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Your future, your super

This year, the Australian Prudential Regulation Authority (APRA) passed 
new superannuation legislation in Parliament called “Your Future, 
Your Super (YFYS).” The primary focus of this regulatory framework is 
fund underperformance, accountability, and reduce ‘zombie’ accounts 
(unintended multiple superannuation accounts when employees change 
jobs). This paper discusses underperformance and presents ideas to 
mitigate these risks in a global shares portfolio.

Joe Hoffman
CEO, Currency Management

As a part of the new legislation, APRA will 
conduct an annual performance test each 
financial year on either a superannuation’s 
MySuper product or a trustee-directed 
product. If a product doesn’t pass the test, 
the superannuation fund must inform 
their members about that failure. Because 
of this, superannuation products that fall 
short of the annual performance test for 
two consecutive years are prohibited from 
accepting new members.

This puts superannuation plans in a 
precarious position. Superannuation plans 
that believe in active equity management in 
their global shares portfolios may be forced 
to move money into passive funds in order 
to avoid the risk of failing this new annual 
performance test. Although passive investing 
is a possible solution, it’s not the only one. 

As superannuation plans review their 
overseas shares portfolios and evaluate the 
potential risks of underperformance, active 
currency risk must be considered; there 
will most likely be active currency positions 
relative to the underlying benchmark (index)— 

usually the MSCI World ex Australia—in an 
actively-managed global shares portfolio. 
The currency exposure from an active  
equity manager’s portfolio is typically a 
byproduct of their underlying holdings and 
not an intended currency bet. As a result,  
the expected return from the currency 
exposure in these portfolios is typically zero. 

The currency under and overweights, 
relative to the underlying benchmark, 
could be immaterial in some cases and 
material in other cases. These under and 
overweights must be managed, because 
they introduce risk with no expected return. 
One solution is an overlay to neutralise the 
currency exposures back to benchmark (i.e., 
benchmark neutralisation). 

To demonstrate the impact of unintended 
currency exposure, Mesirow Currency 
Management evaluated the currency 
exposure and risk of two active equity 
portfolios relative to the MSCI World Ex 
Australia where the US Dollar weight is 
approximately 69%. 

Due to these significant 
changes from YFYS, 
superannuation plans 
need to carefully assess 
their investments to 
ensure their MySuper 
product doesn’t 
underperform its 
benchmark.
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Portfolio 1 had an overweight to the US Dollar at 
approximately 72% and underweighted in several other 
currencies. Portfolio 2 had an underweight to the US Dollar 
at approximately 64% and overweights in many of the 
remaining currencies.

From January 2000 to July 2021, the annualised standard 
deviation of the difference between the currency return in 
portfolio 1 and portfolio 2, relative to the currency return 
of the benchmark was 43bps and 67bps, respectively. YFYS 
permits superannuation plans to underperform by at most 
50bps; thus, the risk assumed by not hedging the active 
currency risk to benchmark is significant.

In figure 1, we illustrate the annual differences in the 
currency returns of portfolio 1 and portfolio 2 relative to the 
benchmark. The annual differences ranged from approximately 
zero to over 100bps. The average annual deviation of portfolio 
1 and portfolio 2 was -7bps and +16bps, respectively.

Because a Superannuation MySuper product that is 
underachieving two years in a row will be labeled as 
underperforming; figure 2 presents the rolling 24-month 
currency returns of these two portfolios relative to the 
benchmark. The rolling 24-month differences ranged 
from -150bps to over +250bps, which illustrates that the 
currency impact from an active equity portfolio over 24 
months can be quite substantial. While there are periods of 
outperformance, there is also uncertainty and risk introduced 
from this exposure.

FIGURE 1: ANNUAL DIFFERENCES IN CURRENCY RETURNS RELATIVE TO THE BENCHMARK
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Source: Mesirow & Bloomberg Past performance is not necessarily indicative of future results; actual outcomes may materially differ.

FIGURE 2: ROLLING 24-MONTH DIFFERENCE
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We’ve discussed the performance impact that could result 
over a 12-month period and a rolling 24-month period. 
In figure 3, we illustrate the cumulative difference in 
performance of portfolio 1 and portfolio 2 relative to the 
benchmark currency exposure. The active currency exposure 
in portfolio 2 contributed to a cumulative outperformance 
compared to the benchmark of approximately 3%, whereas 
the cumulative active currency exposure from portfolio 1, 
underperformed the benchmark by approximately 2%. Over 
a 20-year period, these values may not appear material, 
however, the peaks and valleys from active currency risk can 
be significant over shorter periods. When APRA is assessing 
annual performance and there is no expected long-term 
return from the active currency risk, a superannuation fund 
wouldn’t want to be on the wrong side of the benchmark.

Summary
Due to these significant changes from YSYF, superannuation 
plans need to carefully assess their investments to ensure their 
MySuper product doesn’t underperform its benchmark. As a 
result, active risk needs to be managed prudently, especially 
active currency risk in a global shares portfolio. Given that 
there is typically no expected return from this exposure, 
investors should consider hedging this exposure back to the 
benchmark with a benchmark neutralisation overlay. This type 
of overlay can be efficiently and cost-effectively implemented 
as part of a currency risk management program. By removing 
active currency risk from the portfolio, superannuation plans 
can focus on other risks within their portfolios that could also 
require careful management.

FIGURE 3: CUMULATIVE DIFFERENCE
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Mesirow Currency Management (“MCM”) is a division of Mesirow Financial Investment Management, 
Inc. (“MFIM”) a SEC registered investment advisor. The information contained herein is intended for 
institutional clients, Qualified Eligible Persons and Eligible Contract Participants and is for informational 
purposes only. This information has been obtained from sources believed to be reliable but is not 
necessarily complete and its accuracy cannot be guaranteed. Any opinions expressed are subject to 
change without notice. It should not be assumed that any recommendations incorporated herein will 
be profitable or will equal past performance. Mesirow Financial does not render tax or legal advice. 
Nothing contained herein constitutes an offer to sell or a solicitation of an offer to buy an interest 
in any Mesirow investment vehicle(s). Any offer can only be made through the appropriate Offering 
Memorandum. The Memorandum contains important information concerning risk factors and other 
material aspects of the investment and should be read carefully before an investment decision is made. 
Currency strategies are only suitable and appropriate for sophisticated investors that are able to lose 
all of their capital investment. 

This communication may contain privileged and/or confidential information. It is intended solely for 
the use of the addressee. If this information was received in error, you are strictly prohibited from 
disclosing, copying, distributing or using any of this information and are requested to contact the sender 
immediately and destroy the material in its entirety, whether electronic or hardcopy. Certain strategies 
discussed throughout the document are based on proprietary models of MCM’s or its affiliates. No 
representation is being made that any account will or is likely to achieve profits or losses similar to 
those referenced. 

Performance pertaining to the Currency Risk Management Overlay strategies is stated gross of fees. 
Performance pertaining to the Currency Alpha and Macro strategies may be stated gross of fees or 
net of fees. Performance information that is provided net of fees reflects the deduction of implied 
management and performance fees. Performance information that is provided gross of fees does not 
reflect the deduction of advisory fees. Client returns will be reduced by such fees and other expenses 
that may be incurred in the management of the account. Simulated model performance information 
and results do not reflect actual trading or asset or fund advisory management and the results may not 
reflect the impact that material economic and market factors may have had, and can reflect the benefit 
of hindsight, on MCM’s decision-making if MCM were actually managing client’s money in the same 
manner. Performance referenced herein for Currency Risk Management Overlay strategies prior to May 
2004, the date that the Currency Risk Management team joined Mesirow Financial, occurred at prior 
firms. Performance referenced herein for Currency Alpha and Macro strategies prior to October 1, 2018, 

the date that the Currency Alpha and Macro Strategies team joined Mesirow Financial, occurred at 
prior firms. Any chart, graph, or formula should not be used by itself to make any trading or investment 
decision. Any currency selections referenced herein have been included to illustrate the market impact 
of certain currencies over specific time frames. The inclusion of these is not designed to convey that 
any past specific currency management decision by MCM would have been profitable to any person. It 
should not be assumed that currency market movements in the future will repeat such patterns and/or 
be profitable or reflect the currency movements illustrated above. 

Comparisons to any indices referenced herein are for illustrative purposes only and are not meant to 
imply that a strategy’s returns or volatility will be similar to the indices. The strategy is compared to the 
indices because they are widely used performance benchmarks.  The MSCI World ex Australia Index 
captures large and mid-cap representation across 22 of 23 Developed Markets countries (excluding 
Australia). 

Australian Investors: The information contained herein is intended for Wholesale Clients only and is 
for informational purposes only. This document is not a prospectus or product disclosure statement 
under the Corporations Act 2001 (Cth) (Corporations Act) and does not constitute a recommendation to 
acquire, an invitation to apply for, an offer to apply for or buy, an offer to arrange the issue or sale of, 
or an offer for issue or sale of, any securities or investment service in Australia, except as set out below. 
The strategy has not authorised nor taken any action to prepare or lodge with the Australian Securities 
& Investments Commission an Australian law compliant prospectus or product disclosure statement. 
Accordingly, this strategy and document may not be issued or distributed in Australia other than by way 
of or pursuant to an offer or invitation that does not need disclosure to investors under Part 6D.2 or 
Part 7.9 of the Corporations Act, whether by reason of the investor being a ‘wholesale client’ (as defined 
in section 761G of the Corporations Act and applicable regulations) or otherwise. This document does 
not constitute or involve a recommendation to acquire, an offer or invitation for issue or sale, an offer 
or invitation to arrange the issue or sale, or an issue or sale, of any strategy or investment service to a 
‘retail client’ (as defined in section 761G of the Corporations Act and applicable regulations) in Australia. 

Mesirow refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The 
Mesirow name and logo are registered service marks of Mesirow Financial Holdings, Inc., © 2021, 
Mesirow Financial Holdings, Inc. All rights reserved. Investment management services provided through 
Mesirow Financial Investment Management, Inc., a SEC registered investment advisor, a CFTC regis-
tered commodity trading advisor and member of the NFA, or Mesirow Financial International UK, Ltd. 
(“MFIUK”), authorized and regulated by the FCA, depending on the jurisdiction. 

About Mesirow
Mesirow is an independent, employee-owned financial services firm founded in 
1937. Headquartered in Chicago, with locations around the world, we serve clients 
through a personal, custom approach to reaching financial goals and acting as a 
force for social good. With capabilities spanning Global Investment Management, 
Capital Markets & Investment Banking, and Advisory Services, we invest in what 
matters: our clients, our communities and our culture.

About Warakirri Asset Management
Warakirri is a multi-boutique asset management firm established in 1993 
with specialist investment offerings for institutional and retail investors across 
multiple asset classes, including agriculture, equities, cash and specialised U.S 
real estate. Warakirri’s equities offerings provide access to ethical investing 
across domestic and global equities, emerging markets and in partnership with 
Flinders Investment Partners Pty Ltd, to small cap equities. Warakirri also has 
a distribution partnership with Mesirow Financial Investment Management 
Inc providing institutional investors access to currency management services 
and direct U.S. real estate investments. Warakirri is also a leader in Australian 
agricultural investment management with extensive experience in acquiring, 
developing and operating agricultural assets on behalf of investors. Warakirri is 
based in Melbourne and is 100% owned by its directors and employees.

To learn more visit mesirow.com.   
If you have any questions or  
comments, please contact Joe Hoffman,  
CEO, Currency Management  
t: 312.595.7019  m: 206.856.4720  
joseph.hoffman@mesirow.com.

For further information on Mesirow’s 
currency management solutions 
available in Australia, please contact 
Conor Hayes, Head of Institutional, 
Warakirri Asset Management 
m: 0410-027-422 
conor.hayes@warakirri.com.au
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