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Outline

1. Explore the pathway to a liquidity stress event in superannuation

2. ‘Stage-gates’ framework
* Explore issues at each stage, with anecdotes
* Initial focus on potential for liquidity-related stress event over 3-month time horizon

3. Context:
* RBA: super and liquidity stress (April 2025)
* APRA thematic review (December 2024)
* APRA system-wide stress test currently underway
 ASIC Discussion Paper: Australia’s evolving capital markets (Feb - Nov 2025)
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1. Introduction

In our Systemic impacts of big super’ report of
January 2025 (Section 5.3), we co-cludt that
‘qundx\ stresses are u
industry, alb

we are relatively
\.'mc-memed about liquidity stress emerging
from the super sector on a mean:
€ssence, our argument s that t!

that triggers widespread switching out of that
fund (L.e.a run’ on the fund). In contrast, at the
system level itis far more assets
will largely remain w per industry,
Further, losses borne by the members of a fund
under pressure may amo. a gain for other
players without any system-wide loss.

L quidity management and po. nal
ty stress in superannuation (su
ly been under focus

events required for liquidity issues within
super to escalate to a systemic level is quite
unlikely. There is 2a need to go through a series
of ‘stage-gates’ before reaching a crisis state,
the cumulative probability of which seems
very low’,

Nevertheless, see greater risk that an
jividual super fund

liquidity stresses, which in turn causes

significant harm to its members.

reason is that it is more plausible that an

individual fund could encounter some event

One of our stage-gates is that the authorities fail
to take action to address any hqmdu\ Sty
amounting to a 5"
regulators are unlike!

y We are more
vho are keen to avoid

Prudential Re;um on Authority
(APRA) has

lig
lanning to conduct
where liquidity
central role. The Reserve Bank of 4
(RBA) notes in its Finar
April 2025 that “potentio! for financial s;s'zm
stress could be amplified if the superannuation
sector faced severe « If several
risks materi

44), albeit suggesting that “extreme but
plousible conditions™ were required for this to

uperan

reat to fin
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1. Introduction Section 3 explains why we consider super funds
" onduit for many Austr:
We reflect on the benefitz and challenges  expos le Section 4 sets out the issues faced
associated with investing in private markets as  bY super funds in accessing private markets in an
interest increases from both utional asser  Efféctive manner. Section 5 outlines
owners like superannuation (super) funds and dual investors are less likely to caprus
the private wealth sector’. Qur main message is  benefits of investing in private mar)
that institutional super funds? are a nawral  being more exposed to the associated
conduit for individual Australians to access Section 6 concludes by discussing the
private markets; but that this requires super implications for super funds and regulators.
funds to have appropr governance and

management capabilities in place. Meanwhile,we 2 [nvestment characteristics of
highlight how many of the factors that make .

super funds a natural conduit for accessing private markets

private markets are often (but not ahways) absent
when individual inves set out to invest
directly.

Figure 1 [(see over) lists the investment
characteristics of private markets, covering beoth
the benefits and the challenges.

We argue our case as follows. Section 2 lists the
investment characteristics of private markets.

nstitutional super funds might be asseciated
funds that are regulated by the Australian
gulation Autharity (APRA).

The Auscralian
(ASIC)

+¢n_public and private #ts is ;rd"
motivated by the increasing interest in private
markets.
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Member net withdrawals Investment-related cash demands

e Drawdowns in retirement e Cash settlements on derivatives,
o Early access for hardship especially currency hedges age-ga es o a
e Early access due to policy change e Calls on funding commitments

versus versus

| | | | |
e Contributions in accumulation e Investment income received Iq UI I crISIs

Redemptions due to switching

¢ Between large super funds

e Between investment options

e Large super funds to SMSFs

e Retiree savings exiting super system

Significant liquidity demands

* Liquidity crisis requires going through
e ™ the ‘stage-gates’ along the right branch

K Sale of liquid assets to satisfy\

liquidity demands Inability to sell assets
e Sale of liquid assets in public ¢ High illiquid asset exposure . . .
A B e g | * Left branch is far more likely, resulting
e ‘Out-of-shape’ portfolio, until e Extended market breakdown . ve .
rebalancing activities feasible - Infrastructure failure n the Sys tem StabllIS lng
e Potential losses due to forced - Extremely one-sided markets

sales. reducing member returns

l N l / * We will be unpacking each level

Action by authorities Inaction by authorities
(if still required) o APRA refuses to suspend
e APRA suspend redemptions redemptions
o RBA takes action to shore up ¢ RBA takes no action on market
market liquidity liquidity due to other priorities
e Fund “arranged mergers” e Fund rescue attempts fail

| !

[ System stabilises ] [ Liquidity crisis } Conexus




But first ... starting conditions matter

Unlisted asset weight (Est. Dec 2024)

Unlisted asset weight vs. net member flows
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The Conexus Institute,
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Stage-gate #1 - Significant liquidity demands emerge —

/ Redemptions due to switching \ / Member net withdrawals \ /Investment-related cash demands\

e Between large super funds e Drawdowns in retirement e Cash settlements on derivatives,
e Between investment options * Early access for hardship especially currency hedges

e Large super funds to SMSFs e Early access due to policy change e Calls on funding commitments

e Retiree savings exiting super system versus versus

k t Contributions in accumulation / e Investment income received /

Significant liquidity demands

Threshold issues

Likelihood of net redemptions equal to 5%-10% of assets over 3 months at:

(a) System level?

(b) Super fund level? CONECxXuUs




Stage-gate #2 - Sale of assets to raise liquidity

Significant liquidity demands

/ Sale of liquid assets to satisfy\ / \

liquidity demands Inability to sell assets
e Sale of liquid assets in public » High illiquid asset exposure
markets, e.g. equities, bonds overwhelms ability to sell
e ‘Out-of-shape’ portfolio, until ¢ Extended market breakdown
rebalancing activities feasible - Infrastructure failure
e Potential losses due to forced - Extremely one-sided markets

ksales. reducing member returns/ k /

Threshold issues

(a) What is the feasibility and implications of selling only liquid assets?

the

(b) Is it possible that markets could fail entirely? conexus




Stage-gate #3 - Response by the authorities

Sale of liquid assets to satisfy
liquidity demands

[ Inability to sell assets ]

'

-~

Action by authorities Inaction by authorities
(if still required) e APRA refuses to suspend
e APRA suspend redemptions redemptions
e RBA takes action to shore up e RBA takes no action on market
market liquidity liquidity due to other priorities
! Fund “arranged mergers” / ! Fund rescue attempts fail /

Threshold issues

What is the likelihood that the authorities will come to the rescue of:

(a) A the super/financial system?

(b) An individual super fund? CONCXUS




Case 1 - Sensible starting position

Starting Position
[lliquid assets Overseas assets (0OA) Currency hedging of OA
30% 50% 50%
Market Movements and Flows Scenario Market Movements and Flows Scenario
Modest Difficult
 Listed assets: -15%  Listed assets: -35%
e Unlisted assets: -10% e Unlisted assets: -20%
e AUD: -10% e AUD: -20%
e Netmember flows: -5% e Netmember flows: -10%
35% Illiquid Assets 42% Illiquid Assets
Manageable A little concerning
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Case 2 - Stretched starting position

Starting Position
[lliquid assets Overseas assets (0OA) Currency hedging of OA
40% 50% 75%
Market Movements and Flows Scenario Market Movements and Flows Scenario
Modest Difficult
 Listed assets: -15%  Listed assets: -35%
e Unlisted assets: -10% e Unlisted assets: -20%
« AUD: -10% e AUD: -20%
e Netmember flows: -5% e Netmember flows: -10%
47% Illiquid Assets 57% Illiquid Assets
Problematic Traumatic
conexus
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Redemptions due to switching

e Between large super funds

e Between investment options

e Large super funds to SMSFs

e Retiree savings exiting super system

versus

Member net withdrawals

Drawdowns in retirement
Early access for hardship
Early access due to policy change

Contributions in accumulation

e Cash settlements on derivatives,
especially currency hedges
o Calls on funding commitments

versus

Investment-related cash demands

e Investment income received

Significant liquidity demands

/ Sale of liquid assets to satisfy\
liquidity demands

e Sale of liquid assets in public
marKkets, e.g. equities, bonds

e ‘Out-of-shape’ portfolio, until
rebalancing activities feasible

e Potential losses due to forced

sales. reducing member returns

'

Action by authorities
(if still required)
e APRA suspend redemptions
e RBA takes action to shore up
market liquidity
¢ Fund “arranged mergers”

|

[ System stabilises }

/

Inability to sell assets

¢ High illiquid asset exposure
overwhelms ability to sell
¢ Extended market breakdown

- Infrastructure failure
- Extremely one-sided markets

~

Final state

Reflections

What is the relative likelihood of
stabilisation versus crisis (fund or system)?

Or perhaps something in-between?

'

Inaction by authorities

o APRA refuses to suspend
redemptions

e RBA takes no action on market
liquidity due to other priorities

e Fund rescue attempts fail

v

Liquidity crisis
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We welcome your questions and feedback

David Bell Geoff Warren

Executive Director Research Fellow

The Conexus Institute The Conexus Institute
David.Bell@TheConexuslInstitute.org.au Geoff. Warren@TheConexusInstitute.org.au

The Conexus Institute website:

https://theconexusinstitute.org.au/
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