
Turn challenge 
into opportunity
Reimagine the future for super



 Turn challenge into opportunity: Reimagine the future for super 2

The super  
fund challenge 

The operating and regulatory landscape for super funds has never been 
more complex, with the last three years being exceptionally challenging. 
Some of the key themes occupying super funds and trustees include: 

Regulators’
tightening scrutiny
on performance
and fees
The introduction of Your 
Future Your Super (YFYS) 
which involved the stapling 
of funds, an annual 
performance test and an 
Australian Taxation Office 
portal changed the industry 
beyond recognition. The 
goalposts have moved. 
Funds must now ensure
they balance the overall
goal of delivering on their 
investment objectives with 
the sustained 
outperformance of the new 
specific APRA performance 
test benchmarks, all while 
keeping fees as low as 
possible.

Industry 
consolidation 
The industry is 
experiencing a period of 
consolidation like never 
before, as super funds seek 
scale economies to lower 
member fees. 

Funds are exploring their 
options to merge with 
other like-minded funds to 
achieve the scale required 
to continue to compete 
within the Australian super 
fund system.

Delivering returns  
for members
The biggest challenge 
for super funds is to 
continue to deliver strong 
returns for their members. 
Super funds are seeking 
investments that are 
appropriate for the current 
climate of higher inflation 
and rising interest rates 
to support and meet 
members’ immediate and 
long-term investment 
goals. To this end, private 
markets, and in particular 
private debt, are an 
increasingly attractive 
option.



Staying ahead 
with private 
markets

What is private debt?
Private debt is a loan that provides capital
to corporate entities that is used to support 
business growth. These loans are negotiated 
and transacted directly between a borrower 
and a non-bank lender and are not publicly 
traded. Returns are generated primarily as 
income through interest repayments rather 
than capital gains.

Private debt is often an attractive source of 
higher yields compared with traditional fixed 
income investments. Typically, unlike traditional 
fixed income returns which carry duration risk, 
private debt returns have little duration risk 
being typically “floating rate” in nature. In a 
future environment where inflation is likely to 
pose a threat to financial markets “floating rate” 
investments can be inherently more attractive.

Globally, private debt as an asset class has 
tripled in size since 2008, due to the Global 
Financial Crisis, and locally by the Hayne Royal 
Commission which impacted the capacity of 
traditional lenders. As a result, debt markets
in Australia have become more sophisticated 
and diversified. In the past, investors were 
limited to government, bank and a small
range of corporate debt. Now, with the right 
relationships, it’s possible to invest in a much 
wider range of bonds and loans, including 
mezzanine finance and distressed debt, with 
new investment opportunities expected to 
continue to broaden over time.

The ongoing consolidation of the 
super industry means that mega  
and highly differentiated sub-mega 
funds are expected to dominate. 

This creates a further challenge for super funds, where 
their significant scale may make it increasingly difficult 
to add value in traditional listed markets and where, 
in some cases, investment in capacity-constrained 
asset classes such as small caps or hedge funds may 
no longer be possible. As the opportunities available 
in these markets shrink, super funds will increasingly 
look to private markets as a way to capture higher 
performance and long term returns. 

Private markets in particular, provide access to a 
broader array of assets and asset classes not listed on 
major stock exchanges. Some of the investments in this 
category include:
• infrastructure 
• private equities 
• private property 
• private debt, one of the most attractive asset classes 

available to investors. 

Private market returns tend to be lowly correlated 
with public market returns, often helping to preserve 
members’ wealth during times of market turbulence. 
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In a market of lower margins, even a modest allocation to private debt could 
help towards super funds passing the YFYS performance test benchmark. 
Let’s take a look at the difference a strategic, five per cent asset allocation to 
private debt in a balanced fund could make to returns over time.

In a typical diversified balanced/growth strategy, switching just a five per cent allocation from a global 
aggregate fixed income indexed fund into the Mercer Global Private Debt fund could have contributed to:

• outperformance of 0.175% p.a. (on a gross basis) compared to the benchmark over the 7½ years from the
Fund's1 inception until 31 December 2021.

• an additional 0.45% excess return over the last year.

The duration differential between the YFYS benchmark2 of approximately 7.4 years (as at 31 March 2022) 
compared to the Mercer Global Private Debt Fund with little duration risk, in a rising yield environment, 
provides the opportunity for outperformance of the YFYS benchmark.

The Mercer Global Private Debt fund

Performance to 28 February 2022

1 year 3 years 5 years Since 1/10/2014

Mercer Global 
Private Debt1

6.5% 6.1% 6.8% 6.9%

APRA YFYS 
Benchmark2

-2.6% 2.6% 2.9% 3.4%

Excess Return 9.1% 3.5% 3.9% 3.5%

1 Gross annualised returns, with reinvestment of distributions. The Fund is benchmarked against Bloomberg AusBond 
Bank Bill Index + 3% p.a.

2  Gross of fees and tax. APRA YFYS Benchmark: Bloomberg Barclays Global Aggregate Index (hedged to AUD) 
3  Actual outperformance would vary based on actual allocation size, underlying fees and taxes. Past performance is 

not an indication of future performance.
4  Sources: Mercer, Bloomberg

Assumes investment in the AUD-denominated Mercer Global Private Debt Fund on 1 October 2014 with all distribu-

tions re-invested, compared to the Bloomberg Global Aggregate Total Return Index (AUD Hedged) over the same 

period.

Case study: the private  
debt difference
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While private debt was once a difficult asset class to access, the market 
has matured and investors can now allocate funds to a broad range of 
underlying strategies. However, it remains a specialised asset class and it’s 
important to partner with experts who can help you build the right strategy 
for your fund, ultimately delivering long-term returns for your members. 

We know super:  
the industry,  
our clients and  
members 

With a long history in the superannuation industry, Mercer 
understands the needs of super funds and the demands to deliver 
returns for the benefits of their members. Since 2014, Mercer’s 
portfolio of more than 400 loans, diversified across a broad range of 
debt strategies, has provided stable, risk-adjusted returns to investors.

In a very competitive industry with a high level of regulation, we 
understand the importance of every asset class performing and  
we aim to deliver: 

• Above benchmark returns 
Since 2014, our Australian dollar hedged, fee-efficient, private debt 
opportunities have delivered a return of more than six per cent a year.

• Diversification  
Opportunities across a range of fund managers, geographies and 
loan types and maturities.

• Quality investments 
World class fund managers and tailored private debt portfolios, 
including investments that may otherwise be closed.

• Ever evolving opportunities  
Access to new deal flow in an evergreen fund structure so you are 
able to replace maturing exposures and maintain your fund’s strategic 
weight to this asset class.

• Governance expertise  
Fund managers with robust investment and due diligence processes, 
including the ability to manage credit work-outs.

Local knowledge 
on a global scale

Mercer has more than 30 years’ experience supporting investment 
funds’ long-term performance growth with exceptional private 
markets capabilities. We have more than 240 staff across 28 offices 
researching managers, analysing transactions and advising clients 
every single day. This breadth of knowledge means we have 
people on the ground in the same cities as the managers and their 
investments, providing local knowledge on a global scale.

The Mercer difference
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Access to lower 
fees than investing 
directly

Mercer manages US$164 billion in global alternatives assets under 
advisement and US$26 billion in global alternatives assets under 
management as at 30 June 2021. This scale allows our clients, and 
their members, to benefit from lower fees than they could typically 
achieve themselves.

Rigorous research 
delivering results

Mercer’s implemented private markets portfolios provide our clients with 
portfolios that perform strongly over the long-term. We achieve this by 
researching and allocating to the best managers in their field around the 
world. Our rigorous operational and investment due diligence processes 
ensure the managers included in our portfolios are those most able to 
meet the long-term goals of our clients.

Tailored solutions 
across a wide 
range of market 
capabilities

Mercer’s consulting heritage means that our investment portfolios 
are effectively constructed and expected to outperform in a range of 
possible market conditions. This heritage also provides us with the ‘know 
how’ to tailor these solutions to client specifications.

Specialist consulting 
capabilities to 
enhance your private 
market portfolios

These capabilities complement our public market and multi-asset class 
expertise and are supported by our specialist consulting capabilities. 

 – MercerInsight: Our online platform for portfolio analysis, fund 
manager research and strategic research

 – Mercer Sentinel: Our specialist team that undertake operational 
due diligence and risk assessments

 – Sustainable Investments: Our globally recognised team can 
help you meet your sustainability goals and manage the climate 
change risks and ESG factors.

 – Investment Governance and Policy: Our specialist team can 
help you ensure your fund meets your regulatory requirements 
and operates in an efficient, risk aware manner.
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Reimagine 
the future 
with Mercer

Despite the challenges of 2022 it’s 
never been more important for 
super funds to provide the best 
possible service for their members, 
continually pursue efficiencies 
and deliver superior investment 
performance. 

If you are ready to reimagine the future for your 
fund and your members, let us help you design a 
tailored private markets solution

Contact us to explore a tailored private 
markets solution today:

 Your Mercer Consultant

  Visit www.mercer.com.au  
to find out more

http://www.mercer.com.au
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Important notices

This document has been prepared by Mercer Investments 
(Australia) Limited (MIAL) ABN 66 008 612 397, Australian 
Financial Services Licence #244385. 

© 2022 Mercer LLC. All rights reserved.

‘MERCER’ is a registered trademark of Mercer (Australia) Pty Ltd 
ABN 32 005 315 917.

References to Mercer shall be construed to include Mercer LLC 
and/or its associated companies.

This contains confidential and proprietary information of Mercer 
and is intended for the exclusive use of the parties to whom it 
was provided by Mercer. Its content may not be modified, sold or 
otherwise provided, in whole or in part, to any other person or 
entity, without Mercer’s prior written permission.

The findings, ratings and/or opinions expressed herein are the 
intellectual property of Mercer and are subject to change without 
notice. They are not intended to convey any guarantees as to the 
future performance of the investment products, asset classes or 
capital markets discussed. Past performance does not guarantee 
future results. Mercer’s ratings do not constitute individualised 
investment advice.

This report provides general information or advice and does 
not constitute an offer or a solicitation of an offer to buy or sell 
securities, commodities and/or any other financial instruments 
or products or constitute a solicitation to purchase on behalf of 
any of the investment managers mentioned, including MIAL, 
their affiliates, products or strategies that Mercer may evaluate 
or recommend. The report is not intended to be, nor should 
be construed as, financial product advice. It does not take into 
account your objectives, financial situation or needs. You should 
therefore consider the appropriateness of the advice and consult 
a financial adviser before making any investment decision.

Information contained herein has been obtained from a range 
of third party sources. While the information is believed to be 
reliable, Mercer has not sought to verify it independently. As 
such, Mercer makes no representations or warranties as to the 
accuracy of the information presented and takes no responsibility 
or liability (including for indirect, consequential or incidental 
damages), for any error, omission or inaccuracy in the data 
supplied by any third party.

For the most recent approved ratings of an investment strategy, 
and a fuller explanation of their meanings, contact your Mercer 
representative.

Conflicts of interest: For Mercer Investments conflict  
of interest disclosures, contact your Mercer representative  
or see www.mercer.com/conflictsofinterest. 

Mercer universes: Mercer’s universes are intended to provide 
collective samples of strategies that best allow for robust peer 
group comparisons over a chosen timeframe. Mercer does not 
assert that the peer groups are wholly representative of and 
applicable to all strategies available to investors. 

Risk warnings: The value of your investments can go down as 
well as up, and you may not get back the amount you have 
invested. Investments denominated in a foreign currency will 
fluctuate with the value of the currency. Certain investments 
like Emerging Market Debt carry additional risks that should be 
considered before choosing an investment manager or making 
an investment decision. Investing in Emerging Market Debt 
carries additional risks including currency, political, country and 
other risks.

This document is not for distribution to retail investors.


