BROADENING

10th Biennial NAB Superannuation

FX Hedging Survey

INVESTING MORE
OFFSHORE

The internationalisation of Australian
Superannuation Funds’ investment
portfolios has accelerated.
Superannuation Funds have on
average 46.8% of their assets
offshore, up from 41% in 2019 as
they search for further diversification
and attractive returns. The trend
looks set to continue, with 61% of
Funds saying they will increase the
share of international assets in their
portfolios in the next two years.

In terms of the specific asset classes
Funds will target offshore, listed
equities figures most prominently
followed by unlisted infrastructure
and listed property. Alternatives,
unlisted property, fixed income

and listed infrastructure also

rated mentions.

LOWER
FOREIGN CURRENCY EXPOSURE

Overall, Superannuation Funds are
hedging more of their international
equity exposures than in 2019.
Even so, despite the sharp fall that
occurred in the AUD in early 2020,
overall hedge ratios remain relatively
low, which we believe reflect the
long-held view that running long
foreign currency exposure will act
as a diversifier during major

‘risk off” events.

At the same time, the trend by

Funds to view currency through the
prism of a desired foreign currency
target has continued, with 72% of
respondents now looking at currency
risk in this way rather than via a
traditional hedge ratio. More Funds
want to view currency risk using the
same lens as they view other asset
allocation decisions.

The Australian superannuation sector continues to grow strongly with Superannuation Fund
assets projected by Deloitte to swell to approximately $4.7 trillion by 2030. Funds have
signalled they intend to invest an increasing proportion of their investments offshore in
search of yield and diversification. Managing the related currency exposure will continue

to be extremely important given the influence these decisions can have on member returns.
NAB'’s 10th biennial survey — the only one of its kind — provides clarity about how Australian
Superannuation Funds manage currency risk and examines fund behaviour in relation to
currency positioning, decision-making processes, hedging products and regulatory changes.

FOCUS ON
EM CURRENCY RISK

Emerging markets in general and
China in particular, are frequently
mentioned by Funds as important
investment destinations, yet there
remains no consistent approach
to hedging emerging markets
exposure. More than half of Funds
(57%) do not hedge any of their
EM exposure, despite increasing
allocations to these markets,
while of the 43% of Funds who

do hedge at least some of their
underlying exposure, close to
three-quarters hedge 50% or less
of their equity risk. In contrast,
most Funds with investments in
EM fixed income operate with a
relatively high currency hedge ratio
— typically 75-100%.

“Sixty one percent (61%) of Funds suggested they plan to further increase
the international share of their investments in the coming two years.”

PRIORITIES OF AUSTRALIAN SUPERANNUATION FUNDS IN A GLOBAL MARKET.




BROADENING HORIZONS

NAB Superannuation FX Survey

APRA'S
PERFORMANCE TEST

Funds expect the government’s

new Your Future Your Super (YFYS)
framework will lead to much greater
scrutiny and ongoing monitoring; of
the impact currency risk is having on
their performance relative to APRA’s
performance metrics. Currency risk
is often cited as the second largest
portfolio risk, after equities, in

a multi-asset portfolio.

Small Funds indicated they were more
likely to keep currency exposures
close to their Strategic Asset
Allocation (SAA) to mitigate tracking
error versus the APRA benchmarks.
Not unexpectedly, Funds with strong
past relative performance felt they
had more scope to continue with

“Internal
investment
teams have
an increasing
influence

on currency

decisions.”

DECISIONS

The trend to giving investment teams more responsibility in making
and implementing currency decisions continues; while investment

their current approach to managing
currency exposure, notwithstanding
the increased focus on the APRA
performance matrix.

committees and boards focus on strategic decisions and monitoring
the performance and effectiveness of the investment strategy.
Some 64% of Funds said the investment team is most influential in
FX decision making, followed by investment committee and then
their asset consultant.

While Funds continue to review their currency hedging policy
annually, currency exposure is being reviewed much more frequently
than was the case in the 2019 survey. We conclude from this that
currency decisions have assumed more importance, as highlighted
during the period of extreme currency volatility in 2020, as well as
the increased focus of Funds on target currency exposure.

“The YFYS
performance test has
increased scrutiny on
the tracking error of
currency exposures.”

Request full survey results for the 10th Biennial FX Hedging Survey Report at: nab.fx.survey@nab.com.au

Disclaimer

This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 (“NAB”). Any advice contained in this document has been prepared without
taking into account your objectives, financial situation or needs. Before acting on any advice in this document, NAB recommends that you consider whether the advice is appropriate
for your circumstances. NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure document before making any decision about a
product, including whether to acquire or to continue to hold it. Products are issued by NAB unless otherwise specified.

So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or contractor thereof (the “NAB Group”)
does not warrant or represent that the information, recommendations, opinions or conclusions contained in this document (“Information”) is accurate, reliable, complete or current.
The Information is indicative and prepared for information purposes only and does not purport to contain all matters relevant to any particular investment or financial instrument.
The Information is not intended to be relied upon and in all cases anyone proposing to use the Information should independently verify and check its accuracy, completeness,
reliability and suitability and obtain appropriate professional advice. The Information is not intended to create any legal or fiduciary relationship and nothing contained in this
document will be considered an invitation to engage in business, a recommendationm, guidance, invitation, inducement, proposal, advice or solicitation to provide investment,
financial or banking services or an invitation to engage in business or invest, buy, sell or deal in any securities or other financial instruments.

The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. This document contains statements that are not purely
historical in nature, but may include “forward-looking statements”. These forward-looking statements are based upon certain assumptions. Actual events are difficult to predict and
are beyond the control of the NAB Group. Actual events may differ materially from those assumed. All forward-looking statements included are or will be based on information
available on the date of this document and NAB does not assume any duty to update any forward-looking statements. Risk factors are described in the information above and there
can be no assurance that any estimated returns or projections can be realised, that any forward-looking statements will materialise or that actual returns or results will not be
materially lower than those that may be presented or discussed.

The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a position or act as a price-maker in the
financial instruments of any company or issuer discussed within this document, or act and receive fees as an underwriter, placement agent, adviser, broker or lender to such company
or issuer. The NAB Group may transact, for its own account or for the account of any client(s), the securities of or other financial instruments relating to any company or issuer
described in the Information, including in a manner that is inconsistent with or contrary to the Information.

Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or misrepresentations in the Information
(including by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage (whether direct or indirect) suffered by persons who use or rely on the
Information. If any law prohibits the exclusion of such liability, the NAB Group limits its liability to the resupply of the Information, provided that such limitation is permitted by law
and is fair and reasonable. This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The Information is
governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia.

This information is current as at November 2021. A166037-1121
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