THE P OW ER O F DIVERS IF ICAT IO N

A guide to why
diversification in
your super matters
It’s never too early to start
planning for retirement!

1

TH E P O W ER OF DIV E RSIFICATIO N

A guide to why diversification
in your super matters
Your super is probably one of the biggest financial assets and investments you’ll
make in your life, so it’s important to understand how it works for you. Your life
stage, as based on your current age, has important implications when it comes
to how you might want your super to be invested.
Our question to you is, are you clear about how your super is invested and how
it’s building your financial security for retirement?
Whether you’re in your 20s, 30s or 40s, you still have some decades before retirement. This gives you more time to grow your super than someone closer to
retirement, and more options for your investment strategy.
To make the right choices and get your hard-earned super working for you, it’s
worth getting to know one of the central principles of investing: diversification.

Some key takeaways you’ll learn from our guide on diversification
include:
 What diversification is, and how it benefits your super
 Common investment strategies available through
superannuation
 Key considerations for investing your super given your current
life stage.
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How super works
Before learning about diversification, it’s important to first take a look at how
your super makes you money.
The money in your superannuation fund is not the same as money you may have
in a bank account – instead, it’s money that you have in an investment portfolio.
Money in a bank account will sit there, and potentially accrue a small amount of
interest, but ultimately it’s an accessible source of money you can easily dip into
as needed. Your super fund, by contrast, will invest your money in order to grow
your base amount over time and usually by more than what you would be able to
get from interest in a bank account.
Many super funds offer a range of investment options with different levels of
investment risk, often referred to as growth or defensive focused options.

Growth options invest more of
your money in growth assets such
as international and Australian
shares.

Defensive options invest more
in defensive assets such as fixed
interest and cash.

Most funds will provide you with information about what percentage of
your money is invested in growth assets compared to defensive assets for
each of their investment options.
Unless you make a choice upfront, a super fund will place you in a default
investment option when you join, but that might not be the best option for
you. That’s why it’s important that you understand which strategy you should be
employing based on your current life stage, risk tolerance and goals.
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Compound interest
Whether you have money in super or in a bank account you get the benefit of
compound interest. Compound interest is when the interest that is calculated
on an initial sum of money and over a specified accrual period is added to the
total. The interest you then accrue over the next accrual period is based on the
larger amount, which means you will receive a larger amount of interest than you
did on the initial sum of money, thus growing the total amount at a faster rate
than simple interest – the ‘compound’ effect.

The longer you make contributions to your account, and the bigger those
contributions are early in your career, the more opportunity you have for
compound interest to be accrued – and it can add up to a lot of money over the
years.
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Your risk profile:
Low, medium, & high risk investments
Working out what your risk profile is and the right investment strategy for you at
different life stages is key to achieving maximum gains in your super. You may
want to adjust your super investment strategy as you move through each stage
of life, and as your circumstances change.
Many super funds offer you pre-mixed options chosen by their investment
experts, and you can choose to invest your super in these different investment
options to match your own risk levels and return goals. For example, you can
choose from a range of options spanning low, medium, and high-risk investment
strategies to suit your risk profile.

Low risk
options

Also known as conservative investments, these investment strategies are designed to minimise risk
and loss, with more defensive assets in the mix. As such, with this option, you opt for lower returns
in exchange for greater stability. This option is generally more suited to those closer to retirement
than those in the middle of their working lives who have more time to ride out any downturns and
gain greater returns.

Medium risk
options

Medium risk investment options are sometimes known as balanced strategies. These strategies

High risk
options

High risk options are also known as growth or high-growth investment strategies, and they will

come with a medium level of risk, and are suitable for people who are happy to accept a moderate
level of risk in exchange for higher long-term returns.

usually have a higher ratio of growth assets relative to defensive assets. These strategies are for
people who are willing to accept a higher level of risk and volatility in exchange for higher long-term
returns. Generally speaking, the longer you have until retirement, the more risk you’re likely to be
able to take on. The higher risk exposure could pay off in the long-term as the difference in gains
between different investment strategies could be tens of thousands of dollars or more over decades.
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What is diversification?
Diversification of your super is simply the investing of your money in different
ways so you’re not putting all your eggs in the one basket.
Below are some key ways you can achieve diversification, but often the best
approach is a combination of two or more of these, and super funds will
generally use a combination of all of them.

Investing in different
asset classes

Diversification
within asset classes

Asset classes are simply groups of assets or types of
investments and can include shares, bonds, property,
infrastructure, private equity and cash, to name a few.
Often, different asset classes will behave differently
in varying market conditions providing you with some
protection.

Diversification can also occur, within each asset class.
For example, if your super fund invests in property, you
might have investments in commercial, office and retail
or even residential property. They may also invest in both
corporate and government bonds and in shares, and your
super fund might purchase shares in different sectors,
such as energy, healthcare and finance.

Geographic
diversification

Investment
management
diversification

Different geographies perform differently at different
times due to local factors that can influence the value
of the investments you hold. This may include
economic performance, politics, and even social issues.
The Australian share market is less than 2% of the world’s
total share market, or around the 15th largest share
market. There are plenty of good companies around
the world, which you cannot get exposure to within the
Australian share market.

Diversification can happen at yet another level by
allocating your money across different fund managers
and/or product issuers. Like many things in life,
investment managers and product issuers often have
different views and skill sets that mean they perform
better across different asset classes, sectors or
geographies.

Any investment portfolio, not just your super, can be diversified, and
diversification is a key part of any sound investment strategy.
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Why does diversification matter?
The key benefits of diversifying your investments are lowering your risk and
achieving more stable returns. Diversification could help protect you against
the impact of individual investments or asset classes dropping in value.
This is because when you hold different investments, if one falls then your other
investments may provide a level of protection, if chosen wisely, by increasing in
value and offsetting the loss.
You can also understand diversification by considering what would happen if
you didn’t spread out your investments. When you concentrate on just one or a
few assets (or asset classes), you’ll be exposed to significant risk if an investment
doesn’t perform as well as expected. All investment classes will fluctuate in
value throughout the investment cycle. One additional benefit of diversification
is limiting the excessive ups and downs in your super that would happen if you
concentrated your investments in just a few different options.
All this talk of diversification helps you understand some of the decision-making
behind how your super is invested. The question then is, how does it really
impact you over the life of your super?
The bottom line is diversification
can help you achieve more stable
returns while avoiding excessive
losses. Whether you’re 25 and in the
early years of your working life, or in
your 40s with a couple of decades
till retirement, the diversification
strategy of your super portfolio
could protect you from losing hardearned gains and reduce exposure to
specific investments. Accordingly, it
can set you up to achieve the savings
you need to provide the retirement
income required to live comfortably
when you stop working.
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What are the benefits of
diversification?

What is risk
diversification?

Diversification can lower risk, reduce volatility,
and lead to more stable returns. So why does
spreading your money in different areas through
these types of diversification lower risk?

You can think of risk diversification as one of the
fundamental principles within diversification. Risk
diversification refers to the strategies investors use
to manage their risk. Risk diversification recognises
the fact that all investments have some level of
risk. It operates on the assumption that while
you can’t completely avoid risk, you can avoid
excessive exposure in a given area by diversifying
your investment options.

One of the reasons is because different types
of assets tend to do well at different times,
regardless of what the economy is doing. When
one sector, stock, or market is performing badly,
the other assets in your portfolio could offset
these losses, lowering the impact on your super.
Similarly, when interest rates drop, bond prices
tend to increase whilst shares tend to fare worse.
As such, a diversified portfolio helps balance out
the risk and stabilise your returns.

However, the term risk diversification suggests
the focus is on managing rather than completely
eliminating risk; diversification is about managing
and minimising risk to achieve stable returns. Risk
diversification can be even more important in
turbulent times, when financial markets are more
volatile and as you get closer to retirement.
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How do super funds
diversify their portfolios?
Your super is likely to be one of your biggest financial assets, and it’s critical to
understand how your hard-earned money is being invested. Reputable super
funds will always adopt a diversification strategy to address stable growth and
protect your money against the risk of loss over the longer term.
So exactly how does a super fund diversify its portfolios, and what are the risks
super funds will assess when making these investment decisions?
Super funds employ investment managers to direct their investment strategies.
How funds actually diversify will depend on their individual approach, but a mix
of international and Australian shares could be one of the methods. This type
of global investment approach helps manage risk and returns because other
regions might do better than Australia at different times of the economic cycle.
But what will really impact your super’s diversification strategy will be whether
you have chosen a growth or defensive focused approach for your investment, as
noted earlier in our guide. The biggest advantage of this for many Australians is
that a qualified and knowledgeable investment manager will be able to take care
of knowing what assets are best for your investment, such as bonds or something
like shares. All you need to know is the type of investment approach that you
would prefer.
Here are some examples of what each type of approach might entail:

Growth-focused

A growth approach would primarily involve investing in Australian and international shares
that may experience greater market volatility, but also the opportunity for greater rewards.

Defensive-focused

A defensive approach tends to focus more on strategies involving fixed-interest investments, or assets such as gold or bonds, all of which are a much lower risk due to their
historical performance stability.
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Best of all, you are not limited to only one type of approach within your super
fund portfolio. There are further nuances that can be developed to allow for
improved performance utilising both of the approaches above. By investing in a
broad range of assets through diversification, it’s far more likely at least some of
your picks will be winners.
For example, take the share market. A small number of companies and their
shares deliver a majority of returns for the whole market. Giants like Apple,
Alphabet (Google’s parent company), Netflix, Amazon, and Facebook have been
among these top-performers in recent years.
Another way super funds might diversify is through dollar cost averaging.
This entails buying a little bit at a time, so over time, you’re buying into various
investments when the market is up as well as when it’s down. In the long-term,
you’ll end up paying an average price rather than always buying at the top of the
market cycle, when prices might be at their highest.
In summary, super funds diversify through their investment allocation: by
investing in different sectors, across asset classes, and internationally as well
as locally. They might take advantage of different products like managed
funds, exchange-traded funds, and listed investment companies. They can also
purchase overseas assets either unhedged or hedged to help protect against
currency fluctuations.
The risks your super fund might assess when weighing up all these different
options could include exchange rate risk, market conditions, and geopolitical
factors. They could consider disruptive events like the Covid-19 pandemic and
technology or factors like company profiles.
Note, your super fund will include
a Standard Risk Measure (SRM) in
their product disclosure statement.
The SRM is a guide by the super fund
that lists the likely number of negative
annual returns over a 20-year period
for each investment option. This helps
you compare potential risk within the
investment strategies provided by a
given super fund as well as different
investments across super funds.
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Industry super funds vs
other super funds
Choosing your super fund is a central decision when it comes to managing your
super and making it count at this stage in your life.
The main types of super funds include:

Corporate

Public sector

Retail

Corporate funds are typically only open
to employees for a specific employer.

Public sector funds are for state and
government employees, and profits
are returned back to the fund for
members’ benefit.

Retail funds are run by financial
institutions and focused on retaining
some profit. They will typically
accept anyone.

Self Managed
Super Fund (SMSF)

Industry
super funds

SMSFs are set up by members who are usually
also the trustees. With an SMSF, you’re fully
responsible for compliance and investment

Industry funds were originally designed for people
working in specific sectors; these funds are run for
their membership and so their profits are directed
back into the fund for the benefit of members. In
recent years it’s become a lot more common for
industry super funds, such as EISS Super, to open
membership to Australians irrespective of the
industry they work in.

decisions. Control and flexibility are some of
the benefits, but be aware of the risks relating
to investing your own money, SMSF regulations
and laws, and associated costs.

You should review the membership criteria of any superannuation fund you are
considering.
Most super funds are accumulation funds, but some are defined benefit funds.

Accumulation
funds

With this type of fund, your super grows over time and your balance depends on how much
you and your employer contribute as well as the returns generated.

Defined benefit
funds

If your super fund is a defined benefit fund, how much you get in retirement will depend on
the formula the fund uses to calculate your benefit. The formula is usually based on your and
your employer’s contributions, your average salary, and how many years you worked for your
employer. Many of these funds are closed to new members or are restricted to employees of
specific companies or government agencies.
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What should you be considering
based on your age?
Your age is one factor in determining your super investment strategy. This
is because it reflects your current life stage and phase in your career. By
considering your age when managing your super, you take into account the
number of years you have remaining to put aside super, ride out volatility, and
have your super growing until retirement. However much you have now, you can
start today to manage it for your future. At the end of the day, your super is your
money and it’s up to you to take control of it now.

Questions to ask yourself
Asking yourself the right questions helps you learn about your super and what
your long-term goals are. The right questions can also help prepare you for
a meeting with a financial planner, if you’re looking for assistance with your
finances outside of just superannuation.
Consider the following basic questions when first reviewing your super:
What is your current super balance?
Have you checked for lost super?
Do you have multiple super accounts you haven’t consolidated?
How much are your employer contributions?
What fees are you currently paying to your super fund?
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Once you have answered the basics, here are a few further
questions you could be considering:

Are you making additional voluntary contributions?
If not, can you afford to?
Does your current investment strategy reflect your needs, goals,
and risk profile?
When reviewing this, the following should be considered:
1

How comfortable are you with risk as you approach the
end of your career?

2

How much longer will your money be invested? i.e. how
long until you plan to retire?

3

How much do you want to retire with? Are you on track
to achieve this with your current contributions and
investment strategy?

Are you taking advantage of insurance inside your super, such as
life insurance and income protection insurance?
Additional voluntary contributions are extra payments you
make to your super above the superannuation guarantee (SG)
contributions the government requires your employer to make
on your behalf. There are a few ways you can make those extra
contributions, with the main two being:
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1

Salary sacrificing through your employer
This is where your employer pays part of your pre-tax
pay into your super, which is then taxed at 15% (or 30%
if you earn over $250,000). For many people, this will be
lower than your usual marginal tax rate, meaning you’ll
pay less tax on your take home pay. If you’re interested
in making salary sacrifice contributions, you can arrange
this through your employer. Generally, you can make up
to $25,000 in concessional contributions each financial
year (which also includes your superannuation guarantee
contributions).

2

Additional after-tax contributions
You can also make additional payments from your
general income after tax, which are called nonconcessional contributions. You can make up to $100,000
in non-concessional contributions each financial year,
or $300,000 for some depending on your age and how
much you’ve contributed previously.

No matter which type of additional contribution you decide to make, it
could have a significant impact on your retirement savings, in particular if
you make the additional contributions earlier in your working career you
have more time to benefit from compound interest.

Try Our Super Calculator
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Questions to ask your super fund
Asking your super fund the relevant questions can also help ensure you’re
with the right fund and on the right track with your super. You can contact your
super fund with your questions, or search their website for articles, resources or
frequently asked questions for the answers you’re looking for.

How is my super being invested?
How might switching from a conservative or moderate investment
option to a growth one impact my risk and returns given I have
more time until retirement?
Can I make additional contributions? Are there fees involved?
What should I be considering based on my retirement goal and risk
comfortability?
Why should I stay with this super fund?
What advice is available to you to manage your super?
How does my debt affect my super?
What’s my level of insurance and how much does it cost?
What are my yearly and long-term investment earnings?
What sort of resources, such as guides, can you provide to help me
with making the right choice for my investment strategy?
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Planning for a financially
secure retirement
It’s never too early to start planning for retirement, and now is a terrific
opportunity to get ahead with your super by reviewing your super goals and
rethinking your investment strategy. In your 20s, 30s and 40s, your super is
starting to grow into what will become a substantial retirement nest egg. At the
same time, you still have plenty of time to recoup any major fluctuations and take
a calculated risk by perhaps opting for a higher-risk, higher-return investment
strategy.
Given these factors, this is a critical stage when you can start putting a plan in
place to align your contributions and investment strategy so they make a real
difference. To plan for a financially secure retirement, you can consider starting
with the following steps:
Get your super
in order

Consolidate your accounts and choose the right super fund by comparing fees, features like
insurance, and returns. Check prospective super funds’ long-term returns. And if you find one
that’s better for you, don’t hesitate to switch.

Higher growth
options

Speak to a financial planner about the implications of switching to a higher growth, higher
risk investment strategy for your super. Choose an investment option that reflects your time
to retirement and risk profile.

Extra
contributions

Extra contributions might seem hard when you’re budgeting for mortgage repayments and
everyday expenses, but an extra $20 a week can make a significant difference by the time you
retire due to the compound interest effect.

Incentives

Look into government incentives like the government co-contribution when making a
non-concessional contribution. Other incentives and breaks include tax offsets for super
contributions on behalf of your spouse, unused concessional contribution caps, spouse
contribution splitting, and tax deductions for personal super contributions. For example, salary
sacrificing into super can save you on tax now while boosting your retirement savings. The First
Home Super Saver Scheme, on the other hand, lets you use voluntary contributions to save
money more quickly in your super to help you buy your first home.

In your 20s, 30s and 40s, you have time to really put your super to work and make
the gains count. This is an ideal time to get aggressive about your super and
explore what else you could be doing to better set yourself up for the future.
Picking the right fund is the first step.
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Your super
in safe hands
With EISS Super, you’ll have the confidence of joining a multi-award-winning
industry super fund that’s run only to benefit its members. With almost $6 billion
under management and 22,000 members, we deliver real value for money.
We’re one of the lowest cost superannuation funds in the market*, and we’ve
been offering solid long-term returns and exceptional customer service to our
members since 1997. Our greatest reward is helping our members enjoy the
retirement lifestyle they deserve.
Our friendly team puts your super first and is always available to assist with your
questions about super or more general concerns about retirement and financial
advice to help you see your future more clearly. We’re with you for the long haul
and we’ll be there to help you secure your future by making the most of your
super at every stage of your life.
So what are you waiting for? Join a low-fee*, low-risk* fund run by genuine
people protecting your super today, by signing up through our easy online
form.

*Rainmaker Information, Superannuation Fee Review, March 2019.
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We’re here to help
get in touch
EISS Super
Level 2, 201 Elizabeth Street, Sydney NSW

1300 369 901
eisuper.com.au
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Trustee of the Energy Industries Superannuation Scheme Pool A ABN 22 277 243 559 RSE R1004861 and Pool B ABN 64 322 090 181 RSE
R1004878, and trading as EISS Super.
This content is of a general nature only and has been prepared without taking account of your objectives, financial situation or needs. Before
acting on this information or making an investment decision, you should consider your personal circumstances and read the relevant Product
Disclosure Statement which is available at eisuper.com.au/pds or by contacting us on 1300 369 901. You should also consider obtaining
financial, taxation and or legal advice which is tailored to your personal circumstances before making a decision.
Where information or content in this document is sourced from a third party, EISS Super has appropriately referenced this content and is not
responsible for its accuracy or completeness. Links to other websites and references to third party applications are provided merely for the
user’s convenience. EISS Super does not control these other websites and applications and is not responsible for their content, functionality,
security, intellectual property and/or availability.
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