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Fund and Market Update - Jonathan Armitage, Chief Investment Officer  
 
This year’s investment commentary, like last year’s, is taking place in the shadow of the COVID-19 
pandemic, as well as some sharp bouts of volatility across share markets. In my remarks, I’ll cover 
investment performance, which will help to put recent volatility in some context.  

The topics of inflation and the Omicron strain of the COVID virus, which are also receiving a lot of market 
attention, as well as the subjects of China, cryptocurrencies and responsible investing, which I recognise are 
of great interest to members. Despite the COVID virus still being with us, major share markets delivered 
strong returns over the 12 months to the end of December 2021.  

Vaccination rollouts across many advanced countries gave communities confidence to come out of 
lockdowns and return to something a bit more like normal life. Business activity picked up and consumer 
spending was strong. This was positive for share markets as well as other assets including infrastructure, 
real estate and private equity.  

The very low interest rate environment has also been a tailwind for listed assets such as shares as well as 
unlisted assets such as private equity and infrastructure. As you will have seen in your 30th of June end of 
financial year statements, this positive backdrop contributed to the generally strong investment returns 
delivered across our range of superannuation products and portfolios.  

The momentum continued in the months that followed and translated to our MySuper Growth Portfolio, which 
is the default super product in which most MLC superannuation fund members are invested, outperforming 
its investment objective since inception in 2013 to the end of December last year. I’d also add that MLC 
MySuper Growth was ranked 6th in the SuperRatings top 50 MySuper fund survey over the 12 months to the 
end of December 2021.  

Over the two-year period ending the 31st of December 2021 MLC’s MySuper Growth was ranked 10th in the 
same peer group. Returns published in this survey are calculated on an after-investment fees and taxes 
basis and includes both retail and industry funds.  

The SuperRatings performance surveys are closely watched and it’s pleasing that our MySuper Growth 
ranked so highly. While it’s always nice to be able to report good one- or two-year returns, super for many 
members is a multi-year, even multi-decade commitment. That’s why we keep our eyes on the long term, 
even as we also pay attention to what’s in front of us. We aim to deliver returns that maximise your chances 
of financial wellbeing in retirement. That’s achieved over many years.  

Strong longer-term returns are not confined to our MySuper Growth Portfolio. In fact, 84% of superannuation 
portfolios managed by MLC Asset Management, including the MySuper product, the Pre-Mixed options, as 
well as our many other choice investment options met or beat their stated investment objectives over multiple 
time periods to the 31st of December 2021.  

Investment diversification, which means intelligently spreading members funds across many types of assets 
in many countries and regions, has underpinned strong long-term returns across the MLC Super Fund. 
Diversification means we don’t rely on good performance from any single asset class or type of asset to drive 
returns.  

Instead, we’re able to pick up returns from many assets in many countries and regions. Diversification 
ensures a smoother pattern of longer-term returns than can be achieved by non-diversified portfolios. 
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Equally, diversification is valuable when financial markets become volatile, as they have been since the start 
of 2022.  

Through diversification, stresses in some parts of a portfolio can be offset to some extent by comparatively 
better returns in other parts of portfolios. As for what’s behind the recent bout of market volatility, it centres 
on the high level of inflation across many economies and the near certainty of higher official interest rates to 
deal with it. Inflation measures the rate of price rises in an economy.  

The world has enjoyed a holiday from inflation since the 1990s but that holiday seems to be ending. In the 
United States prices jumped 7% in December 2021 compared to December a year earlier. This was the 
highest inflation reading since 1982.  

But inflation is not a US only issue as inflation in many countries is now higher than before the pandemic. 
Recent commentary from America’s central bank the US Federal Reserve, suggests that the official US 
interest rates are all but certain to rise this year. Other central banks including Australia’s Reserve Bank of 
Australia, may also do the same.  

Financial markets have become so used to ultra-low interest rates since the 2008-2009 Global Financial 
Crisis that they’ve been a bit rattled by the prospect of change. However, rather than fearing higher interest 
rates, we think investors should welcome them. Such changes are usually made when economies are 
growing a little too fast, which creates imbalances that show up in things like higher inflation. So, if central 
banks like the US Federal Reserve and Australia’s RBA do end up taking action, it will be because they think 
the economy is doing so well that it needs a tap on the brakes to slow it down a little.  

That’s a good thing. It’s also sensible to bump up interest rates before inflation builds up ahead of steam. 
Moderate adjustments now will mean less need for more severe action further down the track. Higher 
interest rates have varying impacts on investments. They tend to be bad for bond markets and create mixed 
results for share markets. Industries and companies with pricing power can pass on higher costs by 
increasing the prices they charge customers.  

But those without pricing power have to absorb the higher costs which dents their profitability. We’ve been 
concerned about inflation for some time, and that’s why we’ve been moving away from fixed income assets 
and putting members ’funds towards alternative assets with different return patterns to fixed income, as well 
as shares. We believe our alternative assets will also react differently to a rising interest rate climate than 
fixed income and shares.  

The Omicron mutation, which follows the earlier Delta mutation, is another reminder that medical science is 
going to be battling the COVID virus for many years to come. To be clear, our understanding of the virus 
improves each day, and there are reasons to believe that COVID will eventually become viewed as another 
virus that we have to manage and live with rather than continue being the threat it currently poses. But that’s 
still some way off.  

Meanwhile, Omicron is proving to be disruptive, as can be seen in empty supermarket shelves and high 
hospitalisation rates. We think that the uncertainties created by the Omicron strain have also contributed to 
recent share market jitters. We’re very awake to risks to members ’portfolios, and we’re being extremely 
watchful and careful with your money. As ever, we’re actively managing your super by using the full range of 
investment management tools at our disposal to deliver returns and also manage risks.  

Active management empowers us to look out for dangers and to avoid them through active management and 
diversification, we’re able to put your money towards assets where the changing return opportunity may be 
higher and down weight those with lower future return potential. I’m aware of members ’interest in our views 
on China as well as cryptocurrencies, and I’d like to touch on both these issues. Firstly, to China. Strategic 
competition between the United States and China will remain one of the dominant themes of our time.  
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Great power competition is nothing new. In an earlier era, the Cold War rivalry between the United States 
and the Soviet Union defined the global system. We know that China offers intriguing investment 
opportunities. Equally, we’re aware that its top-down political system means that policies can change 
suddenly blindsiding investors as was the case last year, with a crackdown on the country’s very successful 
technology sector.  

We will only invest in those parts of China’s financial markets where we have very high confidence that doing 
so is justified on a risk-reward basis. We don’t simply invest in China because it’s a big country with a 
growing economy.  

Each decision is made strictly on its merits. We’re bringing that same deep thinking to cryptocurrencies. Our 
attitude towards cryptocurrencies can be summed up as ‘not yet’ rather than ‘not ever’. The cryptocurrency 
sector is extremely volatile, as recent events make clear. There are also issues to overcome around the 
safekeeping of crypto assets.  

Finally, there’s the issue of the role of crypto assets in portfolios. Assets are something providing cash flows, 
but cryptocurrencies don’t generate any income. People seem to buy cryptocurrencies simply in the hope of 
price increases, which is a definition of speculation, not investment. We’re continuing to study 
cryptocurrencies to see how they may fit in superannuation portfolios, and we will only put your funds 
towards assets that can jump a high bar.  

Until cryptocurrencies can pass a high bar, they will remain off the table. I want to address the issue of 
responsible investing, which I know matters to many members too. There’s a lot of different terminology 
around the subject, but what it all boils down to is that companies must keep earning their social licence to 
operate. We believe that no investment, no business, no asset can succeed over the long term unless it has 
the support of communities in which they operate.  

Communities also expect businesses to be environmentally responsible and to have strict corporate 
governance practices in place. None of this is controversial. It’s simply common sense. Our responsible 
investment policies and the way that we invest reflects this. Outside of tobacco, which is excluded from our 
portfolios due to the specific damage the product causes, our preference is to engage with companies rather 
than exclude them from an investment. We believe this is a more effective way to influence and improve 
environmental, social and governance outcomes, and by doing so, contributes to more sustainable 
investment returns for members.  

As you know, governments and leaders met in Glasgow in October and November last year at the COP26 
UN Climate Change Conference to agree on limiting the global temperature rise to no more than one and a 
half degrees this century. The energy sector has a big role to play in this. I’m pleased to be able to inform 
MySuper members that some of your super is invested in clean energy assets, including wind, solar, and 
battery storage assets.  

Last year, the MySuper portfolio made a sizable investment in Australia’s largest renewable energy 
generation platform, Powering Australian Renewables, better known as PowAR. The MySuper portfolio is 
invested in PowAR through a fund managed by one of our investment partners. The MySuper portfolio is 
also a co-investor in PowAR which makes us a direct investor in the platform as well. By investing in assets 
such as these, we believe that MySuper members can benefit from the global transition towards a cleaner 
energy future. To be clear, we don’t invest on your behalf in assets simply because they may meet an 
environmental or social standard.  

Rather, we put your money to work responsibly in assets we believe can potentially deliver good returns 
while also meeting community expectations. In other words, investments must tick multiple boxes before they 
can be in your portfolios, not just one. We’re responsible for the financial wellbeing of more than a million 
Australians and it’s MLC’s privilege to be trusted to manage your superannuation. In the nearly 40 years 
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we’ve been investing, we’ve steered our clients’ and members’  portfolios through changing investment 
cycles.  

Those cycles have included high as well as low inflation periods and high and low interest rate periods. 
Sticking by time-tested investment principles such as diversification and actively managing risk has guided 
members’  funds through many environments. We look forward to serving you in the years ahead. I’ll now 
hand over to our Chief Distribution Officer, Mark Oliver. Thank you.  


