair, appropriate,
suitable or in the best interests of an individual as the potential
benefits can only be assessed over a period of time.120 For this
reason, taken alone, there is a limit to any benefits that would
derive from strengthening the responsible lending obligation by
converting the negative ‘not unsuitable’ obligation into a positive
duty of care (which is the subject of current debate in the UK), or
by strengthening the obligations on a financial services licensee
to ‘do all things necessary to ensure that the financial services …
are provided efficiently, honestly and fairly’.121
This white paper argues that in order to give substance to the
legal concepts referred to above, the legislative and regulatory
framework for personal finance should be guided by financial
wellbeing as it applies at the individual level. Financial service
providers should be subject to a duty to consider financial
wellbeing (as defined by the Framework outlined above) in
performing their functions and providing their services. In
particular, they should be required to consider what impact a
course of action would have, or would be reasonably likely to
have, on the financial wellbeing of an individual. A corollary to
this is that financial service providers would be subject to a duty
to notify customers of material risks (and ways to address them)
where they had the information and technological means to
do so.122
The imposition of a duty to consider financial wellbeing would
require financial service providers to consider a broader range
of factors in determining concepts such as ‘best interests’ and
‘suitability’. This would help them to apply their professional
judgment— informed by standards of reasonableness—in place
of the existing system, which often encourages a tick-the-box
approach. It would also help to protect vulnerable people.123
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Making technology useful and safe
Advances in computing technology, in particular, machine
learning and AI, offer a huge opportunity to improve financial
wellbeing. However, those same technologies, left unchecked,
also pose a significant threat to privacy, equity, and individual
opportunity. Such technologies are dependent on access to
customer data in order to build and evaluate models to predict
future outcomes. Any increase in consumption of data by
the financial services sector risks increasing the information
asymmetries already present. Whilst this may have a short-term
commercial benefit, it poses a longer-term threat to both trust
and engagement. A lack of trust is already impacting on financial
decision-making, with survey results indicating that 28% of
Australians believe that a lack of trust in financial institutions
or advisers is the number one reason stopping them from
improving their financial situation.124
Addressing the trust deficit will require greater transparency,
particularly in how data is being used by organisations.125 This
presents a particular challenge with the increased usage of AI,
which currently suffers from a lack of transparency leading to
examples of bias and discrimination.126 Research continues into
improving transparency and fairness, in particular in the area of
Explainable AI. Such research may yield powerful results in the
future, but the problem of a lack of transparency is being faced
today. AI-based innovation can neither pause whilst a solution
to the lack of transparency is found, nor be allowed to advance
unconstrained. A middle ground that offers both the opportunity
for innovation and greater transparency and individual control of
data is required.
With greater transparency and control comes the requirement
for improved methods and models of consent. Data-sharing will
still need to occur; the difference will be that the customer will
be empowered to control the scale and nature of the data that
is shared. As a result, there will be an increased need to obtain
meaningful informed consent from customers. How to best
obtain such consent, in a manner that does not overwhelm the
customer or create consent fatigue, remains an open and active
area of research and discussion.
As Australia shifts to a data-driven economy, it is necessary for
the privacy protections to keep pace, something that has not
currently occurred. Attempts to replicate the open banking
successes in the UK and Europe in an ecosystem that has
significantly less privacy protection risk further undermining
trust. Accordingly, the propositions below deal with stronger
privacy protection, greater transparency in relation to the use
of algorithms and an industry code of conduct that requires
customer data to be used only within a consent framework and
in a manner that is not detrimental to the financial wellbeing of
the customer.

Proposition 21. Increases in data-sharing must be balanced
by stronger privacy protection as has occurred in the
EU. Australia should adopt similar protections offered
by the General Data Protection Regulation, in particular
a right to deletion and a more accurate definition of
de-identification, one that recognises the possibility of
re-identification by considering de-identified data as
continuing to be personal data.
Australia should take a lead from the EU’s General Data
Protection Regulation (GDPR) and introduce a stronger right
to delete data, which would continue the progress towards
greater data autonomy than the current Consumer Data Right
provides. Whilst progress has been made, there is still more to
be done. First, a clearer, more accurate and nuanced definition
of de-identification is required, one that recognises the frailties
of de-identification127 and incorporates a formal model of
privacy, as opposed to relying on notions of reasonableness.
Additionally, the usage of de-identification as a way to avoid
deletion or consent must be eliminated. A privacy-protection
technique should not result in a loss of rights or protections to
the data subject, which is frequently the current result of deidentification.128
Proposition 22. Financial institutions should be required
to give access to a public application program interface
for algorithms that determine the terms and conditions of
financial services. This would allow for:
a.

public and regulatory evaluations of fairness

b.

commercial sensitivity (the exact algorithm would
remain private)

c.

customers to analyse how changes in behaviours or
holdings will affect their access to financial services.

A hierarchy of customer data variables should be defined
to allow comparability and reproducibility of algorithmic
results.
The provision of a public application program interface (API)
would constitute a suitable middle ground between innovation
and transparency. Rather than attempting to explain the
workings of the algorithm, transparency of inputs and outputs
would permit sampling and an analysis of fairness.129 The
API should receive the necessary data input, process it, and
return an outcome. Such an approach would not only provide
transparency, but also comparability and incentivised outcomes.

Regulators and consumer rights groups would be free to
interrogate the API with synthetic data to uncover any latent
bias or discrimination in the algorithm. This provides a stopgap
between where we are now and the possible Explainable AI of the
future.
The automated nature of the API would facilitate both individual
comparability of providers and also the development of
innovative products to perform real-time comparisons on behalf
of customers, avoid vendor tie-ins and price discrimination. To
further facilitate comparability, a set of standardised data fields
should be jointly developed by regulators and industry. The
specified fields would form a hierarchy permitting customers
to decide the granularity of data they wish to share. Customers
would be incentivised to share more granular data in order to
obtain better offers. However, they would not be required to do
so, empowering the customer to choose and evaluate how the
provision of data at different levels of granularity impacts on the
rate they are offered.
Such an approach would not only aid in meaningful
comparisons, but would also provide essential transparency
in what data is being used to make decisions, and provide an
implicit constraint on using arbitrary data—for example, social
media posts—in making financial decisions about customers.
A number of financial service organisations130 and advice bodies
already have data classifications to start from. However, a lack of
consistency between them prevents meaningful comparisons.
By providing both an open API and a defined set of fields,
comparison services would no longer be limited to comparing
products for the individual’s current financial situation. Multiple
requests could be made to the individual on slightly modified
data (as reflected in the financial graphics equaliser in Figure 3).
The results would provide an incentivised outcome to the
individual. For example, if the individual could see that they
would receive a lower interest rate on a loan if they reduced
their discretionary spending on leisure activities, it would
provide implicit guidance on improving outcomes and financial
wellbeing.
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Figure 3: The financial wellbeing mixer

Income

Home &
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Insurance &
Financial

Current Situation (5.30%)

Proposition 23. In the absence of a chartered body for
data science, financial service companies should establish
an industry code of conduct that requires greater
transparency in relation to the use of algorithms and an
industry code of conduct that requires customer data to
be used only within a consent framework and in a manner
that is not detrimental to the financial wellbeing of the
customer. Both companies and their employees should be
signatories of the code, with independent oversight and
accreditation undertaken to provide public assurance of
compliance.
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Groceries

Small Change (5.21%)

Personal &
Medical

Entertainment

Large Change (5.04%)

Organisations and individual employees should be required to
be signatories of the code in order to bring to the forefront of
their minds the responsibility that comes with having access
to, and the processing of, customer data. With the addition of
independent oversight, such a code can form a pillar in the
rebuilding of trust in the financial services sector.
The code should be thought of as a digital Hippocratic oath for
data, which enshrines ethical standards for how individuals and
organisations interact with our digital selves.
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FINFUTURE
BROUGHT
TO LIFE [CHAPTER 3]

Financial planning is a public policy
issue. The private sector cannot do
all of the heavy-lifting.
Consulted person

Pre-FinFuture
Joanne, a single 50-year-old worker in the hospitality sector,
successfully applies to a dealer for a car loan to finance the
acquisition of a new SUV for a price of $55,000. The loan is
financed by a bank. At the time that her loan is approved,
Joanne’s fortnightly repayments for her car loan represent
approximately 27% of her disposable income. Despite the high
proportion of loan repayments to income, the bank assesses
Joanne as being capable of servicing the car loan on the basis
that she has relatively few debts and has been in long-term,
stable employment. The credit assessment undertaken by
the bank complies with the ‘not unsuitable’ test under the
National Credit Act. Joanne, however, has not accumulated
much money in the form of savings and has no income or
disability insurance. Further, she does not have any equity in a
house and has been a renter all of her life.
After purchasing the car, Joanne loses her long-term
employment and has to find casual work in order to generate
sufficient income to cover her living costs. She suffers mental
stress and financial hardship as she continues to attempt
to make the car loan repayments. The car is ultimately
repossessed and Joanne has to take out a personal loan to
repay the outstanding balance of the car loan to the bank.

Post-FinFuture
In the post-FinFuture environment, the lender would be
subject to a duty to consider Joanne’s financial wellbeing in
determining whether to grant the car loan (see Proposition
20: Financial service providers should be subject to a duty to
consider financial wellbeing in performing their functions and
providing their services; in particular, they should be required
to consider what impact a course of action would have, or
would be reasonably likely to have, on the financial wellbeing
of an individual). This would require a broader range of factors
to be considered by the bank in determining whether the
loan was unsuitable, including Joanne’s low level of savings,
her under-insured status and the need to make provision for
contingencies, such as loss of employment.
This would likely result in one of the following possible
outcomes: (1) the grant of the loan in the original amount
(if such a decision were consistent with the above duty
notwithstanding the circumstances described); (2) the denial
of the application in its entirety; (3) approval in respect of a
loan in a lower amount. Although the first outcome would be
no different from the outcome occurring in the pre-FinFuture
environment, the existence of the second and third outcomes
would represent options for consideration by both the bank
and Joanne and might lead to a situation in which Joanne’s
financial wellbeing was not impaired.
In other words, the new framework would take into account
the benefits and risks for Joanne’s financial wellbeing along
a range of dimensions, as determined by the Framework.
It would identify any risks with regard to the dimensions of
financial wellbeing and quantify them accordingly. This would
allow the provider to compute an expected net financial
wellbeing benefit for Joanne.
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Pre-FinFuture
John and Lisa are retired secondary school art teachers and
approach a wealth management firm for advice on investing the
proceeds from the sale of their family home on a temporary basis
until they decide where they would like to live in their retirement.
The family house, which John had previously inherited from his
deceased mother, was a valuable property and was sold for a
price of $3 million.
The wealth management company informs John and Lisa that
they can be classified as ‘sophisticated investors’ under Section
708(8)(c) of the Corporations Act 2001 (Cth) on the basis that
they have more than $2.5 million in net assets. As a result,
they have a much broader range of options for their temporary
investment than in the case of retail investors, who can only
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invest in a public offer of securities in circumstances involving
the issue of a prospectus. John expresses interest in speculative
mining exploration ventures in Western Australia, which he has
heard about from a friend. In response, the wealth management
firm advises them to invest $2.5 million of the funds in a mining
venture, which promises high returns for investors. The balance
of $500,000 is invested in a term deposit with a bank.
Unfortunately, the mining venture turns out to be a failure
and, after liquidation, returns only five cents on the dollar to
investors. After transaction and advisor fees are deducted, John
and Lisa are left with $80,000 from the original investment. When
combined with the term deposit, they end up with an amount of
$600,000 to pay for permanent accommodation and to support
their retirement. As a result, John and Lisa postpone their
retirement indefinitely.

Post-FinFuture
In the post-FinFuture environment, the ‘sophisticated investor’
exception in the Corporations Act 2001 (Cth) would be removed
(see Proposition 18: Legislation should be simplified, and
exceptions and qualifications should be eliminated to the
greatest possible extent). In addition, under the legislative
framework (see Proposition 19: It is necessary to move beyond
prescriptive, rules-based regulation towards principlesbased, outcomes-focused regulation that is supported by
regulatory guidance), the wealth management firm would
be required to consider the suitability of their advice and the
related investment to John and Lisa’s circumstances, using

the Framework. For this purpose, the firm would need to
consider John and Lisa’s financial literacy and their ability
to understand the nature and extent of the risks on any
recommended investments. The firm would also need to
compute the expected impact of the investment on all aspects
of John and Lisa’s financial wellbeing, which would include the
computation of an expected net financial wellbeing benefit.
In this case, this would likely result in a recommendation to
place their funds in investments that carry a lower risk to
avoid extreme outcomes that destroy a very large part of the
family’s assets. It would also mean that John and Lisa would be
much more likely to be able to realise their retirement plans.

Overview of Propositions
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Pre-FinFuture

Post-FinFuture

Andrew and Kate are 28-year-old professionals looking to settle
down and buy their first property. They both have well-paid and
stable jobs and have accumulated some savings; but, having
recently married, they only just have enough for a deposit on a
property. Andrew and Kate do not have any existing loans. They
both have active social lives and enjoy travelling, eating out,
and attending major sporting events. Andrew is an active social
media user, whilst Kate is not and keeps all her posts private.
As they are looking to settle down and start a family, they have
started to reduce their discretionary spending.

In a post-FinFuture environment, Andrew and Kate would be
informed explicitly in advanced that the bank would want to
use their social media posts to evaluate their credit worthiness.
Both Andrew and Kate would have the option to deny consent
for such information to be used, accepting that they would
forgo any possible discount that could be obtained on the basis
of having a ‘desirable’ social media profile (see Proposition 23:
In the absence of a chartered body for data science, financial
service companies should establish an industry code of conduct
that requires customer data to be used only within a consent
framework and in a manner that is not detrimental to the
financial wellbeing of the customer).

Andrew and Kate apply for a mortgage from the bank. Initially,
everything looks to be going well: their combined salaries
are sufficient for the loan and their savings meet the deposit
requirement. As part of the loan application, a credit check is
to be performed, which Andrew and Kate agree to, expecting it
to be a formality without realising that they have agreed to the
bank analysing their public social media posts and using that
information to evaluate their credit risk.
Andrew and Kate receive a notification that their loan application
has been denied. Whilst Kate passed the credit check, the bank
determined that Andrew’s social media posts indicated he had
profligate spending habits and was therefore considered too high
a risk. Andrew and Kate manage to get a loan from a different
provider, but the higher interest rate means they have to borrow
less. In order to get an equivalent property, Andrew and Kate
are forced to buy further out from the city, increasing their daily
commute. On moving out of the city, Andrew and Kate’s lives
quieten down as they focus on renovating their property and
starting a family.
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In advance of using the social media information, the bank would
have to demonstrate why such analysis was ethical and how the
algorithm that was developed to determine future risk from past
social media posts was both fair and free of bias (see Proposition
10: The ethical consequences of innovation should be considered
and debated as technical solutions are developed and before
they are deployed).
Prior to deciding to try and buy a property, Andrew and Kate
would be able to take their existing data and submit it via an
open public API to determine what loan they could get and at
what rate (see Proposition 22: Financial institutions should be
required to give access to a public application program interface
for algorithms that determine the terms and conditions of
financial services). A range of options would be shown to them,
indicating that if they could reduce their discretionary spending
on leisure activities they would be able to get the loan that they
need at a lower interest rate. As a result, Andrew and Kate would
be able to know in advance what changes they would need to
make to their lifestyle in order to get the outcome they want.
Overview of Propositions
Chapter 3
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P8
Provide
free financial
counselling
services

ROADMAP [CHAPTER 4]

Provide
compulsory
financial literacy
training

P7

The FinFuture Roadmap

Provide
free basic
financial
health checks

Re-orienting the sector to focus on improvements in financial wellbeing

P2

P15

Develop
the
Framework

Designate
basic financial
services as
essential services

Develop
financial
capabilities

P3
Establish
the
Agency

P18
P23
Simplify
legislation

Stage one: Establish
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Stage Two: Define

Research how
technology can
be used to
support financial
wellbeing

P18
Adopt
appropriate
pricing
constraints

Adopt
industry code
of conduct
on data

P4

Adopt
privacy
protections

Adopt
similar pricing
for similar
services

Consider ethical
consequences
of innovation

P9

P21

P17

P10

Establish
research centres

Establish
government
advisory group

Adopt
the Framework
as basis for
professional
standards

P16
P5

P14

P6

P20

P19

P12

Move towards
principles-based,
outcomesfocused
regulation

Ensure that
policy is evidence
based and road
tested

Impose duty
on financial
services providers
to consider
financial wellbeing

P11
Achieve
smarter
disclosure

P13
Ensure that
contracts are fair,
transparent,
evidence-based
and road-tested

P22
Provide
access to API

Stage Three: Implement
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P1
The core objective
of the sector, as it
relates to personal
finances, is
improvements in
Financial Wellbeing

THE BENEFITS
OF FINFUTURE
[CHAPTER 5]

We need to shift
the debate from
being backwardlooking to being
forward-looking
and from counterfactuals (what
we don’t want)
to what we do
want. This will
require a greater
focus on financial
wellbeing and
value.

We argue in this white paper that the primary purpose of the
Australian finance sector, as it relates to personal finances, ought
to be the improvement of the individual financial wellbeing
of all Australians. For firms and others who provide financial
advice and financial services, meeting regulatory duties such as
acting in a customer’s best interests – which we define as part
of the process of co-creating financial wellbeing – will give rise
to mutually beneficial outcomes. This is because it provides a
shared purpose that goes beyond a profit-driven goal, which
may provide short-term gains but does not lead to sustainable
outcomes or the maintenance of a sustainable ecosystem.
At the moment, many Australians struggle with their financial
situation, with adverse effects on education, labour market
participation, relationship quality as well as mental and physical
health. Therefore, improving the effectiveness of the Australian
finance sector – by putting it in the service of improving financial
wellbeing and by helping Australians address the financial
challenges they face – presents an enormous opportunity.
A key goal ought to be to re-establish people’s trust in the
Australian finance sector. Trust is the lifeblood of the financial
system. It must be earned through positive behaviour; for the
finance sector, this means behaviour that is aligned with people’s
financial wellbeing.

Consulted person
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There is a
shift from a
transactional
relationship to
an outcomesoriented
approach in the
relationship with
the customer.
Consulted person

As we have outlined in previous chapters, a whole-of-system
approach needs to be taken to lift the level of financial wellbeing
of Australians in a sustainable and fair way. This will require the
development of individual financial capabilities. Re-aligning the
sector with its purpose will require redevelopment of business
processes and the development of professional standards. At
the same time, the legal and regulatory framework needs to be
adapted, and technology needs to be built that is both effective
and safe.
Individual capabilities need to be developed in a way that
preserve people’s autonomy. Such capability building should
include Australia-wide financial training. But it should also
include measures to make the Australian financial system more
inclusive and fair. The latter involves fairness of pricing; in
particular, the prohibition of predatory services and extortiontype pricing. Meanwhile, innovation should be fostered that
utilises new and emerging technologies to facilitate good
financial decision-making.
Aligning the sector with its purpose of improving financial
wellbeing will not only require the redesign of existing services. It
will also involve the development of new products and services,
and the reorganisation of business and legal structures. A
primary goal should be the abolition of conflicts of interest in the
sector, using the approach outlined in this white paper. Another
important goal should be the reconsideration of the economywide allocation of risks in Australia, including interest-rate and
longevity risk, with the goal of lifting current inefficiencies.
In order to achieve the core purpose as outlined above,
regulation needs to be principles-based in terms of reflecting
the norms of behaviour by which the participants in the
financial sector should operate, and outcomes-focused
in terms of identifying outcomes that are aligned with the
financial wellbeing of individuals. To the extent possible, it
needs to be simple to apply and it needs to avoid exceptions
and qualifications that favour a formalistic, box-ticking
approach. The factors that financial service providers consider
in determining whether credit should be extended, whether
insurance cover should be provided or what advice should be
given to a customer should always include financial wellbeing
and its constituent parts.

Technology presents both an opportunity and a threat. It is
essential that we find ways of harnessing the technology in a
way that enhances financial wellbeing and does not lead to
greater exploitation or erosion of trust. The ever-increasing
collection and processing of data will drive the development of
such technologies, yet the methods and actions are regulated
by legislation that has not kept pace with innovation. We need
legislation and regulation of technology and data that is both fit
for purpose and technologically relevant and sound. Privacy and
security are starting to be seen not as hurdles or costs, but as
opportunities for differentiation. Australia risks being left behind
in the privacy race as a result of a failure to update regulation
and legislation. We should not be looking merely to follow the
European lead of the GDPR – we should be looking to exceed
it and define new ways in which data and technology can be
harnessed, regulated, and used for the benefit of all.
By establishing a regulatory framework that establishes privacy
and security as essential functions and enforces the creation
of trust through transparency and ethical behaviour, Australia
can become a global leader in delivering technology and data
in an ethical and safe manner that helps to enhance financial
wellbeing.
The economic benefits alone of the approach proposed in this
white paper would be substantial. As discussed in Chapter 1,
the combined costs to Australian households over the past five
years of misconduct and other issues is estimated at $201 billion,
while remediation costs to industry as a result of the Royal
Commission have been estimated at $10 billion. Inefficiencies
arising from suboptimal allocation of capital and risk might be
even more substantial.
There would also be wider benefits for individuals and the
community. Financial wellbeing is associated with both
physical and mental wellbeing. Improving financial wellbeing of
Australians can be expected to have positive effects on overall
wellbeing, not only for individuals but also for their families,
with follow-on effects on health, education and workplace
productivity, among others.
Australia also has an opportunity to become a global leader in
the finance sector. Implementation of the Framework would
stipulate wide-ranging innovation in the finance sector, with
the potential to make Australia a global leader in personal
finance. New business models, technologies as well as legal and
regulatory frameworks could be exported, strengthening the
local finance sector, with potentially wide-ranging benefits for
the Australian economy.

The big tech
firms don’t start
with the product;
instead, they start
with the platform
– namely, what
the customer
needs – and
help customers
achieve
outcomes. This
is ‘output-based’
instead of
‘input-based’.
Consulted person

As mentioned in the Introduction, one action or institution alone
will not succeed in changing the course of the sector. Financial
wellbeing is co-created and a whole-of-system approach is
required in order to effect the required change. Government,
industry, regulators, everyday Australians and other stakeholders
will need to work together if we want to succeed in achieving
lasting improvement of financial wellbeing and securing longterm prosperity for the sector and the Australian people.
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RESEARCH
AND TEACHING
AGENDA [CHAPTER 6]

This chapter describes some of
the key proposals emerging from
this white paper that are critical
for the implementation of the
FinFuture Framework but that
require further research.
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Financial wellbeing

Engaging people with their finances

Build on existing research to create a nation-wide framework for
defining and operationalising all relevant dimensions of financial
wellbeing. Engage with relevant stakeholders (e.g. government,
industry, consumer advocates) to ensure the framework is
adopted on a national basis. Investigate the determinants of the
various dimensions of financial wellbeing. Conduct research to
determine clear pathways to improving financial wellbeing.

Investigate how Australians are currently engaging (or not
engaging) with their finances. Determine how to better engage
Australians with their finances to improve their financial
wellbeing. Develop programmes and technology to improve
Australians’ engagement with their finances.

Responsibilities in financial decisions and
contracts

Investigate where financial behaviours diverge from financial
knowledge, i.e. when, how and why do people make suboptimal
financial decisions despite financial literacy. Determine how
technology or other tools could be used to bridge this gap and
support (with consent and without compulsion) individual
decision-making.

Develop a rigorous framework to guide the allocation of
responsibilities in financial decisions and contracts. This will
involve determining the cognitive and other capabilities of
individuals on the one hand, and the capabilities required to
make good decisions on the other. Develop a legal mechanism
to assess the responsibilities of contractual parties and their
fairness.

Fairness of financial contracts and fitness for
purpose
Define and operationalise fairness in relation to financial
contracts, both at the individual and institutional level. Design a
framework to enable individuals to assess the contractual terms
and their fitness for purpose by reference to financial wellbeing
and on the basis of key terms summaries.

Complexity of decisions and rules
Develop a framework to measure complexity of financial
decisions and rules. Based on this framework, determine the
cognitive and other capacities required by decision-makers
to make those decisions and to follow those rules. The ability
to quantify the cognitive and other resource requirements in
respect of decisions and rules is essential for the allocation of
responsibilities in contracts and a determination of fairness.

Financial capabilities development
Develop effective interventions to build individual financial
capabilities. These interventions should be designed based on
the Framework, using evidence-based methods. Capabilities
development should include teaching as well as the use of
technology in areas such as AI-assisted decision-making tools.
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Bridging the gap between knowledge and action

Accounting for inequality
Leverage existing research and engage with relevant research
and community partners to address inequities that are
exacerbated as a result of the financial sector, e.g. the gender
superannuation gap.

Redesign the regulatory framework with financial
wellbeing as the core objective
Investigate how a principles-based, outcomes-focused approach
can be adopted with financial wellbeing as the core objective
to revamp the regulatory framework for financial products and
services. Develop rigorous protocols and processes for roadtesting and updating the regulatory framework. Integrate, and
achieve an appropriate balance between, technology and human
involvement and the relevant standards that should be expected
of each to maintain and enhance trust in the system.

Incorporate topics such as financial literacy,
financial wellbeing and financial technology
(FinTech) into the teaching curricula at the
relevant levels of education
Explore how – and at which level – financial literacy, financial
wellbeing and financial technology can be incorporated into the
teaching curricula. Design and deliver courses for these topics at
the relevant level (e.g. FinTech courses at the university level).

Smart disclosure
Investigate how technology can be used to communicate
information about – and provide advice on – financial products
and services more effectively and how individuals can use
technology to tailor disclosure to their specific circumstances
and better support their financial decision-making.

AI-assisted decision-making
Develop AI-based tools to support financial decision-making.
Test those tools using evidence-based methods and the
Framework.

Ethics and data/AI
Establish and support research into digital ethics. Promote
research into both explainable AI and methods for evaluating
bias and fairness in algorithms. Define appropriate consent
models that can be effectively deployed without overwhelming
the public. Develop better models of privacy that recognise the
inherent risk of collecting and analysing longitudinal data.
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