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Foreword
from the Chair

1

The establishment of
the Future Fund in 2006
was an important event in
Australia’s economic history.
After the Commonwealth
Government was able to
retire net debt, it set aside
money in an asset fund to
prepare for challenges of
the future, challenges like
the ageing of the
population.

It was a commitment from one generation to help defray the costs falling
on future ones.
The Future Fund is Australia’s sovereign wealth fund. It invests for the benefit
of future generations of Australians. This book tells the story of the Future
Fund’s creation, its governance and its investment strategy and performance.
The $204 billion Future Fund has performed strongly. It has returned 10.8%
per annum over the last 10 years and earned more than $143 billion on the
original $60.5 billion in seed capital contributed by Government.
Reflecting this success, the Future Fund Board of Guardians and the Future
Fund Management Agency have been entrusted with the management of five
additional funds. Today those funds are collectively valued at over $48 billion.
With the Future Fund we are investing for the benefit of future generations of
Australians. With the other Funds, we are investing to support medical research,
drought and emergency response, farming communities, important initiatives
in the Indigenous community and the National Disability Insurance Scheme.
Together, the Board and the Agency manage over a quarter of a trillion dollars
on behalf of the Commonwealth Government. We are the Government’s single
largest financial asset.
All the capital is managed by the Board and Agency on behalf of the Australian
Government and through it the Australian people.
The Board of Guardians is committed to maintaining the organisation as a
high performing, respected and independent investment institution, a vital part
of Australia’s public finances and a globally respected sovereign wealth fund.
Understanding why the Future Fund was created and how it has navigated the
challenges of the last 15 years is important to understand how the
organisation operates today and how it shapes our future.
We take our responsibility as Australia’s sovereign wealth fund very seriously.
We have always stewarded each Fund entrusted to us with diligence and great
care on behalf of the people of Australia. We will continue to focus on our
purpose of investing for the benefit of future generations of Australians over
the years to come.

Hon Peter Costello AC
Chair, Future Fund Board
of Guardians

4

Foreword
from the CEO
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The Future Fund is a
purpose-driven organisation
that has held the same mission
since its inception 15 years
ago – investing for the
benefit of future generations
of Australians.

Our incredible journey so far has been book-ended by two major
world events: the global financial crisis and the COVID-19 pandemic.
The years between saw the Future Fund mature and evolve into
its current status as a sophisticated, globally respected
$252 billion institution.
The strong investment performance across all six of the mandates
managed by the Future Fund Board of Guardians, and the professional
and disciplined approach which the Future Fund Management Agency
has applied to its work has attracted bipartisan support throughout
its 15-year history.
But the Future Fund’s achievements extend well beyond the strong
long-term investment performance. The Future Fund has developed
a new way of investing which brings diverse teams together to
manage a portfolio as a whole. This whole portfolio approach –
which is recognised around the world – has been successful due
to the organisation’s strong culture and focus on the mantra of
One Team, One Purpose.
This important book sets out the story of how that culture was
developed and recounts the decisions made by those working for the
Board of Guardians and the Future Fund Management Agency which
established and supported the unique culture and singular focus on
investment performance.
Those of us at the Future Fund today build on the legacy of those
who came before us. This book provides a guide to those who will
pick up the baton and continue to build on the Future Fund’s success
– investing for future generations of Australians.

Dr Raphael Arndt
CEO, Future Fund
Management Agency
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The idea for
a sovereign
wealth fund

5

As Australia entered the new
millennium, there was a strong
sense of confidence and
optimism in the country.

Unemployment was falling and incomes were rising. The country
had hosted the world with a very successful Sydney Olympic Games.
The Commonwealth Budget was in surplus. The tax system had
been modernised with the introduction of a GST and cuts in income
and company taxes. After running up debt in the wake of the 1991
recession, the Government was paying it back and reducing the
servicing costs of accumulated government borrowing.
In 2002, then Federal Treasurer, Peter Costello, commissioned
the Treasury to prepare a landmark report – the Intergenerational
Report – to look at the long-term issues facing the nation and how
adequately current generations were preparing for future ones.
It would change the country’s discourse.

7
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The message was stark and shocking. However well the Government was
managing the issues of the day, Australia’s ageing population would put
immense stress on public finances, especially on health and aged care
spending, over the next four decades.
Total Government spending would begin to exceed revenue within
15 years and by 2041—42, those demands would strip the equivalent
of 5% from annual GDP.1
“It really transfixed public attention at the time, and it fed into
a big debate about the ageing of the population,” Peter Costello
says today. “It put the focus on the dependency ratio – the proportion
of those out of the workforce depending on those in it – and how
we would be running out of working taxpayers to support those
who had retired.”

“As debt was being
significantly reduced
we saw the prospect of
eliminating it altogether
and began thinking –
if we didn’t need to borrow,
why would we still issue
Commonwealth
Government bonds?”
Peter Costello says.

Treasury was tasked with solving the problem. It prepared a 165-page
discussion paper that offered three solutions. The first option had the
most support – wind down the $62 billion Commonwealth Government
Securities Market; in effect, close it. The second option – consolidating
Commonwealth, state and territory debt markets3 – had already been
rejected the previous year.
The third solution was unusual, even radical: fund the Commonwealth’s
rapidly rising $84 billion unfunded public servant pension liability
by creating a ‘hypothecated asset fund’.4
These pension liabilities arose from defined benefit pensions, where the
Government guaranteed employees’ retirement income for life. Rapidly
rising life spans had made them unsustainable, and they were being
replaced by less generous defined contribution superannuation schemes
for newer public servants. But the obligation to fund future pensions for
those in the system fell on general (taxpayer) revenues. Public sector
defined benefit schemes were never designed to be funded by contributions
from the pensioners themselves. They were, and always would be, funded
from general revenue.

There were no easy solutions. The Pharmaceutical Benefits Scheme
was tweaked. A baby bonus to lift population in the younger cohort was
unveiled, and Peter Costello famously encouraged Australians to have
more children with “one for mum, one for dad and one for the country”.
Migration levels were increased.
While those long-term issues began to percolate through the national
consciousness, the immediate economy remained strong. The Coalition
Government continued to post Budget surpluses and, in less than a
decade, had almost eliminated the country’s accumulated net debt
as a proportion of GDP.2

Craig Thorburn – then working at the Australian Office of Financial
Management, which issues the Government’s debt securities –
was one of the report’s contributors. He would later be one
of the Future Fund’s first employees.

“As debt was being significantly reduced we saw the prospect of
eliminating it altogether and began thinking – if we didn’t need to
borrow, why would we still issue Commonwealth Government
bonds?” Peter Costello says.
“Government or sovereign bonds are the lifeblood of the financial system.
They are highly liquid, and government guaranteed. All major sovereign
countries issue them. Although their primary purpose is to allow a
government to borrow, trading in the bonds establishes the yield curve.
It becomes the benchmark for other borrowers – state governments and
institutions as well as the private sector. The financial markets were
unnerved at the prospect that there might be no Australian Government
securities on issue to underpin and price the debt market.

“The Government had to think about the prospect that the repayment
of debt might be so successful it would eliminate government
securities and possibly dislocate the financial system.”

“On this issue, within Treasury there were different groups or factions.
There was one group – and I was part of this group – that believed
we should be considering setting up a proper asset fund. Some very
respected countries with strong democratic governments and
financial markets were doing this successfully.”
1

2

	2002 Intergenerational Report |
Treasury.gov.au. Retrieved from
https://treasury.gov.au/publication/2002-igr

	Review of the Commonwealth Government
Securities Market. Discussion Paper
October 2002. Retrieved from https://
treasury.gov.au/review/cdmr/discussionpaper. The country’s net debt as a proportion
of GDP was cut from almost 20% when it
was elected in 1995-96 to 5% in 2001-02.

This proposal was something quite different to topping up
Commonwealth Government superannuation schemes. The Treasury
paper pointed to countries such as Norway, New Zealand, Canada
and Ireland that had set up their own asset funds to meet the needs
of future generations.5

	Review of the Commonwealth Government
Securities Market. Discussion Paper
October 2002. Page 17. Retrieved from
https://treasury.gov.au/review/cdmr/
discussion-paper

3

4

	Review of the Commonwealth Government
Securities Market. Discussion Paper
October 2002. Page 94. Retrieved from
https://treasury.gov.au/review/cdmr/
discussion-paper

	Review of the Commonwealth Government
Securities Market. Discussion Paper
October 2002. Page 99. Retrieved from
https://treasury.gov.au/review/cdmr/
discussion-paper
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The report used the word ‘intergenerational’ only five times and
the word ‘ageing’ appeared just three, drawing a thin line between
the two significant issues.
In the May 2003 Budget, Treasurer Peter Costello resolved the
question of the Government bond market by announcing that it
would remain open. It meant that if the Government continued
to post surpluses, it would ultimately have to build an asset fund.
The push for the Commonwealth Securities Market meant
assets could be accommodated to meet the pull of the
Intergenerational Report.
In the lead-up to the October 2004 federal election, Peter Costello
unveiled plans to launch the proposed asset fund, to be called the
‘Future Fund’.
It would officially provision for liabilities that would fall on future
generations. Debt repayment had dealt with the stock of Government
borrowing. The major liability that was outstanding and unfunded
at that time were public service pension liabilities.
“The idea was we would put money that was surplus to retiring debt
into an asset fund and lock it away for future generations who would
need it more,” Costello says.
“We made a lot of saying it could fund outstanding pension
liabilities because at that stage they were the only unfunded
liabilities the Government had left. It had no net debt. But it was
never a superannuation fund. It was money owned by the general
government. It was a sovereign wealth fund.”
The Coalition had held power for almost a decade, reshaping
Australia with policies across areas as diverse as tax, gun control,
national borders and industrial relations. They attracted significant
attention and were heavily debated. The Future Fund was another
conviction call with profound implications, but one that would not
be felt for years to come.
It would also create its own political contradiction. Locking away
tens of billions of dollars may help future generations, but none
of them were voting. The ones that were voting were the ones
that were to be locked out of the Fund.

In the May 2003 Budget,
Treasurer Peter Costello
resolved the question of
the Government bond
market by announcing
that it would remain open.
It meant that if the
Government continued
to post surpluses it would
ultimately have to build
an asset fund.

Peter Costello remained undeterred. He saw the Future Fund as one
generation’s pledge to pay some of its good fortune forward, despite
calls within his own party, from the Prime Minister and others, to use
the money now.
“Prime Minister Howard was lukewarm on the whole thing,” he says.
“He thought we should spend the money in a way that would bring
more electoral return at the ballot box.
“But my view was spending more – or indeed reducing more tax –
wouldn’t have been good for the economy because there were
inflationary pressures around. There would come a day when the
money was needed a lot more and we should start provisioning
for that day while we could.
“When you are in politics you focus on the three-year electoral cycle.
This was a 20, 30, 40-year idea, so it was a very unusual concept.
I’ve got to tell you; it was a very hard sell to colleagues to set it up.”
One month later, the Coalition won its fourth consecutive election.
A $60 billion start-up was about to be born.

A unique
structure
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In May 2005 when the
Government formally
announced the Future Fund
would be established, it had no
staff, no precedent in Australia,
and most of all, no money.
It was a time of excitement:
no-one knew quite how this
idea would work in practice.

For the founders, it was essential that it not be a government plaything.
Legislation was prepared to set up the Fund with ultra-clear investment
and operational goals that would be the envy of any investment
organisation around the world. The Fund’s overarching purpose was to
achieve a specific and focused investment target – and it would have
the freedom to pursue that with few constraints.
Legislation would strictly protect the mandate and the Fund’s ability
to achieve it without meddling. It would make it extraordinarily hard
for any government to step in and use the Fund as a piggybank
or surreptitiously bend it in response to some unforeseen political
or public pressures.
Even the Government’s ability to exert pressure through budget cuts
would be curtailed given the Fund’s operational costs would be drawn
from the Fund itself.
The Fund would need an independent Board protected by legislation
to enshrine that independence in practice and spirit.
The Board needed a Chair who understood how to run a rare hybrid
organisation: a commercial business, owned by and accountable
to the Government.
At the time, David Murray – one of Australia’s most successful
chief executives – was weighing up his next move after nearly four
decades with the Commonwealth Bank of Australia (CBA), including
13 years as CEO.
He describes a meeting at the time with then Treasurer, Peter Costello:
“We had a discussion in which he was looking for my thoughts about the
Future Fund,” Murray says. “I indicated I was an enthusiast given the
Government’s fiscal position and the concept of intergenerational equity.
That resulted in him asking would I be interested in chairing the Future
Fund and, with the Department of Finance’s help, have a lead-in period in
which I could look at the legislation and help finalise that.”
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Murray was an outstanding candidate for the job: a strong and
uncompromising character who had transformed a government-owned
icon into a highly profitable listed company. Total shareholder returns
had grown more than 24% a year over his term leading the bank.6
“The Commonwealth Bank had to operate as a proper commercial bank
and it had to be accountable to the Government,” he says. “In the years
after deregulation of the financial system, there was a tension between
those two things. But I always believed that if you resolve that tension
correctly, you can be both commercial and accountable.”
The key to resolving that tension would be the legislation itself.
It had to embed a level of independence from Government but remain
accountable to it. Costello and Murray understood that delicate balance.
At the time, few sovereign wealth funds were run that way. Many existed
for the benefit of the individual ruling sovereign – a monarch and their
family – or served the government’s short-term needs rather than those
of future generations.
The Future Fund would be different. It would be run by a Board of
Guardians, who would protect the Fund on behalf of future generations.
Its clear purpose made independence a natural fit. The Fund would
exist to achieve long-term investment returns of 4.5–5.5% per annum
above inflation. A formal set of investment beliefs would define how
it achieved that goal.
“We’re not here to fund road construction in Taree,” Peter Costello says.
“We’re not here to build a port for somebody in Mackay, Queensland.
Once we lose our focus, which is: we’re here to get a financial return,
and we start giving ourselves over to pork barrelling, that’s when
you’ve lost it. That’s just the beginning of the end.”
There was still a risk the Fund could be swayed from its goal by
more subtle means. There was no way to predict exactly what criticism
the Fund may attract which would detract from its investment goal.

	Commonwealth Bank of Australia Annual Report 2005. Retrieved from
https://www.commbank.com.au/about-us/investors/annual-reports.html
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Excerpts from Peter
Costello’s speech for the
second reading of the
Future Fund Bill 2005
The Future Fund Bill 2005
implements another important part
of the Government’s long-term fiscal
strategy. This is a bill which will put
in place arrangements for future
generations to allow them to deal
with the massive changes that the
ageing of the population will bring,
from a much stronger financial
position.
We are forecasting that by 30 June
2006, after 10 years of Coalition
Government, we will have reduced
debt by around $90 billion and,
by doing so, released more than
$6 billion a year from ‘dead’
interest payments to fund priority
areas like health, education and
national security.
With net debt now under control,
we are turning our attention to
addressing the largest single liability
on the Government’s balance
sheet: unfunded public sector
superannuation.
The Future Fund will strengthen the
Australian Government’s long-term
financial position and ensure we are
better able to meet the challenges of
an ageing population without raising
taxes or driving the budget into
deficit. The Future Fund will reduce
calls on the budget in future years
and free up resources at a time

when the 2002 Intergenerational
report tells us significant pressures
are expected to emerge.
To ensure that the Fund grows over
time, the earnings of the Fund will be
re-invested and the assets held by
the Future Fund will be quarantined
from the rest of the budget. Notably,
New Zealand, Ireland, France and
Canada all have similar strategies in
place and in none of those other
national funds are the returns on
investment allowed to be siphoned off
to fund pet projects of the government
of the day. This will also be the case
for the Future Fund.
By creating an independent Board of
Guardians with powers protected by
legislation, the Government is putting
in place robust measures to guard
the fund from being raided by any
future government. The assets and
the earnings of the Fund will be locked
away, to grow over time, and will be
directed to the purpose for which it
has been created. The Government’s
clear view is that detailed investment
decisions should be left to the Board.
The Fund represents a sensible
financial policy now for the benefit
of future generations. The Fund will
be needed in the future because we
know that future generations will
have the costs of the ageing of the
population on their hands within 20
years’ time. The fact that the current
generation is funding its liabilities,
and also funding liabilities accrued
in the past, will give future taxpayers
a much better chance to cope with
these challenges.

“That caused us in turn to set up a reputation screening system, which
I thought was extraordinarily good at the time,” Murray says. “It helped
us enormously to get on top of contentious issues early and has been
effective in protecting the Fund.”
Just like the directors of incorporated entities, the Future Fund’s
Guardians would be subject to a suite of legislative duties and
responsibilities underpinning their conduct. Breaches of those rules
carry civil and criminal liability, protecting the Fund’s beneficiaries –
ultimately, millions of Australians.
Murray led a Board of Guardians selected from the upper echelon of
Australia’s business and investment leaders. They would need similarly
high-calibre staff to advise them through the Future Fund Management
Agency (FFMA).
While the Guardians were responsible for the Fund, the FFMA
would form the executive and operational team which developed
and implemented the Board’s investment strategy.
Watson Wyatt investment consultant David Neal had been asked to
provide advice to Treasury when it first assessed the prospect of
an asset fund. He would later become the first Chief Investment Officer.

Governance structure
Responsible
Ministers

Future Fund Board
of Guardians

Future Fund
Management Agency
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15 Years of the Future Fund

A former local super fund chief executive, Paul Costello (no relation to
the Treasurer), had been busy building another start-up: New Zealand’s
fledgling sovereign wealth fund. He was lured back as the Future Fund’s
first General Manager in November 2006.
Paul Costello’s temperament was different to Murray’s, but both
held similarly strong views about independence and accountability.
One of Costello’s first steps was to set up the Fund’s crucial operational
capability. Without a firm foundation, it could not begin investing.
The Fund’s choice of custodian loomed as a critical decision.
The role of a custodian is rarely understood beyond the confines of the
asset management world. They safeguard assets, as well as providing
other services such as trade settlements, corporate actions, income
collection, accounting and performance measurement.
The Future Fund, with its proposed $50 billion-plus asset base
(built from Budget surpluses as well as some Government-owned
Telstra shares) would be the largest ever custody mandate awarded
by an Australian institution.7 Custodians lined up for the prize.
By May 2007, the Future Fund’s new Head of Operations,
Gordon McKellar, and Wendy Leong from Operations Strategy,
had settled on a choice: Northern Trust.8
Northern Trust was a truly global player, managing assets under
custody of $US3.8 trillion across 84 offices in North America, Europe
and the Asia-Pacific region.9 McKellar and Leong were particularly
impressed with Northern Trust’s single global technology platform
and web portal capabilities, as well as their alternative investments,
performance measurement and risk reporting services.

	Northern Trust press release. (2007). Northern Trust wins custody mandate With
Australia’s Future Fund. Finextra Research. Retrieved from https://www.finextra.com/
pressarticle/14826/northern-trust-wins-custody-mandate-with-australias-future-fund

7

	Future Fund (2007) Future Fund selects Northern Trust as its global custodian.
Retrieved from https://www.futurefund.gov.au/news-room/2016/11/11/mediarelease---future-fund-selects-northern-trust-as-its-global-custodian

8

	Future Fund (2007) Future Fund selects Northern Trust as its global custodian.
Retrieved from https://www.futurefund.gov.au/news-room/2016/11/11/mediarelease---future-fund-selects-northern-trust-as-its-global-custodian

9

Investment beliefs
guide decisions
The Future Fund’s investment
beliefs shape the way it interprets
its investment objectives and how
it makes investment decisions.
These beliefs were refreshed
in 2020–21.

Future Fund’s
investment beliefs
2020–21
Strong governance is
essential to our success

Risk is multifaceted and robust risk
management enhances our ability to
achieve our mandates

Our ‘One Team, One Purpose’
culture leads to better decisions
and investment outcomes

Our primary focus should be on the
value we add net of all costs, but we
seek to utilise our scale and market
standing to reduce costs

A total portfolio approach
will improve our long-term
performance

We have a number of comparative
advantages that, if properly utilised,
will help us to achieve
our mandates

Inefficiencies in markets
create opportunities for us
to add value through active
management
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“It was an important decision,” McKellar says. “We wanted a truly global
custodian with the right capabilities and culture, that could support our
offshore managers locally and meet the Fund’s developed and emerging
market needs. This was more important to us than a custodian with
a local base in Australia. Despite pressure from the market to appoint
a local provider, we knew our decision was the right thing to do for
the portfolio and for the long term.”
It was a decision that would spark an unforeseen political
and media firestorm.
With a federal election looming later that year, the Finance Sector
Union (FSU) launched an extraordinary attack on the Fund
for ‘offshoring’ its asset management and local jobs.10
The FSU National Secretary went further, calling on Treasurer
Peter Costello to intervene and direct the Fund’s Chair David Murray
to review the decision, providing a crucial test of its newly laid
governance foundation.11
The Fund had been keeping a relatively low profile as it built up its
capabilities, but it would not be able to continue that strategy after
such an attack. It released a statement publicly defending the
appointment, which stated that a custodian doesn’t act as an
investment manager making asset allocation decisions –
it simply facilitates those transactions.12

10

	Future Fund to be managed offshore. (22 May 2007) AAP Bulletin Wire.

11

Future Fund to be managed offshore. (22 May 2007) AAP Bulletin Wire.

12

	Future Fund (May 22, 2007). Clarifying the role of the Future Fund’s global custodian.
https://www.futurefund.gov.au/news-room/2016/11/11/media-release---clarifyingthe-role-of-the-future-funds-global-custodian

“We wanted a truly global
custodian with the right
capabilities and culture, that
could support our offshore
managers locally and meet
the Fund’s developed and
emerging market needs,”
McKellar says.

It was not to extinguish the fire, with the Labor Party calling the
decision ‘a slap in the face’ for the Australian financial services
industry.13 Even the country’s most popular tabloid newspapers
weighed in with opinions about the custodial appointment.14
The appointment was quickly becoming a political pawn ahead
of a federal election just months away.15
“Despite our relationship with Northern Trust being in its infancy at the
time, they were amazing with how they went out of their way to support
us,” Leong says. “The team from Chicago was on the plane to Melbourne
within a matter of days to work with us.”
The Fund stood its ground and the governance framework held up
against the onslaught. It would cement its independence and Northern
Trust would establish a significant Australian base, becoming
one of the region’s biggest custodians.
“The Board and Chair were great and continued to support our
decision,” says McKellar. The Fund also had support at the highest level.
Treasurer Peter Costello not only backed the appointment, but the Fund’s
right to make it at the time.
“This is not a Government decision,” he said as the controversy
raged in May 2007. “If the Government tried to intervene here,
it would be a breach of law. I am forbidden by law to do that.”

13

	Fed: Future Fund’s decision a slap in the face - Tanner, (22 May 2007) AAP General News Wire.

14

	Our future in foreign hands: [1 State Edition]. The Daily Telegraph; Surry Hills, N.S.W.
[Surry Hills, N.S.W]. 22 May 2007.

15

	ABC News. (2007). Labor links Future Fund bank to Enron collapse. ABC News. Retrieved
from https://www.abc.net.au/news/2007-05-23/labor-links-future-fund-bank-to-enron-collapse/2556658?pfm=sm.

19

Dundonnell Wind Farm.
Image courtesy of Tilt
Renewables.
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A trusted relationship
Gordon McKellar knew Northern
Trust was considered an outside
choice as the Future Fund’s
custodian, but he didn’t realise just
how unusual until he met a super
fund director at an industry function.
“He turned around to me and said,
‘Am I right in saying you recently
appointed Northern Rock as your
global custodian?’”
McKellar had to explain that it had
not appointed the UK bank, Northern
Rock, which had just been bailed
out by the UK Government during
the Global Financial Crisis.
It was an unfortunate case of
mistaken identity.

Broken Hill Solar Farm.
Image courtesy of Tilt
Renewables.

But the controversy would quickly
fade as Northern Trust became a
key partner over the next 15 years.

The lessons from the initial
backlash have stayed with the Fund
to this day, according to the Future
Fund’s Head of Corporate Affairs,
Will Hetherton.
“I often say it was one of the most
painful but best things that could
happen,” he says. “It gave us a real
appreciation that what we did was
far more interesting and sensitive
than we appreciated. We’re not just
another organisation. We’ve got a
particular reputation to protect and
level of interest that we need to be
conscious of.”

The Government appoints the Guardians and sets the Investment
Mandate, but the Government cannot direct how the Fund invests.
As the controversy over the Northern Trust appointment began to fade,
so too did the political fortunes of the party that had created the Future
Fund. After more than a decade in power, the Liberal-National Coalition
Party lost the November 2007 election to Labor.
“On my own side of politics, plenty of people had ideas about how to
spend Future Fund,” Costello says. “And then of course, the big test came
when Kevin Rudd was elected as Prime Minister.”
Labor’s Treasurer, Wayne Swan, had earlier confirmed the party respected
and endorsed the independence of the Future Fund amid the Northern
Trust controversy,17 but questions remained about whether that approach
would continue once it was in government.
The incoming Minister for Finance, Lindsay Tanner, was a strong
supporter and was critical to ensuring bipartisan political support
for its independence.
“The former government did make the right call when it created the
Future Fund. The decision had bipartisan support when it was made,
and the Rudd Government has not altered any of the fundamental
features of the Future Fund during its time in office,” he told the
National Press Club of Australia at the time.18

Northern Trust is now the second
largest custodian in the Australian
market, overseeing more than $720
billion in assets16 on behalf of more
than 40 clients in the Asia-Pacific
region, with a workforce of over
200 in Sydney and Melbourne.

16

	Australian Investor Assets – Australian
Custodial Services Association. Retrieved
from https://acsa.com.au/page/
AUSCustody.

17

	Fed: Labor unlikely to overturn Future Fund contract. AAP General News Wire;
Sydney. 22 May 2007

18

 he Hon Lindsay Tanner MP, Minister for Finance and Deregulation, Address
T
to the National Press Club of Australia, Canberra, 25 November 2009
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The Future Fund under governments of different persuasions now
enjoyed independence. Both major political parties had a chance to
reshape the Fund to their short-term purposes and both had chosen
against it.
But Australia’s financial situation was beginning to slip. The 2007–08
Budget surplus was to be the last the country has posted to date and
the Fund would receive no further capital inflows. After the founding
capital the Fund has relied entirely on investment earnings for
its growth.

An array of funds
While the Future Fund was
established to strengthen the
Commonwealth’s long-term financial
position, over the years the Board of
Guardians has also been charged
with managing several other funds
with diverse purposes.
This shows the bipartisan respect
it has earned as an astute and
trusted investor.

CDC Data Centres,
Fyshwick. Image
courtesy of CDC.

The Higher Education Endowment
Fund (HEEF) was established in
2007 with an original contribution
of $6 billion. After the election of
the Labor Government in November
2007, the HEEF was closed and
these funds were transferred to
the Education Investment Fund
established in 2009 under the
Nation-building Funds
Act 2008.
The Nation-building Funds Act also
established the Building Australia
Fund, which was funded with
$10.9 billion, and the Health and
Hospitals Fund, which was funded
with $5 billion. Both were
established in January 2009.
In 2015, the Government established
the Medical Research Future Fund
(MRFF) to provide an ongoing
funding stream for medical research
and medical innovation. The MRFF
was initially seeded with $1 billion of
uncommitted capital from the Health
and Hospitals Fund which was then
closed. The MRFF received a further

$19 billion in contributions between
2015 and 2020 which came from
health saving measures
from the 2014–15 Budget.
In late 2019, the Building Australia
Fund and the Education Investment
Fund were both closed. The remaining
capital of the Building Australia Fund,
$4 billion, was transferred to a new
Future Drought Fund to support
initiatives that enhance the drought
resilience of Australian farms
and communities.
The Education Investment Fund also
had $4 billion in remaining capital,
which was transferred to a new
Emergency Response Fund aimed
at supporting communities impacted
by natural disasters.

Meanwhile, the Aboriginal and Torres
Strait Islander Land and Sea Future
Fund (ATSILS Fund) was set up in
2019 to fund the Indigenous Land
and Sea Corporation19 which assists
Aboriginal and Torres Strait Islanders
to acquire and manage land, water
and water-related rights so as to
attain economic, environmental,
social or cultural benefits. The
ATSILS Fund received $2 billion
from the Aboriginal and Torres
Strait Islander Land Account.
These funds now account for
an extra $48.7 billion on top the
$203.6 billion in the Future Fund at
31 December 2021.20 While each
fund has its own investment target
and withdrawal schedule, they are all
given the same care and attention.

Separately, in 2014 the Board of
Guardians took on responsibility
for investing the DisabilityCare
Australia Fund which was set up
to help fund the National Disability
Insurance Scheme and has received
Government contributions funded
from a Medicare Levy increase.
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	Future Fund Annual Report 2019-20. Retrieved from https://www.futurefund.gov.au/about-us/publications.
	Future Fund | Portfolio update at 31 December 2021. Retrieved from
https://www.futurefund.gov.au/investment/investment-performance/portfolio-updates
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A different
culture
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By late 2007, equity markets
around the world were reaching
record highs after years of
strong economic growth
and low inflation.

Pressure was growing for the Fund to ramp up its investing activities,
but the culture Paul Costello envisioned was far removed from that
of a typical cut-throat financial services firm.
It was a vision outlined at the Agency’s first offsite, held at the
Flowerdale Estate in Strath Creek, about 100km north of Melbourne.
“It was the first time a lot of key people met who would bond and end up
being so instrumental to the success of the Future Fund,” Thorburn says.
“Paul Costello was extremely hands-on in choosing who was right to be in
this organisation.”
People who would be with the Fund for years including Gordon
McKellar, Will Hetherton, Wendy Leong, Venessa Lim, Ilana Wald
and Craig Thorburn were all there.
“Paul was putting his stamp on the place,” the original CIO David Neal says.
“A phrase he used a lot was ‘good hygiene’ in the sense that we’re going to
be cautious and prudent – none of these fancy financial services trappings
that others might fall into. We would never forget whose money we were
managing – it’s not ours, it’s not even the Government’s, it’s the normal
person’s in the street.”
Paul Costello gave a presentation that set the scene. It wasn’t enough to be
the best at what you did – you had to do it in the right way.
“People are absolutely, unequivocally, the key to our success,” he said
during his Flowerdale presentation. “We need to place maximum effort into
getting the right people into the organisation in order to respond as it needs
to in order to thrive. This includes being willing to recognise if we have
made a mistake in a person.”
He borrowed a phrase from Jim Collins’ Good to Great book: you had
to have the right people on the bus to create a great company that could
continuously adapt to changing conditions.
Collins had exhaustively analysed the performance of 1,435 good
companies over 40 years and found 11 companies that became great.21
21
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	Jim Collins - Articles - Good to Great.
Retrieved from https://www.jimcollins.com/
article_topics/articles/good-to-great.html
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He found the people at those companies had traits such as integrity
and humility, says Thorburn.
“It didn’t matter whether you were sitting in the front or the back, you
had to be on the bus because being good to great requires you to go on
the journey together. I still refer to the Good to Great bus analogy when
I feel we’ve maybe slipped a bit and we’ve gone from great to very good.”

“It didn’t matter whether you
were sitting in the front or
the back, you had to be on
the bus because being good
to great requires you to go
on the journey together.”

Top-down views

Many of those qualities are anathema in the individualistic, moneyfocused world of financial services. As the organisation slowly grew,
not every new hire would adapt.
“The good thing was the culture of the organisation worked them out,”
Thorburn says. “There were moments where people, their egos did get
in the way, and they were let go.”
Most institutional investors build portfolios using a set strategic asset
allocation. Each asset class, which is managed by a specialised team,
has a target allocation. For example, a simple ‘balanced fund’ might
hold 40% equities, 30% bonds, 20% property, and 10% cash.
The problem was the whole was less than the sum of its parts.
Each team simply had to beat their asset class benchmark, even if that
benchmark moved into negative territory during a market downturn.
But a fund’s true objective is to either generate a real return or meet
a defined liability in the future.
The Future Fund’s vision was different. It was called: ‘One Team,
One Portfolio’. Over the years, it would eventually evolve into
‘One Team, One Purpose’ as the Fund began managing
multiple portfolios.
But the underlying investment vision retained a beautiful simplicity.
Its execution would require a radically different culture.
“One of the fundamental principles of it is that a sector team is most
likely not building their optimal portfolio in a narrow sense,” Neal says.
“They’re making the best contribution to the total portfolio. Those two
things are different. It’s a very hard thing to encourage a team to do.”

Bottom-up views

There would be no investment silos. Every investment team needed to
understand each other’s portfolios deeply enough to know whether a new
opportunity – no matter whether it was sovereign bonds, listed equities,
or unlisted assets – made sense at a total portfolio level.
Thorburn says it took time. “There were all these prejudices, all these
biases that everyone had, and by being in the same room we all had to
have them knocked out of us. We all had to then learn how to actually
play by this One Team, One Portfolio approach.”
It pervaded the entire organisation’s thinking, McKellar says, even breaking
down common terms in operations.
“We agreed that we wouldn’t use classic industry terms like ‘back office’
and ‘front office’ at the very beginning – we were all jointly working
as one team,” McKellar says.
Murray worked closely with the Government to design a different
strategy to other public funds. His experience at CBA meant he
understood how crucial it was to retain their confidence through
strong relationships, rigorous compliance, and demonstrating
their accountability to government.

One Team,
One Portfolio
joined-up
investing

27

28

“We had to behave so that the politics of Canberra would not have
reason to target us. This meant being both efficient and compliant
with statutory requirements,” Murray says.
But he also knew one sensitive target couldn’t be avoided:
remuneration. Despite a strong sense of purpose that made money a
secondary consideration, it would still be impossible to attract the level
of talent required to achieve the Fund’s lofty investment target by paying
typical public servant salaries.
“I appealed to the Government not to make us subject to the Public
Service Act – I knew the commercial limitations of that from the
Commonwealth Bank days – but we were not successful,” Murray says.
The solution involved a compromise with Canberra that underlined
the importance of the One Team, One Portfolio approach.
“They gave their blessing to an approach where the remuneration in the
Future Fund should be benchmarked to what we called ‘like work’ in the
Australian financial services sector. We were very careful not to abuse
that formula in any way and to tie bonuses strictly to the outcomes
of our mandated performance objectives.”
In practice, Future Fund salaries would still be well below many available
in the private sector, but importantly, remuneration would not be at the
whim of annual Federal Budget appropriations. Operational costs,
including salaries, would be paid out of the Fund itself.

“One of the values Paul Costello
talked about at Flowerdale was
the aspiration to build long-term
partnerships based on mutual
respect. Working with culturally
aligned organisations has been
critical to our success both
in the early days and now.”

The One Team, One Portfolio approach would also shape the
remuneration structure. Performance-related pay would be based on
the entire portfolio’s performance, not one asset class.
The Future Fund portfolio was now free to take any shape necessary
to achieve its real return target of outpacing inflation by 4.5–5.5%
per annum over the long term.
There was a purity to its purpose. There were no commercial imperatives,
products to sell, mandates to win, or members to keep engaged.
Everything would be focused on investing the right way, for the right
reasons, to achieve its return target.
It was One Team, One Portfolio and it would be tested within months
as the global financial system began to crack.

Ilana Wald

Manager, External Relationships

The 2007–08
financial
crisis
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The share market had soared
into record territory in the two
years since the Future Fund’s
establishment was announced
in 2005. Raphael Arndt, who
had joined the Fund from
infrastructure manager Hastings,
says former colleagues were
warning him that the Fund had
missed its chance to build an
infrastructure portfolio now that
prices were hitting new records.

“There was this huge pressure to invest,” says Arndt, “and the Board had
already decided to transition some proportion of the Fund, which was
sitting in cash, literally on overnight deposit with the RBA. A fax would
come every morning saying this is how much interest you earned last
night. It was a lot.”
The Fund had already amassed $52 billion in assets by 30 June 2007,
thanks to Government allocations from Budget surpluses and its recent
Telstra sale.22 The majority was still held in cash, but it was now building
a fledgling equity portfolio. Just $1.85 billion and $2 billion23 had been
awarded to State Street and Vanguard in passive equity mandates.
This represented just the tip of a more ambitious investment plan:
60–65% of the portfolio would be allocated to listed equities by
June 2008. But there were signs that all was not right with the market
as the equity price build-up continued through the months ahead.
Major US subprime mortgage lender, New Century Financial, filed for
bankruptcy in April 200724 and in August, BNP Paribas froze three funds
that had packaged sub-prime loans into collateralised debt obligations
(CDOs).25 In August, British bank Northern Rock was forced to turn to
the government for support. Scenes of nervous depositors lining up to
withdraw their savings – a classic ‘bank run’ – hadn’t been seen in the UK
for 150 years.26
Something momentous was happening to the financial system.
Arndt remembers the investment team calculating the equity risk premium
– an estimate of the excess return a share market investor should receive
above the risk-free rate to compensate for the higher risk they take on.
“In the US it had verged somewhere between four and six per cent
over time. They worked that out in 2007 and found it was negative.
They said, ‘We don’t know what’s happening; something’s very wrong –
stop the investment program.’”
General Manager Paul Costello, Head of Strategy Tony Day, CIO David
Neal, and Strategist Craig Thorburn separately took a series of offshore
trips to investigate. They came together to compare notes towards the
end of 2007.
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	Future Fund Annual Report 2006-07.
Retrieved from https://www.futurefund.
gov.au/about-us/publications
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“Paul was extremely worried about the environment,” Thorburn says.
“He got us into a room and said, ‘I want to know what you’ve learned’.
And the four of us shared our respective experiences and anecdotes
and stories. That led to a decision that we had to stop the equities build
at 30% and we had to keep the other 70% in cash.”
There was such concern that the unusual step was taken of telling
the Board there was a high risk that the market could be 20% lower
by the end of January 2008.
Meanwhile in Canberra, Peter Costello had announced his retirement
from politics after the Liberal Party’s election loss. He was concerned
about the impact the impending Global Financial Crisis (GFC) could
have on the fledgling Future Fund.
“I thought, all this money we’ve saved – we could lose the lot.
“I can remember discussing with people at the Fund what I thought
the Government’s tolerance for risk was – I said, ‘Pretty low. If you lose
a large portion of this Fund, I don’t think there’ll be any sympathy for
you in Canberra. You certainly won’t get any money to replace it.’”
Thorburn recalls some tense discussions over the latter part of 2007
before the Board agreed to halt the equities rollout at the end of 2007.
The Agency’s earlier prediction proved prescient with the S&P/ASX 200
losing 22% over the first three weeks of the new year. Equity markets
around the world would eventually lose about half their value as the
global financial system came to the brink of collapse.
David Murray recounts the decision to change investment strategy
in a matter-of-fact fashion.
“My recollection was we had enough people around the table agreeing
that the situation was most unusual – not just a normal cycle. It would
therefore pay to be a little more cautious in our approach and that’s
what we decided.”
It was to cement the relationship between the Guardians
and the investment team for the coming years.
“That was really brave,” says Arndt. “They had to take an intellectual
approach, not worry about peers or peer risk, not worry about what
anyone else was doing or what they’d be criticised for.”

An international alliance
The Future Fund played a key role
in forging an alliance of sovereign
wealth funds just as the GFC
threatened their role as
global investors.
“The US Congress had started to
become concerned about sovereign
wealth funds investing in domestic
assets,” Murray says. “Of course,
the consequence of this could be
a government, particularly the US,
banning sovereign wealth funds
from commercial investments in
their country and that could spread
through retaliation by other countries.”
The International Monetary Fund
(IMF) convened the International
Working Group of Sovereign Wealth
Funds (subsequently becoming the
International Forum of Sovereign
Wealth Funds) which developed the
Generally Accepted Principles and
Practices – the Santiago Principles–
for sovereign wealth funds to adopt.
Murray led the group as
inaugural Chair.

“We released those principles in
Washington just at the time that
things worsened in 2008 and the
then-President and Treasury
Secretary were scrambling to deal
with the response to the crisis.
If those principles were followed
you could have confidence that
sovereign wealth funds were not
playing some sort of strategic or
geopolitical game.”
The Forum also gave members a
place to share their expertise with
other funds, including emerging
sovereign wealth funds set up
by new governments.

Murray says no other sovereign
wealth fund among the original
26 members had such a clear
objective as the Future Fund’s goal
to outperform inflation by 4.5–5.5%
per annum over the long term.
“To the extent there was any
temptation by Government to steer
us one way or another, we needed
to be able to guide them on the
consequences for our investment
portfolio and overall objective.
Politically expedient directions
could be very expensive.”

Murray says no other sovereign wealth fund among the original
26 members had such a clear objective as the Future Fund’s
goal to outperform inflation by 4.5–5.5% over the long term.
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But the path ahead was still far from clear.
J.P. Morgan snapped up rival global investment bank Bear Stearns in
March 2008 as it stood on the brink of collapse. More was to follow in
September as a cavalcade of unthinkable daily news rocked the industry.
Investment banking giant Lehman Brothers filed for bankruptcy, and the
ailing Bank of America was taken over by competitor Merrill Lynch.
The US Government was forced to bail out sub-prime mortgage lenders
Fannie Mae and Freddie Mac. That October, the equity market posted
its worst falls in two decades with levels of volatility not seen for
almost 80 years.
Questions were being raised about the role of sovereign wealth funds
and whether governments would opportunistically use them for strategic
purposes, prompting a new set of principles to govern their activities.
The world was in the throes of a liquidity crisis. Credit markets were
frozen and even traditional safe havens such as government bonds
were trading at massive discounts. It sparked a new era of monetary
policy as central banks snapped up toxic assets, bailed out companies
that were ‘too big to fail’, and slashed interest rates to record lows.
The Fund saw an opportunity: it allocated around $6 billion into broad
credit across a handful of managers with an open mandate to invest.
“We just said, ‘Pin your ears back, go for your life’, and within three
months we’d invested the whole lot – that was unheard of in my
experience,” says Arndt. “Initially that just went straight into investment
grade debt, and they were getting 15–20% returns through the next year.”
The Fund was slowly cementing a virtuous circle with its fund managers,
through which it was mandated to invest. The Fund’s team would learn
how the manager worked – that intelligence would be fed back to the
wider team and its entire portfolio, which in turn informed the fund
manager’s knowledge about the Fund’s values.
“We had to be firm on fees and you pick the best managers, but for us
that meant that we didn’t have 80 investment people working for us –
we’d have 10,000,” says Arndt.
While the credit move paid off, bonds were never going to generate high
enough returns over the long term if the Fund was to reach its investment
target. More than 40% of the portfolio was still held in cash.

The Future Fund
portfolio was now free to
take any shape necessary
to achieve its real return
target of outpacing inflation
by 4.5–5.5% per annum
over the long term.

Caution meant the Fund had avoided the initial downturn, but that same
caution meant it now risked missing the market rebound. The problem
was no-one knew when that rebound would be. Neal says the Board
thought otherwise.
“It was around March-April 2009 when David Murray said it’s time to get
back in,” Neal says. “He almost exactly picked the bottom – it was a little
bit spooky. I’m not sure I would always follow David Murray’s trading
advice, but he happened to get that.
“We were trying to apply too much downside protection for the Board’s liking;
they wanted us to be much faster and more aggressive getting back in.”
Few institutional investors had a Board quite so involved in debating
investment decisions, but this reflected a fundamental component of
the Fund’s structure. The Guardians were legally responsible for investing
under the advice of the investment team. Murray was a hands-on Chair who
took the role seriously. During his days as CBA boss, he had even held a
similar statutory role as manager of its corporate superannuation fund.
Neal says only a high-quality Board of Guardians could perform such a
role without a simplistic strategic asset allocation to assess the
performance of the investment team.
“We were basically saying, you’re a smart enough Board that you can
do that,” Neal says. “It was active engagement, understanding what
we’re doing, and it allowed them to evolve their thinking with us.”
Murray retained a steely-eyed clarity around structure, process and the
investment goal. In retrospect, the Fund did take too long to get back
into the market.
“It goes back to why sit at the Board table. You sit there to pursue your
objective and doing nothing doesn’t pursue an objective,” Murray says.
“The Board was now comfortable with the Agency because we had set
up our shared investment beliefs with the systems that enabled us to
accept their advice. The key issue was always that to chase inflation plus
five per cent, you must take some risk. If risk was not going to be
(at that time) in government bonds and we were a bit cautious about
higher equities allocation, then where was that risk going to be?”
The opportunity was to be alternatives and key unlisted assets
such as real estate, infrastructure, utilities and timber.

“The Board was now
comfortable with the
Agency because we
had set up our shared
investment beliefs with
the systems that enabled
us to accept their advice.
The key issue was always
that to chase inflation plus
five per cent, you must take
some risk. If risk was not
going to be (at that time) in
government bonds and we
were a bit cautious about
higher equities allocation,
then where was that risk
going to be?” Murray says.
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New
growth and
maturity
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The Bullring
shopping centre,
United Kingdom.

By early 2009, governments
around the world were
unveiling huge stimulus
programs aimed at spurring
jobs and economic growth.
It marked the beginning of a
new era of asset price inflation
that was to continue for more
than a decade.

The Future Fund had to start extracting more from its portfolio.
It switched more of its equities from passive to active management
and began making bigger allocations to alternatives and high-quality
unlisted assets.
Neal felt that many institutional investors arbitrarily filled
pre-determined asset class buckets with too many average
quality assets in the name of diversification. It was risk
management at its worst.
“We had to make sure everything in the portfolio was brilliant, and
if that meant we opened up with only one real estate investment
because we would only find one brilliant real estate investment, that’s
fine, we’ll have a very concentrated real estate portfolio,” Neal says.
The Fund didn’t need a balanced property portfolio or a diversified credit
portfolio – it needed a well-diversified total portfolio (assuming those
assets were of high enough quality to justify the diversification).
“I spent years constantly going to people saying, ‘This is a really good
investment – why are we not doing twice as much?’ and people would
look at me and go, ‘Are you joking?’. It was a $100 billion portfolio so
you could afford to have a billion of anything.”
One of those investments was a £210 million ($A392.63 million)27
one-third stake in the UK’s second biggest shopping centre, the Bullring, in
September 2009. The opportunistic investment arose after original owner
listed Land Securities was forced to de-lever its balance sheet in the wake
of the GFC.

Telstra relationship
The beginning of the Future Fund
was inextricably linked to the
privatisation of one of the country’s
iconic companies: Telstra.
Part of the sale proceeds topped
up the Future Fund’s initial portfolio
while the Government transferred
its remaining 17% stake in the telco
directly to the Future Fund after the
T3 sale in early-2007.
This unique history never stopped
the Fund from making independent
investment decisions about the
holding, including voting against
resolutions at Telstra’s AGM in
2010.28
The Board always planned to sell
down the shares, which heavily
skewed its portfolio towards one
Australian company (the Fund’s
performance was initially reported
excluding Telstra shares).

The size of the investment dwarfed the Fund’s property portfolio
and, in a traditional investing structure, would have represented
a risk to the property team.
“It was a real demonstration of what ‘whole portfolio’ investing was,”
Arndt says. The Fund later booked a healthy profit, selling it for
£307 million in 2013.
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	Future Fund buys UK asset, appoints manager – Henderson. AAP Finance News Wire;
Sydney. 21 Sep 2009.

	Future Fund votes against resolutions at
Telstra AGM. November 2010. Retrieved
from: https://www.futurefund.gov.au/
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OneFortyOne plantation forest located
near Mount Gambier, South Australia.
Image courtesy of OneFortyOne.
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Investing for innovation
The Future Fund has built Australia’s
largest venture capital program,
counting successful investments
in household names such as Canva,
Uber, Airbnb and Snapchat.
The program provides significant
potential growth as well as insights
into the Fund’s holdings in established
companies which may be disrupted
in the future.

Melbourne Airport

The Fund first sold 684.4 million Telstra shares for $2.37 billion in
August 2009, less than a year after it was allowed to sell the shares
to other investors.29 By March 2011, it had ceased to be a substantial
Telstra shareholder, and achieved market weighting by August 2011.30

It had always been a small tight-knit organisation – so much so that
it had averaged about one employee per billion dollars of funds under
management, says Elizabeth McPherson, who spent several years
as the Fund’s Chief Culture Officer.

Some of the Fund’s earliest infrastructure investments were in two UK
water companies and Melbourne Airport.31 It later took a 17.2% holding
in Britain’s second biggest airport at Gatwick, which would sit alongside
its stake in Melbourne Airport.32

“The organisation had always taken the work seriously, but it
was on a journey from a small start-up ‘family’ company to being
a serious business with a serious amount of money to manage
for the Government,” she says.

These infrastructure assets would typically deliver reliable,
inflation-linked cashflows as yields on sovereign bonds were being
eroded by falling interest rates. Similarly, the Fund invested in timber
assets such as OneFortyOne, which was established in 2012 after
acquiring a long-term lease over 80,000 hectares of plantation assets
from the South Australian Government.
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31

	Future Fund Annual Report 2008-09. Retrieved
from https://www.futurefund.gov.au/about-us/
publications

Another creative strategy the Fund employed around this time was
to identify property assets it could improve.
“You had to work hard, and you had to pay expensive managers to do
expensive work through that period to add value,” Neal says. “We bought
a building on Third Avenue in New York that was a bit out of favour and
needed complete refurbishing and repositioning. We fixed it up and sold
it as a ‘core property’, getting a really big uplift on it.”
The Fund was posting strong annual returns, hitting double-digit
levels for the first time in 2009–10 and 2010–11,33 as it entered
a new era of transition.

	Future Fund sells 34% of its Telstra holding.
August 2009. Retrieved from: https://www.
futurefund.gov.au/news-room/2016/11/11/
media-release---future-fund-sells-34-per-centof-its-telstra-holding

32

	Future Fund buys $200m Gatwick stake
Gluyas, Richard. The Australian; Canberra,
A.C.T. 21 Dec 2010.

33

	10.6% in 2009-10 and 12.8% in 2010-11.
Future Fund Annual Reports. Retrieved from
https://www.futurefund.gov.au/about-us/
publications

Paul Costello, who had been pivotal in setting the Fund’s culture and
purpose, left the Fund in December 2010. Murray appointed investment
executive Mark Burgess to lead the Agency.
“The Future Fund was almost on a sugar high, they’d done so well for
so long,” Burgess says. “The staff engagement ratings were exceptional.
I thought it was a fantastic challenge to help guide it through its next
stage of growth.”
It was no longer a start-up trying to get set in a falling market. It was a
maturing organisation that was fully invested, without the prospect of
material new inflows. The Budget surpluses of just a few years earlier
had been replaced with huge deficits in the aftermath of the GFC.

“A lot of people think about
technology as an ‘industry vertical’
such as financials or consumer,”
says the Future Fund’s Head of
Private Equity, Alicia Gregory.
“We say that technology is now a
‘horizontal’ because it cuts across every
industry. We are in the early stages
of a long-term super-cycle where
technology is disrupting the world and
COVID has only accelerated that.”
A material proportion – over
$5.5 billion – of the Fund’s $34 billion
Private Equity portfolio is held in
venture capital through some of the
best managers in the world. While the
Fund began by giving managers the
freedom to find any investments, in
recent years it also began co-investing
alongside them.
“You lose control of not only
information, but also your illiquidity
when you outsource the lot. We’ve
been on that evolution of crawl,
walk, run – we’ve really got into that
run stage in the last three years,”
Gregory says.
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“We needed to finish the investment program and get ready for what the
future would be,” Burgess says. “The team hadn’t had to have an internal
dispute before over who was going to invest, because they’d had plenty
of money. So, our sales skills and our ability to debate when to sell,
and then the ability to internally compete for capital was just beginning
to emerge.”
The Fund could see the $100 billion mark in its near future, but with larger
size comes greater complexity. It needed to determine its place in the
world as it was maturing and re-evaluate its competitive advantages.
“It’s like a boat in the water. When you first sail, it sails fast, but if you
leave it in the water all the time it gets barnacles – and funds do that.”
The Fund’s advantages now centred on its genuine long-term investing
outlook, its sovereign-backed reputation, great access to high-calibre
external partners and fund managers, and an ultra-clear purpose.
Its final advantage – a total portfolio investing approach – was being
put to the test more often now that the Fund was fully invested.

The Fund could see the
$100 billion mark in its near
future, but with larger size
comes greater complexity.
It needed to determine its
place in the world as it was
maturing and re-evaluate its
competitive advantages.

Burgess also began lifting the Fund’s transparency and engagement with
media, instituting quarterly portfolio updates, and educating the market
about its investment profile. The Fund had posted several years of strong
returns but its relatively low exposure to listed equities meant it would
also likely underperform at certain times.
“We did a lot of work on preparatory understanding by all the stakeholders,
including the public sector in Canberra, about how the Fund will behave
through a cycle,” Burgess says.
Gonski’s biggest concern was that some unforeseen issue – whether it
be a period of poor returns or another negative event – would prompt the
government of the day to raid the Fund for some short-term purpose.
“But what I also knew is, if the returns were good, and if we could
explain what we were aiming to do, it’s very hard to take that money away.
Australians are not stupid. So we had to give them an excuse to actually
take it away, and I don’t think that excuse has ever arisen.”

“You have to have people who don’t live through the size of their assets
and they don’t live through the ego of that. I think the Fund had chosen
the heads of those asset classes well and I think that goes back
to Paul Costello and Dave Neal and their selection of individuals.”

The returns were good and not just because of traditional investment
decisions such as asset allocation. The Fund recognised early on that
environmental, social and governance (ESG) factors also played
a strong role, particularly for long-term investors.

Less than a year after Burgess started, inaugural Chair David Murray also
called time on his tenure at the Fund. The Government would choose
one of the country’s most experienced directors, David Gonski, as its next
Chair. Open and approachable, with extensive experience across a wide
range of sectors, he brought a different sensibility to the organisation.

The Fund had been exercising all of its voting rights over Australian
listed companies since appointing a Head of ESG in 2009. Consistent
with international treaties the Australian Government had ratified, the
Fund had banned investments in areas such as cluster bombs.34

“I started a thing akin to the soup du jour, which we had every meeting,”
Gonski says. “Management and myself would pick an issue at each
meeting where we would spend some time, argue it in depth, and
I loved that the most.”
Gonski honed the Board’s structure by adding three new committees
covering Risk, Governance, and Conflicts to the pre-existing Audit and
Remuneration committees. They allowed potentially controversial
decisions to be debated before being brought to the Board, elevating
its focus.

Burgess also began lifting
the Fund’s transparency
and engagement with
media, instituting quarterly
portfolio updates, and
educating the market
about its investment profile.
The Fund had posted
several years of strong
returns but its relatively low
exposure to listed equities
meant it would also
likely underperform
at certain times.

But it was a letter Gonski received in 2013 that spurred a broader
discussion about the Fund’s investments in tobacco manufacturers.
The letter pointed out that Gonski was from medical stock – his father
was a brain surgeon and his wife a doctor.
“The letter very politely said how could I preside over a body that invests
monies into companies that manufacture cigarettes, which create cancer
and sadness?”
Gonski raised the issue with Burgess and they agreed to take it to the
Guardians, where it was debated through the Governance Committee.
They noted that while tobacco was a legal product, it had addictive
properties and there is no safe level of consumption.

34

	Since 2009, the Future Fund has restricted
all managers of directly held investments
from investing in securities issued by
companies that are involved in activities
that are limited by the 2008 Convention
on Cluster Munitions or the 1997 AntiPersonnel Mines Convention. Future
Fund Annual Report 2019-20. Retrieved
from https://www.futurefund.gov.au/
about-us/publications.
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The Fund took its next major step towards embedding ESG into
its investment decisions, divesting $222 million invested across
14 companies involved in tobacco manufacturing.35

His standing as one of the most successful Treasurers in Australian
history allowed him to tackle two looming issues involving the
Government that came to a head in 2017.

“The Board unanimously determined that this was the right thing
to do,” Gonski says. “We represent Australia, whose medical costs
from cancer are enormous. I spoke to some of the members of staff,
and they all agreed.”

Official interest rates had more than halved since the Future Fund was
established36, eroding the risk-free rate of return. There were more cuts
to come, but they would prove to have little impact on the economy’s
stubbornly low inflation and unemployment rates.

The discussion sparked a broader one – where should the Fund draw
the line? It was not ready to rule out other holdings – full divestment
often just passed more complex issues onto other investors who may
have a shorter-term view that ignores sustainability questions.

The Fund now needed to take on more risk to achieve the same return as
when it was founded more than a decade ago. But it was bound to take
on ‘acceptable but not excessive risk’ under its Investment Mandate.
Meanwhile, the Government could also begin drawing down on
the Fund from 2020 to start paying for unfunded pension liabilities.

Gonski’s tenure would be relatively short, ending in January 2014.
The third chair would bring the organisation full circle: former Treasurer
Peter Costello.

The Fund held significant illiquid investments such as airports and
timberland, which would take time to sell. If it became a forced seller or
markets crashed, the value of those investments would be devastated.
Regardless, it had to hold more cash, which would depress returns.

He had established the Fund, and first joined its Board in 2009 after
retiring from politics. It’s unlikely that any other former politician could
have joined the Board. Peter Costello’s intention in joining it was to
isolate it from political interference.
“I thought the best way I could contribute to the maturing organisation
was by becoming a Guardian of the Fund and using my experience
to chop off any attempts to put it under political pressure,” he says.

Lakeside Joondalup
Shopping City. Image
courtesy of Lendlease.

These two issues were squeezing the Fund from opposite directions.
35

	Future Fund excludes tobacco producers.
Feb 28, 2013. https://www.futurefund.gov.au/
news-room/2016/08/04/media-release--future-fund-excludes-tobacco-producers

Peter Costello had the standing to raise these issues with the Coalition
Government, which had been returned to power in 2013. But he also
brought some unique baggage: he was the one to set the initial
investment target. Now, as Chair, he was asking for it to be lowered.
“I had to say it was right then, but it’s not right now,” he says.
“That’s a more complicated argument. It was nuanced.”
The argument was based on facts. The 2020 drawdown date was
predicated on ongoing contributions to the Future Fund, which never
materialised. Without any new capital injection, withdrawals would send
the Fund into terminal decline – it would be exhausted by around 2046,
notwithstanding the unfunded pension liabilities which would continue
to balloon to $275 billion.37
Deferring withdrawals for another six years until 2027–28 would allow
the Fund to grow to around $300 billion, easily covering all unfunded
liabilities and cementing the Future Fund as a true self-sustaining
intergenerational fund.

36

	RBA Cash Rate Target. Retrieved from
https://www.rba.gov.au/statistics/cash-rate

37

	Future Fund speech by Peter Costello to
the Australian Shareholders Association
National Conference (2017). Retrieved from
https://www.futurefund.gov.au/newsroom/2017/05/15/22/52/speech-bypetercostello-ac----australian-shareholdersassociation-national-conference
?page=5&itemsPerPage=15
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The former and current Treasurers (the latter being Scott Morrison
who would later become Prime Minister) came to an agreement.
The Government delayed the date of its earliest withdrawals and,
shortly after, lowered the investment target to inflation plus 4%–5%
in mid-2017.
“On the drawdown, the person who was very helpful – who I think
understood the point – was Scott Morrison, who was Treasurer
at the time,” Peter Costello says.
Arndt, who took part in the discussions with Government, says
the decision was less political than intellectual. “It was a very pure
intellectual thought-through based-on-advice decision,” says Arndt.

David Neal had now been
leading the institution as
CEO for three years after
the departure of Mark
Burgess in 2014, with Arndt
taking on the CIO role.
The Fund had grown fast
but retained its ultra-lean
ethos – a feature of its
much smaller beginnings.

“You could see this portfolio growing, you could see the complexity of
what we were dealing with. I’d started to form a really strong view that
data was just incredibly important – the more we knew about the
portfolio at greater depths, then the better decisions we were going
to make. We didn’t need to save very many basis points on $100 billion
to pay for it.”
The Fund needed to know its portfolio at a granular level – that data
could be turned into more effective insights. Listed company data was
transparent and instantaneous to amalgamate. Incorporating information
about other asset classes such as private credit, unlisted infrastructure
or private equity, had more of a time lag and was often described
completely differently.
“If you’re trying to make a decision about whether to buy that piece of
real estate, or put a bit more into equities, you need to have a really good
understanding of the nature of your real estate portfolio relative to the
nature of your equities portfolio – that’s the data challenge.”

“We were essentially sourcing data as a service through co-designing
what we specifically needed,” she says. “We now have a more complete
system that gives deeper data insights and is built for the longer term.”
The new data system enabled the Agency to feed its new risk platform,
allowing each team to analyse the portfolio through real-time dashboards
according to a variety of criteria such as risk, probability of achieving its
target, and asset allocation.
The multi-year project was launched in phases with a major release
introduced and embedded just as the Fund stood on the precipice of
another market crisis that would push its new technology to its limits.

David Neal had now been leading the institution as CEO for three years
after the departure of Mark Burgess in 2014, with Arndt taking on the CIO
role. The Fund had grown fast but retained its ultra-lean ethos – a feature
of its much smaller beginnings.
With the drawdown issue resolved, Neal thought it was time to reinvest
in the organisation and bolster its investment technology.

But, true to its emphasis on challenging the status quo, the Fund would
not serve up a pre-prepared solution. Instead, it worked with external
vendors to co-build a customised platform where each sector team
could analyse and view the portfolio in their own way, Leong says.

Port of Melbourne

A new
market
crisis
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It was late February 2020
when CIO Raphael Arndt
rang the Fund’s Head of
Portfolio Strategy, Sue Brake,
with a question.
“What does the portfolio look like if two per cent of the world dies?”
The first COVID-19 cases had begun appearing in China and had quickly
spread to nearby countries. It was still weeks before the World Health
Organization would declare the spread a pandemic, but Arndt asked the
team to stop their usual activities and focus solely on assessing the
situation over the next week.
Brake took an unusual approach: she prepared a ‘pre-mortem’
document, an exercise to try and predict the worst-case pandemic
outcomes and to shake the team out of an incremental analysis.
“It gets you out of starting where you are now and projecting
into the future,” she says. “It’s like it’s already happened, so that
you can un-anchor and start to think about what this means.
So we put everyone into groups and they read it on the spot
and then responded.”

This hypothetical narrative would prove eerily accurate as the
world economy was effectively shut down just weeks later to limit
the spread of the virus. The investment team’s answers to three
key questions shaped much of its initial response:
01 What happened to the economy/industries?
02 What are the work implications?
03 What are your regrets?

Excerpts from the COVID-19
pre-mortem
The novel coronavirus (COVID-19)
has continued to spread across
the globe since it first emerged
six months ago in Wuhan, China.
The number of officially confirmed
infections stands at 700 million
globally with more than 10 million
deaths and an implied fatality rate
close to 1.5%.
There are now uncontrolled clusters
of the virus in the developing world,
but also in parts of Europe and the
US. Australia initially benefitted
from warmer weather and the
early adoption of restrictive border
controls, but eventually succumbed
to the pandemic.
The arrival of summer in the
northern hemisphere and a concerted
global effort to develop a vaccine
(now moving into clinical trials) is
creating a glimmer of hope that the
worst will soon be over. Nevertheless,
fear remains that COVID-19 will
become a permanent feature of life.
The latest forecast from WHO
is total fatalities of 30 million.
Sea and air travel have almost
come to a complete stop. Schools
and workplaces remain closed,
large events and social gatherings
continue to be cancelled (including
the Olympics for the first time
since WWII).

Major central banks continue to
do ‘whatever it takes.’ Policy rates
across developed markets now sit at
or below 0%, with a resumption of
QE [quantitative easing] programs
and large-scale provision of liquidity
to the global financial system.
Realising the limitations of monetary
policy, focus has shifted to the fiscal
lever with versions of MMT [Modern
Monetary Theory] implemented in
China, Japan and the UK. US Congress
eventually passed a large spending
bill, although many conjectured it
was enacted too late to offset the
worst effects of the recession.
S&P 500 earnings for 2020 are now
expected to fall by 30% with a bias
to the downside. The number of
defaults is also increasing.
Sentiment in global equity markets
has oscillated wildly between
optimism and fear, resulting in a
peak to trough drawdown of 30%.
Deglobalisation has accelerated.
Geopolitical tensions are also rising
as some nations start to reflect
negatively on the extreme measures
taken by others during the crisis
management period, and this
exacerbates the already fractious
divide between East and West.
Populism is front and centre as
the cohorts that have been most
impacted by COVID-19 are generally
the poorest, and the outlook for
survivors has been worsened by
loss of income and the lack of a
social safety net.
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But this crisis would be very different than the one that followed the
birth of the Future Fund in 2007–08. That was a true financial crisis
– this was a health crisis that would reshape every aspect of how
we live.
The Fund’s General Counsel and Chief Risk Officer, Cameron Price, had
been quickly elevated to acting CEO after David Neal left in February 2020
to run fund manager IFM Investors.
“It was daunting enough becoming the acting CEO overnight when you
never expected it, but then at the same time you’ve also got COVID
hitting, plus markets diving, all under my watch. Raff and I worked closely
together, with strong support from the Chair. I was trying to lead the
organisation while he was leading the intense focus on the portfolio
– both were being seriously stress tested.”
Equity markets were plunging at their fastest pace in history when
a Future Fund staffer tested positive for COVID-19.
“Literally, within an hour one morning, we had to either stop everyone
from coming to work or send everyone home – that’s when you find out
whether your technology is up to scratch, which it was,” Price says.
The wellbeing of its people was a primary concern (the staff member
who contracted COVID-19 would eventually recover) as the Victorian
Government and other states and territories began shutting down their
economies. The other concern was technology – could the Fund’s
growing investment team run a complex $200 billion-plus portfolio
from their homes?
The week of March 9 was momentous – share markets around the
world posted huge drops as concerns about COVID-19, falling oil prices,
and a lack of fiscal stimulus wiped out investor confidence. The major
technology project was still coming online but its core components
had yet to be tested.
“We’re turning this data system on and it was still running in parallel with
some spreadsheets and legacy systems,” Arndt says. “We just said ‘Let’s
trust it’. By 7am we had data on what happened last night in markets –
the US wasn’t even closed yet. On some days, the market was moving
10% overnight. It used to take three days to get that information.”

EEE – a common language
The Future Fund’s primary way to
assess its portfolio’s overall risk
exposure is the Equivalent Equity
Exposure (EEE) metric, which proved
crucial during the COVID-19 crisis.
“Having this EEE metric was a really
easy way to describe the portfolio
that everyone understood,” Arndt
says. “That was really important
because it allowed us to have those
conversations in a crisis under
intense pressure using a common
language. Everyone understood
what the intention was, even
though the portfolio was complex.”
The Fund launched the measure
several years ago to assess whether
it was taking on enough risk at the
portfolio level to reach its long-term
investment target. The Fund
operates within a EEE ‘normal
operating range’ which has been
periodically adjusted as part of the
investment strategy process and
which initially was set at 45 to 65

and more recently has been set at
55 to 65. It first crossed the lower
threshold around 2010 as it slowly
increased its risk appetite following
the Global Financial Crisis. It reached
its highest levels – the low-60s –
briefly during the European crisis
in 2014 and more recently through
the COVID-19 crisis.

The Fund’s One Team, One Purpose philosophy had created a
collaborative culture where information was freely shared and debated
before making decisions. To manage such an extreme environment,
it needed something different – a command and control-based
approach from the top down.

Brake says the EEE can be adjusted
depending on the scenario. “It’s a
lever we can pull when we’re trying
to manage risk and return on a
dynamic basis. We did take risk
down half a notch during the first
part of the COVID process, but
then as soon as this flood of fiscal
support happened, we put it back
on again.”

Investment committee meetings shifted from monthly to daily with teams
regularly starting work at 4am so they could make recommendations later
that same morning. Meetings swelled to 50 people at times, including
sector heads, the portfolio strategy team and others, rather than the usual
8-10 Investment Committee attendees.

The survival mindset is revealed in Brake’s descriptions of Arndt as a
‘wartime leader’ and ‘chief protection officer’ who allowed the team
to focus solely on the portfolio.

“Every day at 10 o’clock we met and every day at 11 o’clock they were off
executing in the market for the rest of the day – we did that for a month,”
Arndt says. “On some days we would have to trade $10 or $15 billion
worth of securities just to stand still. They made more than $30 billion
plus decisions. Subsequently I worked out they made us several billion
dollars just in rebalancing.
“We also did a whole lot of things in that period like buying gold for the
first time, but because we had a team that had worked together under a
common language and understood the total portfolio approach, we were
able to do that. I felt like a general commanding troops at times – go
and do your thing. We had to be brave. I had confidence that the world
wouldn’t end but I didn’t have confidence that policymakers would make
the right decisions.”
The Future Fund Guardians were being updated weekly while Chair
Peter Costello was having daily calls with the team. The Fund’s value
to the Australian economy was well understood and its position
almost sacrosanct – but the world had not experienced a pandemic
for a century.
“There was work going on in the Department of Finance,” Peter Costello
says. “We’re in a crisis – where are our assets? How can we use them?
We have a fund called the DisabilityCare Australia Fund and certainly,
they were looking at redeeming that to help with the liquidity in Canberra
because that’s more or less an ‘at call’ fund.”
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“We did take steps to generate some liquidity in the portfolio that
we had already previously thought about that cost us some potential
return, but it protected us from huge downside scenarios.”, Arndt says.

6. Risk levels were reduced reflecting
the elevated risk environment
flowing from the COVID-19
pandemic and policy response.

2. Portfolio risk exposure was
increased as extraordinary and
globally coordinated economic
policies were implemented to
fight the crisis.

7. The Fund’s risk levels were
increased in the wake of the
pandemic, which has accelerated
a number of investment and
economic trends.

Future Fund Equivalent Equity Exposure since inception
65

Equivalent Equity Exposure

60

By April 2020, the initial throes of the crisis began to subside, and the
Investment Committee went from meeting daily to three times a week,
then fortnightly.
The Fund’s scheduled annual investment strategy review, which
usually starts around late-February each year, had been delayed by
the COVID-19 crisis. It would not be enough to capture the momentous
events that had happened.

50

4

2

45

7

5

3

55

6

40
35
30
25

1

20
15

Future Fund Management
Agency Melbourne office.

Normal operating range

Future Fund EEE

Jun 2021

Jun 2020

Jun 2019

Jun 2018

Jun 2017

Jun 2016

Jun 2015

Jun 2014

Jun 2013

Jun 2007

10
Jun 2012

The Fund now had to quickly shift gears as the fastest equity market
plunge in history turned into one of the fastest recoveries.

5. Risk levels were increased as
economic growth and corporate
earnings picked up and central
banks continued supporting
their economies.

1. The slow build of the portfolio,
which was delayed because
of the Global Financial Crisis.

Jun 2011

Governments around the world unveiled trillions of dollars in fiscal
stimulus while central banks cut interest rates already at record lows
into uncharted territory, scooping up an even broader array of assets
to prop up their economies.

The Fund now had to
quickly shift gears as
the fastest equity
market plunge in history
turned into one of the
fastest recoveries.

3. Risk levels were raised further
as the European crisis subsided
and the President of the ECB
committed to do ‘whatever
it takes’.

4. Portfolio risk was gradually
reduced as expected market
returns declined.

The Future Fund has been managed
through seven distinct phases:

Jun 2010

“There was no fiscal stimulus, there were still politicians arguing,”
Arndt says. “About that same time, the Government came out with
a relatively small stimulus package and I thought, this is going to be
a Depression, so we did take some risk off. Ultimately, what happened
is we got the biggest stimulus in the history of the world.”

Seven investment phases

Jun 2009

But the future was still unclear. The Fund’s analysis, which included
real-time modelling from one of its fund managers, Bridgewater,
suggested a potential hole in the global economy of about
US$30 trillion due to business shutdowns.

Governments around the
world unveiled trillions of
dollars in fiscal stimulus
while central banks cut
interest rates already at
record lows into uncharted
territory, scooping up an
even broader array of
assets to prop up their
economies.

Jun 2008

No funds were ultimately redeemed and the Government instead raised
billions of dollars in debt to pump up the ailing economy. The Future
Fund played its role as the Government’s largest asset on its balance
sheet, keeping the associated interest rates low.
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Arndt instead asked Brake to lead the deepest review of the
Fund’s investment strategy since it was established in 2006.
“The world’s changed,” Arndt says, “and we’ve got to be really careful
because we’re all finance geeks who grew up and learnt about the world
after WWII. We’ve got to look back further.”
“I said ‘Take half your team off BAU (business-as-usual), tear everything
down to first principles, understand the changes in the world, how
we need to adapt to that, and make a recommendation – you’ve got
a year,’” Arndt says.
The project would take the next 10 months to complete and reshape
the Fund’s future vision of the world and the investment strategies
it would need.

Paradigm shifts
shaping the
investment order
The COVID-19 pandemic
has catalysed changes
across markets, economies
and populations that will
prompt investors to
reconsider their portfolios.

A generational change is underway, Arndt says. Disaffected youth
have lived through two crises yet massive government and central
bank support have only widened wealth inequality. They are spurring
the rise of socialism, populism, and geopolitical clashes.
Investors should expect a more fractured global geopolitical order,
bigger governments, more extreme forms of monetary policy and a
greater focus on fiscal policy, as well as an upside skew to inflation
risk as huge flows of cash ultimately end up in the hands of consumers.
“COVID’s not going to be an issue so much in the long run,”
Arndt says, “it’s going to be a catalyst for a lot of other issues
that are going to hang around.”
The findings led to an updated investment strategy that was endorsed
by the Board in May 2021. It will reshape the portfolio considering
traditional opportunities will not generate the same level of historic
returns, says the Future Fund’s Director of Dynamic Asset Allocation,
Sam Killmier.
“We need to work the portfolio harder,” he says. “And that’s across
everything – public markets, private markets, and varying the portfolio
through time on dynamic asset allocation. All these things have
to happen, and they all have to add value.”
The COVID-19 crisis pushed inflation up to 4–5%. It may yet prove
transitory, but with cash returns effectively returning zero, taking on more
risk is necessary for the Fund to continue achieving its long-term target.

01 Deglobalisation
	The free movement of goods
and services, investment,
and people has slowed and
in significant cases, reversed.
Tensions between the world’s
two largest economies grow.

02 Populism

	Countries have reasserted their
national interest, controls over
national laws and domestic
focus in preference to an open
international system. National
economic policies have
moved towards greater state
intervention and controls.

06	Challenges to
corporate earnings
	
Since 1990, businesses have
03.	Technological
breakthrough and
disruption
	Technological innovation
has allowed firms to develop
operating models based on
intangible assets, such as data
and software platforms. This
has led to the rise of digital
conglomerates. Innovation
advantages have led to
disruption and dispersion
within industries.

04.	Demography
	Many developed markets have
relied on high levels of migration
to counter an ageing population.
Wealth inequality between
generations is growing due
to asset price inflation.

05 Climate change
 hysical climate risk has
P
become more severe over time.
Companies with carbon-intensive
operations and value chains are
potentially vulnerable to market
repricing, while renewable
energy has become more
cost competitive.

been capturing a rising share of
total economic income driven by
productivity improvements from
intangible assets; capital-friendly
tax arrangements; restructuring;
offshoring and automation.
If these drivers end (perhaps
because of deglobalisation and
populism), investors may see
downward pressure on earnings.

07	Changed inflationary
regime
	
Developed market economies

have experienced disinflation
over the past four decades but
the forces that have brought
inflation under control have
ebbed or are now in reverse.

08	Fiscal-monetary
coordination
	
Independent monetary policy is

a recent paradigm and was only
introduced legislatively in the
20th century. In the aftermath of
the financial crisis, institutional
independence has been eroded
through the introduction of
measures such as quantitative
easing to induce or support
fiscal spending. The pandemic
has further accelerated this shift.

09 Change in fair values
	
As monetary policy reaches

its limits and technological
disruption provides scale with
its low capital expenditure
requirements, the traditional
economic cycle is under threat
and traditional metrics for
assessing fair value are
being challenged.

10	Decline of sovereign
bond duration in
portfolio construction
	
Government bonds have been the
defensive anchor of investment
portfolios for over 30 years.
Nominal bond yields are now
significantly lower so the scope
for bonds to pay off is reduced.
If inflation begins to rise the
bond-equity correlation may
prove much less beneficial
going forward.
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Past meets future with
Telstra InfraCo Towers deal
The Future Fund’s decision to acquire
almost half of Telstra’s network of mobile
tower sites as part of a consortium in
June 2021 was underpinned by its unique
place in Australia’s investment landscape.
“This was an example of one of our
comparative advantages as a respected,
long-term investor,” says Future Fund
Chief Investment Officer, Sue Brake.
“We approached them about whether
they would think about selling it to us as
a specific sale, and they were interested,
much to our pleasure and surprise.”

The deal, which valued Telstra InfraCo
Towers’ 8,200 critical tower assets at
$5.9 billion, will produce inflation-linked
cashflows and capital growth without the
currency hedging risk of many offshore
investments.
A key reason behind the deal was the Fund’s
deep understanding of the local political
landscape, which will become more
important in an era of rising geopolitical
unrest. “When it came to negotiating the
nature of those cashflows with Telstra,
we knew exactly what we wanted – you
only get that when you’re ‘joined up’,
when you’ve thought about what role
that asset plays in the total portfolio.”
It brings the Future Fund full circle
to its origins when the Government
transferred part of the proceeds from
Telstra privatisation, including shares,
into the Future Fund.

“It’s a question of where we take that risk and how we balance it and
making sure that we’re not overly exposed to a particular scenario.”
The Fund delivered an annual return of 22.2% for 2020–21
– the highest in its history – with just 5.6% volatility. It has been
almost two decades since the Intergenerational Report first warned
that an ageing population would create a significant cost for future
generations to bear.
While Australia continues to grapple with those same issues, the report’s
dire warnings did lead to positive remedial action because the leaders
of the day acted on those insights.
They made an unusual – even radical – decision to create a Future Fund
to offset those future rising costs. The Fund’s substantial assets were
then wrapped in a robust governance framework that provided the
independence needed to never lose sight of that goal.
A unique and resilient culture and investment perspective – overseen by
three different Chairs, three CIOs and four CEOs – continue to inspire its
activities. It remains at the forefront of investment innovation free from
the shackles that constrain other institutional investors.
It has more than tripled the initial $60.5 billion of capital invested by the
Government, while posting an annualised return since inception of 8.3%
at 31 December 2021. Against the odds, it has surpassed its Investment
Mandate, delivering investment earnings of more than $143 billion over
a period that included two seismic market crises.
But these numbers only capture part of its story. It is a purpose-driven
organisation at heart – an intergenerational fund that invests on
behalf of all Australians. It has won respect from all sides of politics,
who have entrusted it to manage several additional funds that are
changing the nation.
“It’s not owned by public servants – it’s owned by the people of Australia,”
says Peter Costello. “I hope it will be an asset for generation after
generation of Australians – that’s why it was set up. I hope in 50 years’
time, people can look back and say the generation of the 2000s served
us well because they put aside money which is ours and is there for us.
That to me, would be a worthwhile achievement.”

Image courtesy of Telstra.

“It’s not owned by public
servants – it’s owned by the
people of Australia,” says
Peter Costello.

Timeline of the
Future Fund

55

56

20
02

20
04

20
05

20
06

May

September

May

March

April

May

November

Intergenerational Report
is published.

‘Investing for the
Future’ Statement
is released.

Federal Government
announces
establishment of
the Future Fund.

The Future Fund
Act 2006 receives
Royal Assent.

Debt-Free Day speech.
Inaugural Board of
Guardians is appointed.

Investment
Mandate issued.

The Future Fund
is launched by the
Hon Peter Costello.

20
14

20
08

20
07

June

July

May

July

May

Funds under management
exceeds $100 billion.

DisabilityCare Australia
Fund is established.

Nation Building Fund is established
(Building Australia Fund, Education Investment Fund,
Health and Hospitals Fund).

Higher Education
Endowment Fund is
established.

Northern Trust
is appointed as
global custodian.

20
15

20
17

20
19

November

May

July

February

September

December

Medical Research Future
Fund is established.

Decision to postpone
drawdowns from the
Future Fund until at
least 2026–27.

New Investment
Mandate is issued
for the Future Fund
from 4.5–5.5% to
4.0–5.0%.

Aboriginal and Torres
Strait Islander Land
and Sea Future Fund
is established.

Future Drought Fund
is established.

Emergency
Response Fund
is established.

20
21
December

June

The Future Fund
exceeds $200 billion.

The Future Fund reaches
$197 billion, tripling the original
contributions from Government.

20
20
March
The COVID-19 pandemic arrives in Australia,
leading to in-depth review of the investment
strategy. Staff move to working from home.

Appendix
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Funds under management at 31 December 2021
Medical
Research
Future Fund

Aboriginal and Torres
Strait Islander Land
and Sea Future Fund

$22.3 BN

$2.2 BN

Future Drought
Fund
$4.7 BN

Responsible Ministers
Emergency
Response
Fund

NAME

$4.8 BN

ROLE

TERM

Minister for Finance

30 October 2020 – current

The Hon Josh Frydenberg MP

Treasurer

24 August 2018 – current

The Hon Scott Morrison MP

Treasurer

21 September 2015 – 24 August 2018

Minister for Finance

18 September 2013 – 30 October 2020

The Hon Joe Hockey MP

Treasurer

18 September 2013 – 21 September 2015

The Hon Chris Bowen MP

Treasurer

27 June 2013 – 18 September 2013

Senator the Hon Penny Wong

Minister for Finance

14 September 2010 – 18 September 2013

The Hon Wayne Swan MP

Minister for Finance

3 September 2010 – 14 September 2010

The Hon Wayne Swan MP

Treasurer

3 December 2007 – 27 June 2013

The Hon Lindsay Tanner MP

Minister for Finance

3 December 2007 – 3 September 2010

Senator the Hon Nick Minchin

Minister for Finance

26 November 2001 – 3 December 2007

Treasurer

11 March 1996 – 3 December 2007

Senator the Hon Simon Birmingham

Senator the Hon Mathias Cormann

DisabilityCare
Australia Fund
$14.9 BN

The Hon Peter Costello MP

Future
Fund
$203.6 BN

Future Fund Board of Guardians at December 2021
NAME

ROLE

DATE OF APPOINTMENT

Chair

11 January 2014

Member

18 December 2009

Ms Carolyn Kay

Member

14 April 2015

Mr John Poynton AO

Member

4 February 2014

Mr Michael Wachtel

Member

3 April 2016

Mr John Fraser

Member

12 November 2018

Mrs Patricia Cross

Member

11 May 2021

Dr Deborah Ralston

Member

15 September 2021

The Hon Peter Costello AC
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Future Fund Management Agency General Managers and Chief Executive Officers

Past Chairs of the Board of Guardians
NAME

ROLE

TERM

Mr David Gonski AC

Chair

3 April 2012 – 11 January 2014

Mr David Murray AO

Chair

3 April 2006 – 2 April 2012

Past Members of the Board of Guardians

NAME

ROLE

TERM

Chief Executive Officer

1 July 2020 – current

Acting Chief Executive Officer

2 March 2020 – 30 June 2020

Mr David Neal

Managing Director / Chief Executive Officer

4 August 2014 – 28 February 2020

Mr Paul Mann

Acting Managing Director

1 March 2014 – 3 August 2014

General Manager

1 July 2011 – 28 February 2014

Acting General Manager

22 November 2010 – 1 July 2011

General Manager

13 November 2006 – 13 December 2010

Dr Raphael Arndt
Mr Cameron Price

Mr Mark Burgess
Mr David Neal

NAME

ROLE

TERM

Ms Erin Flaherty

Member

3 April 2016 – 2 April 2021

Dr Jane Wilson

Member

14 April 2015 – 13 April 2021

Mr Robert Priestley

Member

7 November 2017 – 19 June 2018

Mr Steven Harker

Member

3 April 2012 – 2 April 2017

Ms Carol Austin

Member

3 April 2011 – 2 April 2016

Mr Stephen Fitzgerald

Member

3 April 2011 – 2 April 2016

Ms Susan Doyle

Member

3 April 2006 – 2 April 2015

Dr John Mulcahy

Member

3 April 2006 – 2 April 2015

Mr Brian Watson

Member

3 April 2006 – 2 April 2012

Mr Jeffrey Browne

Member

3 April 2006 – 2 April 2011

Mr Trevor Rowe AO

Member

3 April 2006 – 2 April 2011

Mr John Paterson

Member

18 December 2006 – 17 December 2009

Mr Robert Elstone

Member

3 April 2006 – 6 July 2006

Mr Paul Costello

Future Fund Management Agency Chief Investment Officers
NAME

ROLE

TERM

Chief Investment Officer

2 December 2020 – current

Acting Chief Investment Officer

1 July 2020 – 2 December 2020

Dr Raphael Arndt

Chief Investment Officer

1 September 2014 – 30 June 2020

Mr David Neal

Chief Investment Officer

16 July 2007 – 3 August 2014

Ms Sue Brake
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“Teamwork was a key cultural
value that was emphasised
at the Flowerdale offsite.
Despite the substantial growth over
the past 15 years, the teamwork value
has always been an important part
of our journey.
We work collaboratively between business
units, we share new ideas and were
encouraged to debate openly without
prejudice irrespective of background or
experience from the very beginning.”
Venessa Lim

Senior Investment Accountant

