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This submission aims to provide feedback on how the YFYS act could be enhanced to better achieve 
the governments policy aims to improve performance and accountability in the Superannuation 
sector.  

By benchmarking all AUD fixed interest investment to the Bloomberg AusBond Composite 0+ index, 
the YFYS Performance Test has inadvertently penalized legitimate investment decisions, exposing 
members to increased exposure to inflation, diminished optionality, and greater volatility. 
Investment in AUD inflation linked bonds is vulnerable to tracking error against this misaligned 
benchmark.  There is outsized risk of fail for off-index bonds, which calls for the inclusion of an 
inflation benchmark. We propose The Bloomberg AusBond Infl Govt 0+ Yr Index. 

 

Unintended Consequences of the YFYS Performance Test 

The tracking error for AUD inflation linked bond investments by benchmarking against the AusBond 
Composite 0+ rather than an inflation benchmark has acted as a deterrent to investment in inflation 
bond product.  

Consequences include: 

1. Disincentive for fund managers to engage in inflation protected investment 
2. Higher exposure to inflation for members, risking erosion of wealth over time 
3. Reduced allocation to AUD inflation linked bonds 
4. Reduced issuance of Treasury Indexed Bonds by AOFM due to lesser demand 
5. Lower liquidity in the Australian inflation bond market 
6. Greater volatility in AUD real yields 
7. Market traded break-even inflation is considered a term measure of inflation, used in 

decision making by many including by the RBA. Greater volatility in real yields could distort 
market priced inflation, impeding decision making for many. 



 
   
 

 
 

 

 

 

Importance of inflation product to retirement investment 

Inflation linked bonds are specifically designed to protect investors from the corrosive effect of 
inflation on wealth over the long term. They increase in value during periods of high inflation and as 
such, provide a unique opportunity to simultaneously grow wealth, maintain purchasing power and 
defend investment against inflation. For this reason, inflation linked bonds are favoured globally by 
pension funds, insurance funds and other institutions with long term investments.  

We are currently in a period of very high inflation, a time when members should not be deterred 
from engaging in inflation protection. In periods of low growth and high inflation (stagflation) 
inflation linked bonds are one of few investments which perform.  

Inflation linked bonds returns have low correlation with equities and other fixed income assets 
making them strong candidates for diversification. 

The Retirement Income Covenant, implemented 1st July 2022, identifies inflation as a key risk to the 
sustainability and stability of retirement income. When constructing an effective long term 
superannuation portfolio, inflation protection is an important investment option for superannuation 
funds to protect members retirement income from inflation risk. Under YFYS, the availability of only 
one fixed income index disincentivises superannuation funds from investing in a number of 
strategies that can be in the best interests of their customers. In particular it makes it impractical to 
own inflation protection and inadvertently challenges liquidity and stability in the inflation bond 
market. This puts the unintended impacts of YFYS, as outlined above, in opposition to the aims of 
the Retirement Income Covenant. 

 

Recommendation 

There are several existing indexes that are readily available and already used to benchmark inflation 
investment portfolios.   

We propose an expansion of the Covered Asset Classes to include a further item: Australian Inflation 
Linked Fixed Interest with an index of The Bloomberg AusBond Infl Govt 0+ Yr Index. Assumed 
annual fee and assumed taxation to be in line with the existing nominal fixed interest benchmark at 
0.10% & 15.0% respectively.  

 

  



 
   
 

 
 

 

 

Appendix 

1. Treasury Laws Amendment (Your Future, Your Super—Addressing Underperformance in Superannuation) Regulations 2021 
https://www.legislation.gov.au/Details/F2021L01077 

9AB.17  Meaning of covered asset class, assumed index, assumed annual fee and assumed rate of tax 

 



 
   
 

 
 

 

 

 

2. The Bloomberg AusBond Infl Govt 0+ Yr Index 

 

 


