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Introduction
Representing 80% of the $3.6 trillion Australian Managed Fund Industry assets, the Australian Superannuation funds have become highly influential in global capital markets. Their asset allocation trends
and preferences have important implications for other asset owners, asset managers and institutional
investors.
The latest asset allocation report from Foresight Analytics reveals interesting trends and preferences
of the Australian Superannuation funds. One of the most revealing insights from our analysis is the
continued unwinding of the 'home bias' by these funds.
Global equities stand as the largest portfolio contribution and continue to rise
Global Equities now represent 24.4% of the portfolio, the single largest portfolio allocation. The allocation to the asset class has been rising steadily, notwithstanding the recent market performance. We
expect the unwinding of the 'home bias' to continue in coming years which will benefit this asset class.
Over the past 12 months, a weaker AUD against most major currencies has provided strong and
positive currency effects for unhedged investors.
However, allocations to Australian Listed Equities continue to decline as funds seek greater international diversification. Over the past 5 years, allocations to this asset class have declined from 25% to
22%. Investors have been well rewarded from this decision as returns from global equities have been
higher than domestic equities, even after adjusting for currency effects.
Exhibit 1: Allocation of international equities rises whilst Australian listed equities decline as
fund seek greater diversification

2

Foresight Analytics
Research Insight |September 2019
Investors continue to be rewarded as allocation for Australian and Global bonds continue to rise
With 12.8% allocation in March 2019, Australian Bonds now represent the third-largest allocation in
superannuation portfolios. While the current allocation levels are just below the March 2016 peak of
13.8%, investors have been very well rewarded for allocating to this asset class over the past few years
on the back of falling bond yields.
Allocations to Global Bonds continue to rise at a healthy clip. International diversification of fixed
income exposure is a strong preference for superannuation funds. The rising allocation to the asset
class is expected to continue given the depth and breadth of the opportunity that’s available outside
Australia. This asset class has delivered very strong results over the last few years on both hedged and
unhedged basis. It remains to be seen whether funds will move towards unhedged global bond exposure in the future given the interest rate differentials between Australia and the rest of the developed
world. The pick-up from carrying as a result of hedging may become a distant memory.
However, given the maturity of the current market cycle, it’s no surprise that the allocations
to Cash has declined in recent times to 10.0% from 13.7% recorded in December 2014. Given the
collapse in cash rates, expected return contribution from this asset class is going to be minimal in the
future.
Exhibit 2: Strong preference in international diversification contributes to rise in global bond allocation
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Falling interest rates have worked in favour of real estate and infrastructure assets
Listed and Unlisted Real Estate now accounts for 8.6% of total portfolio assets. This compares with
7.2% allocation in 2014. Falling long- and short-term interest rates have benefited this long-duration
asset class that provides a healthy and defensive exposure to income and growth returns. We believe
allocations to this asset class will continue to increase given its attractive risk-return characteristics
and ability to provide a nice hedge against long-term liabilities of funds. Listed and Unlisted Real estate
are expected to have an annual growth rate of 11.30% and 11.80% in 2019, respectively.
Total allocation to Listed and Unlisted Infrastructure accounts for 5.6% of industry assets. Of this,
1.5% was in listed Infrastructure; mainly in global Listed Infrastructure. These long-duration assets have
also benefited from falling interest rates around the world. We expect Superannuation funds to continue to increase their allocations to this asset class given the defensive nature of the income and
earnings streams from these assets. Listed Infrastructure and Australian unlisted infrastructure are
expected to have an annual growth of 21.59% and 18.15% in 2019, respectively. Funds backing this
asset class have been well rewarded over the last few years.

Exhibit 3: Both listed and unlisted infrastructure and real estate have exhibited growth in allocation with strong annual growth rates
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Foresight Analytics™
Foresight Analytics™ is a leading provider of quantitative investment research, analytics and consulting solutions to global investors, fund buyers and fund sellers. Using its innovative 360-degree framework and cloud-based technology, Foresight Analytics provides insight-based analytical and industry
intelligence solutions to leading investment management companies, superannuation funds, third-party
product distributors, family offices and endowment funds.

5

Foresight Analytics
Research Insight |September 2019
Disclaimers and Disclosures
The material contained in this document is for
general information purposes only. It is not intended as an offer or a solicitation for the purchase and/or sale of any security, derivative, index, or financial instrument, nor is it an advice
or a recommendation to enter into any transaction. No allowance has been made for transaction costs or management fees, which would
reduce investment performance. Actual results
may differ from reported performance. Past
performance is no guarantee for future performance.
This material is based on information that is
considered to be reliable, but Foresight Analytics make this information available on an “as is”
basis without a duty to update, make warranties, express or implied, regarding the accuracy
of the information contained herein. The information contained in this material should not be
acted upon without obtaining advice from a licensed professional. Errors may exist in data acquired from third-party vendors, the construction of model portfolios, and in coding related
to statistical tests.

Foresight Analytics disclaims any and all express
or implied warranties, including, but not limited
to, any warranties of merchantability, suitability
or fitness for a particular purpose or use.
Foresight Analytics has been paid a fee for strategic analysis and reporting however Foresight
has drawn its conclusions independently and using its proprietary forensic based-process. Foresight staff involved in the production of this report do not hold any investments or interest in
the strategy or the product provider. Foresight
is not paid any success fee in association with
the strategy.
Foresight does not rate fund products. This
consulting report should not therefore be considered as a Foresight ratings of the strategy.
This communication reflects our analysts’ opinions as of the date of this communication and
will not necessarily be updated as views or information change. All opinions expressed
herein are subject to change without notice.
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