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Your Future, Your Super Performance
test can be future-proofed with
climate benchmarking

Australia has a world-leading superannuation industry — with one of the highest
retirement savings per capita with higher retirement savings per capita than most
other countries. It is a credential Australia can retain now and in the future.

About Australian superannuation

Australia’s
$4 trillion
opportunity

CLIMATEWORKS CENTRE

The global transition to a low-emissions economy is not only reshaping
industries - it is redefining long-term economic value. Climate change
presents clear financial risks, but transitioning to a low-emissions economy
opens up investment opportunities for future industries. Adapting to this
shift is essential for superannuation trustees to safeguard retirement
incomes. As Australia’s economy transitions towards net zero, the Annual
Your Future, Your Super Performance Test can evolve to better direct
superannuation funds’ over $4 trillion assets (ASFA 2024) to future-fit
investments that build long-term value and resilience.

The performance test assesses superannuation products in the MySuper
category and trustee-directed product categories against a set of indices
according to the respective asset classes. These indices act as a tool to
benchmark investment returns to determine whether a superannuation
product is performing sufficiently for its members.

Currently, the performance test measures funds against relatively high-
emitting indices, with funds investing in line with these indices to meet
the test’s performance and tracking error constraints. These constraints,
therefore, offer little flexibility for superannuation funds to consider
climate when investing.

Despite this, superannuation funds have signalled an intention to
reduce financed emissions to achieve net zero. Seven of the largest
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superannuation funds (by total assets), which as at June 2024
represented approximately AUS$1 trillion in assets under management,
have set targets to cut their financed emissions by 30-50 per cent by
2030 (APRA 2025b). Climateworks Centre believes these targets are in
jeopardy if superannuation funds remain tied to the current indices
without policy intervention.

Other countries

provide a roadmap

Climate indices rank companies within their index based on
decarbonisation efforts, directing capital to companies making greater
progress. Few Australian superannuation funds currently use climate
indices, whereas several pension funds in the United States (US), Canada

and the United Kingdom (UK) have incorporated climate indices into
their portfolios. Climateworks’ analysis highlights six pension funds -
three in the UK and three in the US -that currently use climate indices

within their listed equities allocation. These pension funds currently
have 1-18 per cent of their total assets under management (AUM)
benchmarked to a climate index, see Table 1.

These leading pension funds - Australian superannuation’s global
counterparts —demonstrate that climate indices can incorporate climate
considerations into fund management at a pace and scale appropriate
for their respective organisations.

TABLE 1: Six UK and US pension funds invest the equivalent of AU$58.1 billion in climate indices

Pension California Church of Brunel LGPS Central New York California
ublic nglan ensions imite tate tate
fund Publi England Pensi Limited S S
Employees’ Pensions Partnership Common Teachers’
Retirement Board Retirement Retirement
System Fund System
Climate FTSE TPI FTSE TPI FTSE TPI FTSE TPI MSCI World MSCI ACWI
v indices indices indices indices ex USA Low Carbon
Climate Target Index
Change
Index
Climate USS$5 billion/ GB£0.6 GBE£3 billion/ GBf£2.1billion/ USS3 billion/  US$28.9
AUM/ US$502.9 billion/ GB£30.8 GB£29.9 US$259.9 billion/
billion GB£3.3 billion billion billion US$358.4
total AUM billion billion
Share of 1.0 percent  18.2 percent' 9.7 percent 7.0 percent 1.2 percent 8.1 per cent
funds (as of June (as of (as of (as of (as of (as of June
committed 2024) January September October September 2024)
. 2020) 2023) 2019) 2024)
to respective
climate
index
Source: Compiled by Climateworks, derived from publicly available data
1 All passive investment was allocated to climate indices (Ziady 2020). Passive investments track an index rather than being actively

managed by the fund.
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Climqte indices While superannuation funds may not invest in climate indices, index

providers offer climate indices for the Australian market, with most

medasure u p in two examples in the listed equities asset class. Climateworks assessed

Australian climate indices on two key measures: performance and

Impor.tq nt WC'YS carbon intensity (Climateworks Centre 2024).

Index performcmce Climateworks’ analysis found that over one, three and five-year time

horizons, select climate indices from S&P and FTSE Russell outperform
the S&P/ASX300 Total Return Index-the current performance test
benchmark for the Australian equities asset class (Figure 1).

Climateworks assessed the S&P/ASX300 Net Zero 2050 Paris-Aligned

ESG Index, the S&P/ASX 300 Net Zero 2050 Climate Transition ESG Index,
and the FTSE Australia 300 TPI Climate Index. All three are constructed
based on the European Union (EU) climate benchmark regulations

and include a combination of forward-looking and backward-looking
metrics (EU Commission 2020). The forward-looking metrics can include
future targets to understand an underlying investment’s alignment

with the Paris Agreement’s 1.5 degree Celsius goal. These metrics may
include decarbonisation targets, carbon budget allocations, temperature
alignment and transition plans. Backward-looking metrics include
historical data and can include historical emissions, emissions intensity
and fossil fuel exposure.

FIGURE 1: High-level performance of Australian equities indices

S&P/ASX300 and ASX300 Labelled Climate Indices (as of 30 May 2025)
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Note: Past performance is not a guarantee of future performance. Backtesting has been used to generate five-

year performance for climate indices.
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Climateworks found that the S&P/ASX300 Total Return Index has a
weighted average carbon intensity (WACI) approximately 1.79 times
higher than comparable climate indices, see Table 2.

The current performance test benchmark in the international equities
asset class has a WACI approximately 1.75 times higher than a
comparable climate index, see Table 2.

The nominated indices within the performance test inform the
investment practices of superannuation funds. As such, superannuation
funds invest in carbon-intensive assets. This exposes Australians’
retirement savings to greater climate risk, making them more vulnerable
to potential capital erosion in the long run.

TABLE 2: Comparison of weighted average carbon intensity for current and climate benchmarks examples

ASSET CLASS

WACI*

INDICES
(MTCO,E/AUS$TM REVENUE)

Australian equities

ASSET CLASS

Current benchmark -

S&P/ASX300 Total Return Index 2

Comparable climate index -
S&P/ASX300 Net Zero 2050 Climate 102
Transition ESG Index

WAC]| **
(MTCO,E/AUS$1TM SALES)

INDICES

International equities

Current benchmark -

MSCI All World ex-Australia Index A

Comparable climate index -

MSCI World Climate Change Index 418

Source: Compiled by Climateworks, derived from publicly available data, as of May 2025.

*Operational and first-tier supply chain greenhouse gas emissions

** Weighted average scope 1, 2 and 3 carbon emissions intensity normalised by sales

Investing in a time
of climate change
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Global investment markets continue to make progress towards net zero
emissions, helping countries and companies decarbonise. Investors are
addressing climate within their portfolios as part of an increasingly
coherent approach to managing environment-related financial risks
and capitalising on growing opportunities associated with the net zero
transition, setting a best practice standard that transcends political
shifts (United Nations Environment Programme Finance Initiative 2024).

A market for climate indices in the superannuation sector offers a
myriad of benefits to Australia, including:

+ creating climate-resilient jobs by investing in companies actively
working to decarbonise

+ directing capital towards Australia’s national decarbonisation efforts
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+ incentivising domestic market transition, which can position
Australia as a market of choice globally, attracting international
investment capital

+ supporting Australia’s Sustainable Finance Roadmap - particularly
‘Priority 8: Ensuring fit for purpose regulatory framework’

+ supporting incoming International Sustainability Standards Board
(ISSB) climate reporting regimes - helping Australia to remain
competitive in key capital markets such as Japan, the UK, Singapore
and the EU.

While not implementing climate indices - and therefore not addressing
climate risks - could have undesirable effects, for example:

+ undermining superannuation investment returns as fossil-fuel-
dependent companies currently occupying top places in the ASX300
will be increasingly exposed to physical and transition risks caused by
climate change

+ rising lending portfolio losses for Australian banks in the medium-
to-long term due to climate change’s impact on businesses (APRA
2022). Australian banks feature heavily on the ASX and are in key
positions within superannuation funds

+ compounding the trend of superannuation funds shifting
investments offshore to diversify their strategies rather than
channelling capital toward high-impact local development
(Connors 2022; Murphy 2023)

+ increasing carbon emissions and reliance on government finances to
lower Australia's emissions.

Climate indices
can set Australian
super on a more
stable path

Add optional climate
benchmarking to the
performance test

CLIMATEWORKS CENTRE

Australian superannuation assets under management represented

145 per cent of GDP as of December 2023 and are projected to grow

to 244 per cent (or AU$34 trillion) by 2061 (Cooper 2021). Redirecting
superannuation capital towards climate-aligned companies and projects
can significantly contribute to real economy decarbonisation.

After extensive research and industry consultation, Climateworks
recommends adding ‘climate transition indices’ to the performance test
as optional benchmark indices for Australian and international equities
and fixed-income asset classes. We note there are a range of climate
transition indices currently available in the market, see Table 3.

Climate transition indices are more than investment benchmarks -
they are tools to help superannuation funds integrate climate
opportunities into their strategies and mitigate risk. Unlike traditional
indices that rank companies purely by market capitalisation, climate
transition indices combine forward and/or backward-looking climate
metrics to rank constituents. The result is an index that accounts for
both market capitalisation and the decarbonisation performance and
targets of the constituents.

One or more climate transition indices would sit alongside the currently
nominated indices as alternatives, which superannuation funds

can voluntarily choose to benchmark against. Funds intending to
decarbonise their portfolios, or parts of their portfolios, could opt to be
measured against this set of climate transition indices.


mailto:https://www.apra.gov.au/news-and-publications/apra-releases-results-of-inaugural-climate-vulnerability-assessment?subject=
mailto:https://www.apra.gov.au/news-and-publications/apra-releases-results-of-inaugural-climate-vulnerability-assessment?subject=
mailto:https://www.afr.com/world/asia/why-australia-s-top-super-funds-are-jakarta-bound-20220818-p5bb1t?subject=
mailto:https://www.theguardian.com/australia-news/2023/nov/27/australian-super-fund-puts-billions-into-backing-britains-energy-transition?subject=
mailto:https://www.afr.com/policy/tax-and-super/what-will-australia-do-with-its-mountains-of-super-money-20210704-p586r3?subject=
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TABLE 3: In-market climate transition indices for Australian and international equities and international

fixed income in the performance test

ASSET CLASS

CURRENT BENCHMARK

INDICES IN THE
PERFORMANCE TEST

IN-MARKET CLIMATE
INDICES EXAMPLES
ONLY

Australian Equity

S&P/ASX 300

S&P/ASX 300 Net Zero 2050
Paris-Aligned ESG Index

S&P/ASX 300 Net Zero 2050
Climate Transition ESG Index

FTSE Australia 300 TPI Climate
Transition Index

International Equity
(hedged; international
economy type not
specified or not
applicable)

MSCI All Country World Ex-
Australia Equities Index with
Special Tax (100% hedged to AUD)

MSCI World Climate Change
Index

S&P 500 Net Zero 2050 Climate
Transition ESG Index

International Equity
(hedged; emerging
markets)

MSCI Emerging Markets with
Special Tax (100% hedged to AUD)

MSCI Emerging Markets Climate
Change Index

S&P Emerging Plus Large
MidCap Net Zero 2050 Climate
Transition ESG Index

International Fixed
Income

Bloomberg Global Aggregate
Index (hedged AUD)

MSCI USD HY Climate Change
Corporate Bond Index

FTSE World Broad Investment-
Grade Climate Transition
Benchmark Corporate Bond Index

Australian Fixed Income

Bloomberg Ausbond Composite
0+ Index

FTSE Australian Broad
Investment-Grade TPI Climate
Transition Corporate Bond Index

FTSE Australian Broad
Investment-Grade TPI Corporate
Bond 0+ Years Index

Source: Compiled by Climateworks, derived from publicly available information.

Make it optional
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A handful of climate indices are already available in the Australian and
international equities and fixed-income market. It is probable that

the availability of relevant climate indices in Australia will increase if
demand from superannuation funds increases due to inclusion in

the test.

Funds will want to progress climate strategies at different rates
depending on their net zero goals and commitments, and their members’
choices and needs. A flexible approach serves the diverse needs of
superannuation funds while ensuring that progress towards Australia’s
net zero goal is not delayed. It balances flexibility with the urgency of
action, allowing funds to manage climate risks and capture opportunities
in a way that supports their members’ best financial interests.



Start with equities and
fixed income

Standardise a climate
classification

Evolve alongside science
and data developments

Learn from global peers
already integrating
climate indices into
investment portfolios

CLIMATEWORKS CENTRE
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Climateworks research suggests that equities (domestic and
international) are an ideal asset class to test integrating climate indices,
given the precedence set by pension funds in other countries and the
amount of publicly available data. By adding climate transition indices
to the performance test for equities and fixed income, the government
can take a manageable and impactful first step to support sustainable
finance in Australia.

Climate indices for equities would help decarbonise superannuation
funds' most significant investment. As of December 2024, Australian

and international listed shares made up 55 per cent of MySuper asset
allocations, according to the Association of Superannuation Funds

of Australia (ASFA 2024). Successful application within these asset
classes would provide momentum for their use in other asset classes,
unlocking even greater decarbonisation opportunities for Australia’s
superannuation system. Fixed-income asset classes, comprising
Australian and international fixed income, form the second-largest asset
allocation within MySuper funds at 19 per cent (ASFA 2024).

In parallel to integrating optional climate transition indices into the
performance test, the government, in conjunction with industry, could
develop a framework that clearly defines the minimum standards for
‘climate’ classification that includes essential forward and backward-
looking considerations. This would allow superannuation funds to choose
the most appropriate index for their strategies in a more competitive
indices marketplace, potentially lowering underlying investment

costs for members. Ultimately, such a framework would help increase
competition among index providers, boost the number of climate
offerings and reduce the cost of indices.

Superannuation funds are annually assessed against the nominated
indices to ensure they continuously meet performance expectations.
Similarly, regulators and government agencies could periodically review
nominated climate transition indices or any future framework. These
same agencies could establish an oversight committee to help nominate
climate benchmark indices to evolve with market expectations, scientific
developments and data disclosure advancements.

As shown in Table 1, Climateworks’ analysis highlighted six major
pension funds in the UK and US that incorporate climate indices into
the management of their portfolios, starting with their passive listed
equities asset class. These pension funds have between 1-18 per cent
of their total assets under management benchmarked or otherwise
assessed against a climate index.

Australia can learn from global practices. For example, the EU already
has several legislations to guide investors on climate reporting and
investing, namely the Sustainable Finance Disclosure Regulation (SFDR)
and Delegated Regulation 2020/1818 on climate benchmarks (EU
Commission 2020). Most pension funds in Table 1 use climate indices
that align with these climate benchmark regulations. In practice, this
means the indices are built using backward-looking and forward-looking
considerations. Where material, a company can be listed in the index if it
can demonstrate effective decarbonisation in line with the global goal of
limiting temperature rise to 1.5°C or if it is transitioning to do so.

Furthermore, the EU and the Association of Southeast Asian Nations
(ASEAN) have sustainability taxonomies to guide investors as they
construct and label portfolios to avoid greenwashing. Australia is not far
behind with the delivery of the taxonomy to the Treasury in February 2025,
with release scheduled for mid-2025 (Australian Government, 2025).


mailto:https://www.superannuation.asn.au/super-statistics/%23:~:text%3DTotal%2520superannuation%2520assets%2520were%2520%25244.2%2Cper%2520cent%2520over%2520the%2520quarter?subject=
mailto:https://www.superannuation.asn.au/super-statistics/%23:~:text%3DTotal%2520superannuation%2520assets%2520were%2520%25244.2%2Cper%2520cent%2520over%2520the%2520quarter?subject=
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Australia’s signal
to companies and
investors around
the world

Financial signals

Business signals

Including climate transition indices in the performance test sends a
powerful message: Australia is committed to aligning its financial
system with the realities of a changing climate and moving to future-
proof Australians’ retirement savings. While some funds may want to
adopt these indices immediately, others can proceed at a pace and scale
that aligns with their investment processes.

With this change, Australia positions itself as a global investment
destination, demonstrating to business and financial leaders that its
economy is future-ready and climate-aligned.

Strong policy signals are essential for overcoming investor hesitation
and driving systemic change. By setting clear expectations and creating
a supportive environment, the government empowers funds to adopt
climate-aligned strategies with confidence. This sets Australia up as an
investment market of choice globally and positions the country to make
good on its renewable energy superpower ambitions with support from
financial markets and actors.

The Treasurer’s recent move to enable the Future Fund to invest in
renewable energy assets is a testament to how climate-aligned
investments can support both economic development and financial
performance (Australian Government, 2024). This decision reinforces
that climate action delivers for the economy and the environment and is
a sound financial strategy.

Climate transition indices help superannuation funds confidently invest
in companies that are more resilient to climate risks and competitive

in a low-carbon economy. At the same time, these indices encourage
companies to take a more strategic approach to their climate transition,
ensuring they qualify for inclusion in the climate index and remain
attractive to investors.

By including a benchmark for climate indices in the performance test,
superannuation funds can begin using climate indices. This will guide
superannuation capital towards companies that align with the Paris
Agreement temperature goals —superannuation funds’ investable
universe will be climate resilient and competitive. Further, companies
with currently limited commercially available decarbonisation
technologies can benefit from access to a broader array of capital to
progress their climate ambitions, such as green bonds. With the addition
of climate indices, companies will be incentivised to attract investment
to future-proof operations and compete in a net zero global economy.

CLIMATEWORKS CENTRE |
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Win for members

Members rely on superannuation funds to manage their investments,
taking into account climate risks and opportunities so they can retire
comfortably in a liveable world.

The ASFA concluded that ‘not only does institutional superannuation have
a crucial leadership role to play in the collective challenge of transitioning
the Australian economy to net zero, the decarbonisation of fund
portfolios...are fundamentally consistent with the statutory requirement
on funds to act in members’ best financial interests’ (ASFA 2023).

Increasing concerns about broader aspects of superannuation
management are strengthened by a generational shift in wealth

to younger members who are more attuned to climate change
considerations. This is echoed in the Responsible Investment Association
Australasia’s 2024 Consumer Research, which found:

+ 68 per cent of Australians believe their investments can impact
climate change

+ 79 per cent think it is important that their investment providers
formally commit to reducing greenhouse gas emissions within the fund

+ 88 per cent expect their superannuation and other investments to be
invested responsibly and ethically.

The message is clear: including climate change as a key consideration
can enable superannuation trustees to act in the best interest of
their members.

Consumer demand and smart investment strategies can be mutually
reinforcing. Adding climate indices to superannuation portfolios will
reduce climate risk for Australians’ retirement savings, given that climate
indices are made up of companies actively transitioning to net zero
operations. This makes them less susceptible to physical and transition
risks. Companies that can successfully navigate the climate transition of
the coming decades will be the more secure investment option.

Noting that past performance is not indicative of future performance,
Climateworks’ analysis found that the climate ASX300 indices from
index providers such as S&P and FTSE Russell outperformed the currently
nominated ASX300 index on one, three and five-year time horizons, see
Figure 1 above (Climateworks Centre 2024).

Win for Australian
companies

CLIMATEWORKS CENTRE

With the addition of climate transition indices to the performance
test, companies already decarbonising will be rewarded, but so too
will companies just starting to decarbonise their operations. These
companies can use index selection methodologies, including forward
and backward-looking climate metrics, as roadmaps for their climate
strategy and reporting practices. For example, reporting on scope 1, 2
and 3 emissions where possible can help companies reduce emissions
intensity and develop a credible transition plan to secure a place on a
climate index.

By implementing climate transition indices, Australia would take a first
and vital step towards decarbonising one of its major economic engines
—-the ASX300. With close to 25 per cent of all default superannuation
invested in Australian-listed shares, a robust domestic listed equity
market would incorporate climate in line with international markets.
Superannuation funds channelling investment into climate indices would


mailto:https://www.superannuation.asn.au/wp-content/uploads/2024/01/ASFA_Research_Paper-Super_and_the_net_zero_challange.pdf?subject=
mailto:https://www.responsibleinvestment.org/research-and-resources/resource/from-values-to-riches-2024-charting-consumer-demand-for-responsible-investing-in-australia?subject=
mailto:https://www.responsibleinvestment.org/research-and-resources/resource/from-values-to-riches-2024-charting-consumer-demand-for-responsible-investing-in-australia?subject=
mailto:https://www.climateworkscentre.org/resource/integrating-1-5-degrees-celsius-alignment-in-your-future-your-super/?subject=
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incentivise ASX companies to decarbonise their operations to maintain
or improve their position within the index.

By directing its vast resources towards climate-committed companies,
the AUS4 trillion superannuation sector could help deliver on Australia’s
ambition to be competitive in the future net zero global economy.
Superannuation clean energy investments - with a significant amount
flowing offshore (Murphy 2023) - could be brought back onshore and
help local industries thrive in Australia. In 2020, Australia already had
approximately 26,000 workers employed in renewable energy (Accenture
2023). By 2040, the number of jobs in the critical and other energy
transition minerals industry could increase by 115,100 - capitalising on
global demand growth (Australian Government 2023). New investment
would expand career opportunities further, helping communities where
jobs are needed most.

Win for
superannuation
funds

Half of the largest superannuation funds have public net zero
commitments, and soon, all funds will need to report on their climate
emissions, risks and actions taken under the new mandatory climate-
related financial disclosures regime (APRA 2025b). Including climate
transition indices within the performance test will help superannuation
funds report and substantiate their net zero commitments to meet this
new reporting requirement. Superannuation funds that claim to be on a
decarbonisation pathway or make climate transition commitments can
use climate indices as evidence that they are acting on their transition
plans, enhancing their credibility. Additionally, it serves as a guide

for how investment portfolios can reach individual funds’ emissions
reduction targets. For example, in the US, California State Teachers’
Retirement System (CalSTRS) added climate indices to its equities
portfolio to support its net zero by 2050 commitment. As of December
2024, they have invested US$28.9 billion, or 15.4 per cent of the public
equity portfolio, in line with the MSCI ACWI Low Carbon Target Index.
This move reduced portfolio emissions by 16.8 per cent (CalSTRS n.d.).

For investors, climate transition indices amplify the impact of
stewardship strategies. They provide a means for engaging with
companies, encouraging them to adopt climate-resilient practices.
This structured approach fosters collaboration, allowing funds to work
with companies to achieve shared goals before considering divestment
as a last resort.

Win for Australia

CLIMATEWORKS CENTRE

Robust climate investing from the superannuation sector would send a
global signal: The Australian Government and its world-leading pension
system supports companies moving away from a high-emitting economy
and reducing climate risks. It would invite global capital to flow into the
Australian economy as decarbonising economies worldwide seek reliable
supplies of key resources to aid their climate ambitions.

Australia can also take confidence in the examples of other pension
funds that have not only introduced climate indices but are doubling
down on the opportunities. The New York State (NYS) Common
Retirement Fund aims to realise net zero by 2040. As part of its 2019
Climate Action Plan, the fund committed US$20 billion through a
Sustainable Investment and Climate Solutions (SICS) program (Office
of the New York State Comptroller 2024a). In February 2024, the fund
doubled its SICS commitment to US$40 billion (Office of the New York
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State Comptroller 2024b). In March 2023, the NYS Common Retirement
Fund benchmarked an initial US$1 billion to the MSCI World ex USA
Climate Change Index and added another US$2 billion to this allocation
just over a year later (Office of the New York State Comptroller 2024c). In
February 2024, the fund announced it intends to increase climate index
investment by 50 per cent to more than US$10 billion over the next two
years, with a long-term goal of doubling this investment by 2035 (Office
of the New York State Comptroller 2024b).
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