
1 Australian private debt under Your Future, Your Super

Scenario analysis shows that an Australian 
private debt portfolio could have 
outperformed the Your Future, Your Super 
fixed income benchmark by up to 4% p.a. 
over the past 19 years 

The Australian Government’s Your Future, Your Super 
(YFYS) reforms came into effect on 1 July 2021, with 
all super funds subsequently receiving their initial 
pass or fail result. For those in both camps, the 
pressure to pass future tests remains extraordinarily 
high given the dire consequences of failure  
(i.e. closing their default MySuper option to new 
members for those failing two years in a row).  
Every allocation in the portfolio must pull its weight 
in helping to surpass their respective asset class 
benchmark. This paper demonstrates that private 
debt may have benefits for fixed income portfolios 
under YFYS, most notably in its potential to 
outperform the respective YFYS public markets 
benchmark. 

This paper explores the additional return drivers  
of private debt, including illiquidity and complexity 
premia and enhanced credit quality, and compares 
the performance of a simulated private debt 
portfolio against the YFYS benchmark. Under our 
assumptions, the simulated private debt portfolio 
would have provided an outperformance of over 4% 
p.a. against the YFYS benchmark over the past 19 
years. Additionally, private debt may also provide 
improved enhancements not considered within this 
analysis, such as portfolio diversification, reduced 
volatility, and a greater focus on ESG and sustainable 
investing.

Comparison of private debt and public debt
Listed corporate bonds and asset-backed securities 
comprise a small proportion of the overall loan market  
in Australia, creating a challenge for superannuation  
funds seeking to meet their diversification needs and 
return hurdles through listed fixed income in a low-rate 
environment.
By comparison, the total loan market, incorporating 
broadly syndicated loans (BSL), residential mortgages,  
club loans and direct lending, is larger than the ASX200 
market cap (Figure 1).

Private debt is a fixed income asset type where the debt  
is placed privately and does not have an active public 
secondary market. Additionally, private debt is most 
commonly floating rate, whereas corporate bonds are 
typically fixed rate in nature.

Figure 1. Market size of equities and loans in Australia 
(A$ trn)

Key advantages of private debt for superannuation 
funds
 Ȃ Private markets can offer access to debt issued to 

Australian borrowers which are difficult to access 
through public markets due to their size or financing 
needs, creating portfolio diversification benefits.

 Ȃ Private market transactions can be structured to offer 
additional protection through bespoke loan terms and 
covenants resulting in an improved credit quality.

 Ȃ Loans are typically floating rate with a base rate floor, 
providing a return benefit if interest rates rise.

 Ȃ As private debt is not actively traded, valuations are 
performed using a mark-to-model approach which 
should result in reduced volatility, particularly in times 
of market stress.

 Ȃ Further diversification for portfolios can be gained 
through infrastructure debt which has proven to be 
uncorrelated to the broader economic cycle.1

 Ȃ Relationships with borrowers are often more direct, 
permitting a greater focus on factors that are important 
to superannuation funds and their members such as 
ESG and sustainable investing.

 Ȃ The smaller and more complex transactions can often 
generate significant illiquidity and complexity 
premia.
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1 Moody’s Analytics Data Alliance Project Finance Data Consortium.
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Private debt treatment under the YFYS reform
Under Reporting Standard SRS 533 Asset Allocation 
(extracted in Figure 2) the relevant YFYS performance 
benchmark for Australian private debt would be Australian 
fixed interest, which uses the BACM0 Bloomberg Ausbond 
Composite 0+ Yr Index, and permits 10bps for fees and  
an assumed tax rate of 15%. Note that tax has been 
ignored for the purposes of this analysis.

Figure 2: Reporting Standard SRS 533.0 Asset Allocation

Backtesting private debt
Data on either private debt returns or loss rates across  
the industry is lacking due to the private, bespoke nature  
of the loan arrangements. Where there is data, for example 
aggregated by Preqin, this is heavily skewed to the US  
and Europe, where private debt was largely born out of the 
Global Financial Crisis (GFC). Government funding provided 
to banks in Australia during the GFC has, until recently, 
meant that the Australian private debt market has 
significantly lagged the global market in terms of evolution 
and growth (Figure 3).
As at March 2021, Australasian private debt AUM was only 
0.12% of global AUM. In the chart below the Australasia 
segment must be artificially increased to make it visible 
versus the other segments, which would otherwise dwarf 
the AUM to a point of invisibility. 

Figure 3: Private debt AUM, globally and Australasia, 
(USD$ bn)

Given the data challenge for Australian private debt,  
for our back testing we have constructed an illustrative 
private debt portfolio based upon a series of assumptions:
 Ȃ All loans are floating rate
 Ȃ Floating rate loans are priced off 3 month BBSY 
 Ȃ The private debt spread is set at 3% over the average  

of the past 3 months’ BBB corporate bond option 
adjusted spread (OAS)

 Ȃ A 2% borrower paid upfront fee is received for  
each loan originated

 Ȃ Total private debt fees and vehicle costs are assumed  
to be 50bps upfront (one off) and 57bps per annum

 Ȃ Losses are estimated to be 17bps per annum, which  
is based upon the Standard & Poor’s BB default 
assumption for Australian credit and assuming an 80% 
recovery rate, as shown by Moody’s Ultimate Recovery 
Database given in Figure 4.

Figure 4: Average corporate debt recovery rates 
measured by ultimate recoveries, 1987-2019*

Figure 5: Rates comparison across indices

Backtesting methodology
Private debt is a privately traded asset class lacking an 
investible listed market index. As such we have utilised  
a Public Market Equivalent (PME) methodology to compare 
a private debt portfolio with the returns in public markets.
To start, we have created a hypothetical portfolio of 13 
loans originated over 2.25 years. The maximum loan  
term is 7 years giving a total fund life of c. 8.5 years 
(ignoring any early repayments). Figure 6 shows the 
assumed NAV progression for the private debt portfolio.

Source: www.legislation.gov.au/Details/F2015L01007
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Fixed income 
currency type (5)

Value (6) if applicable , 
currency hedged (7)

Australian dollars

Other currency

Not applicable

Asset class  
type (1)

Asset domicile 
type (2)

Asset listing 
type (3)

Fixed income 
type (4)

Cash Australian domicile Listed Government debt

Fixed income International 
domicile

Unlisted Non Government 
debt

Equity Not applicable Not applicable Mortgage debt

Property Credit

Infrastructure Non applicable

Commodities

Other

Emergence Year Default Year

Priority position 2019 2018 1987-2019 2019 2018 1987-2019

Loans 70.2% 78.4% 80.0% 67.6% 77.1% 80.0%

Senior Secured Bonds 51.5% 48.3% 61.9% 50.0% 49.9% 61.9%

Senior Unsecured Bonds 16.0% 30.1% 47.0% 18.7% 19.4% 47.0%

Subordinated Bonds 24.7% 6.9% 28.0% 24.7% 13.9% 28.0%

* The Ultimate Recovery Database primarily covers default resolutions of US nonfinancial companies.
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Figure 6: Simulated private debt portfolio evolution 
over time 

The simulated portfolio pays upfront fees of 2% gross, and 
interest is assumed to be paid quarterly on all the loans. 
The projected cashflows an investor will receive is the 
upfront fee, periodic interest less any management fees, 
vehicle costs, and the assumed loss rate outlined above.
To compare this to a listed fixed income index under the 
PME methodology, we have assumed that as each loan  
is drawn down, an investor would invest this same amount 
into the nominated index. As interest and principal is 
received from the simulated private debt portfolio, we have 
assumed a pro-rata proportion of the units in the index the 
investor purchased are sold at the prevailing index price, 
on a total return basis.
Given the lumpy loan drawdowns and returns of capital,  
we used an Internal Rate of Return (IRR) metric to compare 
the results from the simulated portfolio with the YFYS 
benchmark index.
The illiquidity and complexity premia that can be captured 
in private debt, along with exposure to the B/BB credit 
universe which is not large and liquid in Australia, means 
that private debt should over a longer time horizon 
outperform the bond index, particularly given the index 
comprises a large amount of government bonds which 
don’t generate high returns.
Private debt has the added benefit of usually having 
“floors” on the rates floating rate debt is priced off,  
i.e. if a debt instrument is priced at BBSY plus 450bps, loan 
agreements generally specify BBSY cannot be less than 
zero. Occasionally a floor BBSY of 50bps is achievable which 
would make the analysis even more favourable. This means 
that even in the event that three month rates were to move 
negative, which has been the case in Europe, none of the 
spread premium earned in private debt would be eroded. 

Backtesting results 
To account for different rate and credit scenarios, rolling 
comparisons have been run from 30 June 2002 through  
to 30 June 2013. The analysis shows that over each c. 8 year 
period the simulated private debt portfolio outperformed 
the benchmark index. The lowest return period (though still 
above the benchmark) was just prior to the GFC, as the 
analysis assumes the investor invested in the simulated 
private debt portfolio at pre-GFC spreads, then sold out  
of the benchmark index as rates fell and spreads widened 
during the GFC, both of which positively impacted the 
benchmark index.

There could arguably be a scenario where rates fell so 
drastically that the additional premium captured by private 
debt was completely eroded by sharp falls in interest rates. 
If super funds were worried about this risk, a hedging 
program may be introduced to incorporate some interest 
rate duration into the portfolio to hedge this risk of falling 
rates, however as the analysis shows this hedging would 
not have been needed throughout the analysed time 
period.

Figure 7: Simulated private debt net returns vs YFYS 
Australian fixed rate index IRRs (table format)

Figure 8: Simulated private debt net returns vs YFYS 
Australian fixed rate index IRRs (chart format)

For the period from 2002 to 2021, a MySuper Balanced 
(70/30) portfolio holding a 3% allocation to private debt 
could have realised an improved outcome of 0.12% p.a., 
using the simple average of the results given in Figure 7. 
For lifecycle MySuper defaults the allocation could 
comfortably sit higher for the younger cohorts that  
have a longer investment time horizon.

Source: Schroders, 2021. For illustrative purposes only. Past performance is not a 
reliable indicator of future performance. The returns on a simulated portfolio may not 
reflect actual outcomes.
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Start date Simulated private 
debt IRR (net)

Index IRR (net) Difference (p.a)

30/06/2002 10.00% 5.23% 4.77%

30/06/2003 10.40% 5.52% 4.88%

30/06/2004 9.89% 6.02% 3.86%

30/06/2005 9.61% 6.47% 3.14%
30/06/2006 8.89% 7.30% 1.59%
30/06/2007 8.37% 7.30% 1.07%
30/06/2008 10.25% 6.57% 3.68%
30/06/2009 13.87% 6.76% 7.10%
30/06/2010 11.18% 5.87% 5.31%
30/06/2011 8.57% 5.01% 3.56%
30/06/2012 10.67% 4.47% 6.19%
30/06/2013 7.49% 4.35% 3.14%

Average 9.93% 5.91% 4.02%

Source: Schroders, 2021. For illustrative purposes only. Past performance is not a 
reliable indicator of future performance. The returns on a simulated portfolio may not 
reflect actual outcomes.
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Disclaimer
This document is issued by Schroder Investment Management Australia  
Limited (ABN 22 000 443 274, AFSL 226473) (Schroders). It is intended solely  
for wholesale clients (as defined under the Corporations Act 2001 (Cth)) and  
is not suitable for distribution to retail clients.

This document does not contain and should not be taken as containing any 
financial product advice or financial product recommendations. This document 
does not take into consideration any recipient’s objectives, financial situation  
or needs. Before making any decision relating to a Schroders fund, you  
should obtain and read a copy of the product disclosure statement available  
at www.schroders.com.au or other relevant disclosure document for that fund 
and consider the appropriateness of the fund to your objectives, financial 
situation and needs. You can also refer to the target market determination for 
each Schroders fund at www.schroders.com.au. All investments carry risk, and 
the repayment of capital and performance in any of the funds named in this 
document are not guaranteed by Schroders or any company in the Schroders 
Group. The material contained in this document is not intended to provide,  
and should not be relied on for accounting, legal or tax advice. 

Schroders does not give any warranty as to the accuracy, reliability or 
completeness of information which is contained in this document. To the 
maximum extent permitted by law, Schroders, every company in the Schroders 
plc group, and their respective directors, officers, employees, consultants and 
agents exclude all liability (however arising) for any direct or indirect loss or 

damage that may be suffered by the recipient or any other person in connection 
with this document. Except insofar as liability under any statute cannot be 
excluded, Schroders and its directors, employees, consultants or any company  
in the Schroders Group do not accept any liability (whether arising in contract, in 
tort or negligence or otherwise) for any error or omission in this article or for any 
resulting loss or damage (whether direct, indirect, consequential or otherwise) 
suffered by the recipient of this article or any other person. This article does not 
contain, and should not be relied on as containing, any investment, accounting, 
legal or tax advice. You should note that past performance is not a reliable 
indicator of future performance. Schroders may record and monitor telephone 
calls for security, training and compliance purposes.

Opinions, estimates and projections contained in this document reflect the 
opinions of the authors as at the date of this document and are subject to 
change without notice. “Forward-looking” information, such as forecasts or 
projections, are not guarantees of any future performance and there is no 
assurance that any forecast or projection will be realised. Past performance  
is not a reliable indicator of future performance. All references to securities, 
sectors, regions and/or countries are made for illustrative purposes only  
and are not to be construed as recommendations to buy, sell or hold. 

Telephone calls and other electronic communications with Schroders 
representatives.

Conclusion
The analysis above supports the premise that an investment in private debt may increase the probability of 
outperforming the YFYS benchmark over rolling 8-year periods. Whether super funds’ default option is a 
Balanced fund or a lifecycle strategy, introducing or increasing private debt in the strategic asset allocation mix 
offers an opportunity to improve returns against the benchmark, creating a much needed safety buffer for 
super funds. 

Our previous paper2 outlined the structural changes in the private debt market with banks retreating from this 
space, creating an opportunity for institutional investors to fill the void they are leaving. With the Your Future, 
Your Super analysis showing a significant opportunity for outperformance versus the benchmark, now really 
does seem the opportune time to invest in private debt.

2  www.schroders.com/en/sysglobalassets/schroders/sites/australia/unstructured-content/investing-in-private-debt_nov2020.pdf


