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In 2021, superannuation funds 
faced a year of adjustment. Funds 
adjusted to a world of continued 
monetary and fiscal stimulus, which 
led to strong investment returns. 
Funds adjusted to the introduction 
of a raft of new regulation and 
the release of the first MySuper 
performance test results. Finally, 
funds adjusted to a new COVID-19 
world of lockdowns, QR codes, 
antigen tests and the continually 
changing government responses.

Now that 2021 is behind us, we have an opportunity 
to look forward to 2022. Will 2022 be a year of 
action? What action will your fund take to position 
itself for future success and to continue to 
improve member outcomes? What processes will 
you change as a result of new regulation? What 
portfolio changes will you make in light of growing 
inflationary pressure and the potential withdrawal 
of monetary and fiscal stimulus?

Amid uncertainty, opportunity 
abounds for funds in 2022.

In this paper we highlight the top ten priorities for superannuation funds in 2022,  
together with key considerations.

1. Strategic Objectives

2. The Performance Test

3.  The Retirement Income 
Covenant

4. The Impact of Fund Stapling

5. Member Communication

6. The rise of Inflation

7. The role of Fixed Income

8. Climate Transition

9. Investment Governance

Top priorities for super funds

Addressing each of the 9 priorities should lead to

10. Improving Member Outcomes
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1. Strategic objectives

How do you position your  
fund for success?
The introduction of the Your Future Your Super 
(YFYS) reforms has seen a marked increase in the 
rate of consolidation amongst superannuation 
funds. The bar has definitely been lifted and 
superannuation funds must now, more than ever, 
have a clear and well-defined strategy to grow scale 
for the benefit of their members.

   Key considerations

When considering the level of scale, and whether it 
is sufficient, funds should be asking:

• How should scale be measured? 

• Is it based on assets under management, number 
of members or something else? 

• If your scale is insufficient, how will you achieve 
the desired level?

Industry consolidation also places greater pressure 
on funds to compete for new members. 

• How will you choose to compete in 2022? 

• What are your unique competitive advantages? 

• How do you serve members best?

Organisational structure 

• How will you structure your organisation to 
benefit most from your scale and your competitive 
advantages? 

• What functions could be outsourced so you can 
focus more effectively on the key actions you need 
to take?

We suggest that funds undertake a holistic 
assessment of their strategic objectives, determine 
their competitive advantages and how these 
advantages can help members the most. A coherent 
business plan will be critical to ensure that all of the 
teams within your fund are aligned and that your 
fund’s chances of future success are maximised.
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Passing the Performance Test 
is a prerequisite to serving your 
members interests

MySuper
In 2021, APRA released the results of the 
first performance test for MySuper options. 
Subsequently we have seen failing funds named, 
chastened and forced to merge. Continuing to pass 
the performance test has become the key priority 
for investment teams.

To maximise the chance of continuing to pass the test, 
funds should establish new governance processes 
to measure and monitor their progress through 
time. New Board reporting is required and decision-
making processes need to be adjusted. Boards and 
investment teams need to delicately manage the 
trade-offs between ensuring the test is passed, and 
that long-term investment objectives are met. 

Ensuring that your MySuper option passes the 
performance test may also require a review of your 
existing portfolios.

   Key considerations

• How much risk (tracking error) is being taken in 
portfolio construction? 

• Is this risk being rewarded? 

• Should alternative approaches be considered 
such as passive management? 

• Will this be sufficient to pass the test in future 
years?

It is our expectation that funds will tend to fall into 
two camps:

 – Those that clearly passed the performance test; 
and 

 – Those that marginally passed the performance 
test.

We expect that funds that only marginally passed 
the test will need to critically assess these issues. It 
is likely that they will not be able to take the same 
amount of risk as those that clearly passed the test 
and this may indeed result in the gap between these 
two categories of funds widening in the future.

Trustee Directed Products
From 30 June 2022, the performance test will apply 
to ‘trustee directed products’. These are essentially 
multi-asset class investment options provided by 
superannuation funds.

Given the publicity surrounding the funds that failed 
the MySuper performance test, it would be prudent 
for funds to determine whether they are likely to 
offer any TDPs that will fail the test. APRA’s recently 
released heatmaps have indicated that 25% of TDPs 
are on track to fail the first test. Further, 61% of TDPs 
have demonstrated a poor heatmap performance, 
defined as performance below the heatmap 
benchmarks. That is a significant number. It will be 
interesting to see how trustees react. The closure of 
a significant number of investment options will have 
large-scale implications for the industry.

   Key considerations

• How is your fund positioned for this change? 

• What actions will your fund take if you have TDPs 
that are likely to fail? 

• If you close investment options that may fail the 
performance test, what will you do with members 
invested in those options? 

In APRA’s analysis of the Choice option heatmaps 
it indicates “a very long tail of poor performing 
options in all growth categories.” APRA further 
states “the Choice Heatmap identifies that there 
are 31 trustees with at least one significant poor 
performing investment option (for a total of 101 
investment options).” Simply closing investment 
options may reduce your fund’s ability to offer 
members a relevant investment menu. 

2. The Performance Test
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How does this impact on your member retention 
strategy and objectives to improve member 
outcomes?

It is likely that APRA will prevent funds from 
simply closing investment options and opening 
new options that are similar (‘phoenixing’). As 
such, determining an action plan is not simple. 
It will require a thorough understanding of the 
regulation and how it will be applied. In particular, 
the definition of a TDP is critical. There exists 
the opportunity for funds to continue to offer 
investment options if they relinquish control for 
setting the strategic asset allocation. Is this a viable 
alternative?

APRA Reporting
From 28 February 2022, superannuation funds will be 
faced with increased reporting requirements for their 
MySuper investment options as well as for all TDPs. 

Superannuation funds will need to review their 
processes for generating the data used for this 
reporting. 

   Key considerations

• Do you have efficient systems in place for 
managing the large amount of data required? 

• Will you be able to report in an accurate and 
timely manner noting that inaccurate reporting 
may create significant issues related to the 
calculation of the performance test results.
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3.  The Retirement Income 
Covenant

Setting the scene to deliver 
retirement outcomes for members

After many years of discussion and changes in 
direction from various governments, we have finally 
landed on a Retirement Income Covenant.  While 
the covenant may not provide the specific guidance 
many in the industry would like, it has set down 
that superannuation funds should consider the 
development of investment strategies for retirees 
that consider:

• the specific characteristics of cohorts of members; 

• an appropriate level of risk for that cohort; and

• that the retirement income drawn down  
should be sustainable for the life of the  
retiree and flexible so that it can adjust  
to changing life needs.

The Bill requires all superannuation funds, other 
than SMSFs, to document a retirement income 
strategy by 1 July 2022. 

The covenant requires trustees to get to know 
and understand their members, both before and 
during retirement. They should be aware of the 
characteristics of their cohorts of members so they 
can demonstrate how they will meet the needs of 
these cohorts in retirement. A fully implemented 
solution is not required by the set date.

As a result funds need to understand their 
membership and identify the key characteristics of 
each cohort. They then need to consider how they 
will meet the needs of these cohorts. 

   Key considerations

• Will it be through tailored investment strategies?  

• Will it be through communication exercises and 
guidance? 

• How does this fit with the funds strategic objectives 
and member retention and growth plans? 

• What is the role of financial tools and calculators?  

• How should financial advice be incorporated? 
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Is it still possible to grow your membership organically? 

Fund stapling, an important part of the Your Future Your Super reforms, will change the Australian super 
industry forever. No longer will some employees (particularly younger employees), become members of 
many superannuation funds as they change jobs and industries in their early years in the workforce. Instead, 
they will join one fund and, unless they make a deliberate decision, will remain with that single fund forever. 
Of course, this does not mean that this fund is the “best” fund for them, but it will reduce the problem of 
multiple funds with the associated extra costs and reduced benefits. At the same time, the consequences of 
fund stapling presents new challenges and opportunities for every superannuation fund. 

Two significant implications are:

1. For new employees: How does a superannuation fund engage with the employer to highlight the benefits 
of switching to your fund?  

2. For members with a new employer: How does a superannuation fund remain engaged with a member so 
that the member will not be enticed to a new fund when they start with a new employer. 

Given existing anti-hawking provisions this change makes it very difficult for funds to grow organically, 
unless they have a very strong and compelling proposition for their members.

Even so, stapling increases the need for effective communication with members (discussed further below).

4. The Impact of Fund Stapling

Members are becoming increasingly active - they have  
wants and needs, and will exercise their choice to join  

or stay with your fund. Innovate for members’ changing  
needs with new products, better options and more  

effective member communication.



Top 10 considerations for Australian Superannuation Funds - 2022 8

The growing importance of 
knowing your members and 
communicating with them 
effectively.

As we all know, the real purpose of superannuation 
is to deliver ‘appropriate’ retirement incomes for our 
members. But how do we know what appropriate 
means?  The retirement income covenant, member 
outcomes assessment and other regulation is 
forcing funds to understand their membership 
better than ever before.  This becomes even more 
difficult as funds grow and attract members from a 
range of different industries.

As a result, superannuation funds need to 
consider not just how they will communicate with 
their members, but also how their members will 
communicate with the fund.  The ongoing issue of 
member engagement remains a key challenge.

   Key considerations

• How will your fund address this challenge  
in 2022?  

• The increased competition from mega funds with 
large advertising budgets may make it difficult for 
smaller funds to remain front of mind. How will 
you retain members?

• How will your fund continue to highlight 
the value of benefits, especially insurance, 
in this environment? The costs of member 
communication vary considerably and are  
largely ignored by the APRA performance tests.

• What form of communication is best suited to 
your members?  For example, the growing  
role and importance of digital communication. 
Does that work for your members? What is your 
digital strategy?  How can you budget for that  
and implement a strategy in an effective and 
timely way?

5. Member Communication
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Be prepared for a rise in bond yields 

The amount of monetary stimulus is expected to taper as monetary authorities seem to be shifting their 
attention to job creation from inflation control. In addition, while most major central banks believe the 
current rise in inflation is transitory and that inflation will fall back to normal levels, historically inflation has 
been difficult to predict. Together, the range of potential inflation scenarios in the future has increased and 
scenario analysis that takes the risk of higher inflation into account is vital, as it can provide investors with 
crucial insight into the impact of inflation on various portfolios.

We suggest that funds explore how their portfolios might perform in an environment with persistently high 
and volatile inflation.

For traditional portfolios, heavy in assets that do well in stable, low-inflation environments, adding more 
inflation- sensitive assets can improve forward-looking portfolio robustness. Examples include real assets 
such as real estate, infrastructure and selected equity sectors.

Investigate the suitability of other hedging assets, such as commodity-oriented strategies and gold. These 
may prove valuable additions to portfolios, as they can help in scenarios where there is stagflation.

Analyse potential exposures to floating rate fixed-income assets. These may help in scenarios in which 
inflation is met with an aggressive rate response. They should also help protect against duration risk.

6.  Is the rise of inflation 
transitory?

Defensive or return generating? 

Low absolute interest rates and low credit spreads 
have resulted in negative real yields for most of 
the bond universe. Interest rate risk offers little 
compensation, while leaving portfolios exposed to 
inflation. However, high valuations in public credit 
markets have been slow to leak into the private 
credit market, which is also less exposed to potential 
financial market volatility, due to its higher exposure 
to floating rates and their lagged pricing.

   Key considerations

• We suggest that clients establish a clear 
understanding of the role of fixed-income assets 
in their portfolios. Are they included for risk- 
reduction or income generation purposes?

• Consider private debt and other lower-beta 
strategies to diversify rate and credit exposure in 
your portfolio and potentially provide higher total 
returns than those implied by very low traditional 
public fixed-income yields.

• Consider the risk involved in moving allocations 
to higher yielding but lower quality investments.  
Is it worth the potential risk of loss, if credit 
markets deteriorate?

7.  Revisit the role of fixed income
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8.  Examine the impact  
of climate transition

The grey, the green and the  
in-between.

Climate change is a global multi-industry problem 
which we believe requires a “total portfolio” 
response. High emissions and high transition assets 
involve risks that are unlikely to reward investors 
over the long term. As the saying goes, there are no 
bad assets, only bad prices. With that in mind, we 
have to ask, is the price right?

We suggest that funds assess their exposures 
to climate risk that are “grey,” “green” and “in 
between.” What we call “grey” assets involve high 
emissions and high climate transition risk, while 
“green” assets involve low or no emissions and low 
climate transition risk. Of course, there is a lot of 
“in between”. Exercise decarbonization at the right 
price (DARP). 

As with any major trend, climate transition will 
not happen in a straight line, and nor will price 
recognition; flexibility built into your strategic 
climate transition plan will be very helpful.

   Key considerations

Consider investments in assets that are looking 
to make positive contribution to climate change 
issues - such as renewable energy and innovative 
technology companies within private markets.
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9.  Review and update 
Investment Governance

Prepare for changes to Superannuation Prudential Standard 530 (SPS530) 

Revisions to SPS530 are set to become effective from 1 January 2023.  The revisions include greater details about 
the specific way in which superannuation funds should be undertaking investment governance.  This includes:

• The need for Trustee Boards to document and approve a comprehensive liquidity and extraordinary 
loss stress testing framework that will apply to each investment option, and

• Ensuring that processes to consider investment performance, risk management, the assessment of 
these and how they are reported to the Board and senior management are documented,

• The need for Boards to have an adequate valuation governance framework, which consists of the 
structures, processes, procedures and controls necessary to identify and manage valuation risk of a 
fund’s investments.

We encourage superannuation funds to review their investment governance framework, stress testing 
processes and Board reporting to ensure they will be consistent with the new requirements.

How do you ensure member 
outcomes continue to improve  
in the new environment?

While we have highlighted a number of key 
considerations for superannuation funds in the 
sections above, it is important to note that each 
of these should be addressed through a lens of 
continuing to improve member outcomes.  
After all, this is the reason the industry exists  
and has always been the primary objective.

In a world that seems to become more and  
more cluttered by competing priorities the  
focus on member outcomes should always  
remain paramount.

10. Improving Member Outcomes

Addressing each of the 9 priorities  
should lead to improving Member Outcomes. 
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By and large, we know what this year will bring  
from a regulatory perspective. We know, similarly  
to last year, that there will be continued influence  
of regulatory requirements on investment decisions. 
In financial markets, however, the outlook remains 
uncertain. The pandemic continues to have a 
profound impact on the investment landscape 
globally, presenting risks and opportunities that  
are unprecedented for investors.

For funds who have the governance framework 
to make timely investment decisions and seek 
out longer-term opportunities, there are green 
shoots there for the taking built around a core set 
of market trends and dynamics that will impact 
investment decisions over the next 12 months,  
and potentially beyond.

Conclusion

Discover how Mercer can assist you
Contact:

Clayton Sills 
Superannuation Client Segment Leader 
Mercer Australia 
clayton.sills@mercer.com

 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.
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