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Meeting the YFYS performance test 
while integrating climate objectives 

 

 

In this note, we demonstrate how Australian superannuation funds can integrate their climate objectives in 

their passive equity allocation, while adhering to the stringent framework of the YFYS regulation. Robeco 

offers close-to-passive sustainable indices that integrate climate goals and forward-looking climate metrics, 

while carefully managing tracking error relative to your Strategic Asset Allocation benchmark. 

 

 

Under the YFYS performance test, superannuation funds must ensure their cumulative underperformance relative 

to the Strategic Asset Allocation (SAA) benchmark does not exceed 0.50% per year over a rolling 8-year period 

(equivalent to a maximum cumulative underperformance of 4.0%). Within these constraints, funds aiming to 

achieve climate objectives have two main strategic options: (1) adopt an index with low tracking error relative to 

the SAA benchmark, or (2) allocate part of the portfolio passively to the SAA benchmark and the remainder 

actively, ensuring the overall portfolio returns stay within regulatory limits. 

Option 1: full allocation to a low tracking error climate index 

For a full portfolio allocation, the probability of meeting the YFYS regulation’s performance test can directly be 

derived from the tracking error of the index. For example, consider a 100% allocation to a climate index that has a 

50 bps annual tracking error to the SAA benchmark and no performance objective (0 bps expected 

outperformance). Over the regulatory measurement period of 8 years, this equates to a tracking error of 141 bps 

(50 bps x √8 = 141 bps). The probability of meeting the cumulative 8-year performance requirement can then be 

calculated as: 1 − Φ((μ − μobj)/σ) where Φ(⋅) is the cumulative normal distribution function, μ is the expected 

outperformance of the index (assumed to be 0%), μobj is the minimum return needed to pass the YFYS 

performance test (4.0% over 8 years), and σ is the tracking error of the strategy. For the example outlined above, 

this leads to a probability of 1 − Φ(−4%/1.41%) = 99.77%. 

 

Fully allocating the portfolio to a climate index with 50 bps tracking error and no outperformance therefore yields a 

99.77% probability of passing the YFYS performance test. 

Option 2: partial allocation to a climate index 

For a partial allocation to a climate index, assuming the rest of the allocation is invested passively, the active 

component of the portfolio can sustain a higher tracking error while still maintaining a high probability of passing 

the YFYS performance test. For instance, consider a 50% allocation to a climate index with an annual tracking error 

of 100 bps relative to the Strategic Asset Allocation benchmark, and no expected outperformance (0 bps). At the 

total portfolio level, this translates into an annual tracking error of 50 bps.1 Aggregating this over the regulatory 

measurement horizon of 8 years results in an overall tracking error of approximately 141 bps, the same as in 

option 1. Given that all other inputs remain the same, this setup also achieves a 99.77% probability of meeting the 

YFYS performance test. 

 

Partially allocating 50% of the portfolio to a climate index with 100 bps tracking error and no outperformance, 

while the remaining 50% of the portfolio is invested passively, therefore yields a 99.77% probability of passing the 

YFYS performance test. 

  

 
1 In the case where 𝑤 is invested actively and 1 − 𝑤 is invested passively, the portfolio tracking error can be calculated as √𝑤2𝜎2 , with 𝜎 the tracking error of the 

active part. In this case √0.5020.012 = 0.50%. 
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Different options for meeting the YFYS performance test 

To get a better understanding of the possibilities for incorporating climate ambitions in the context of the YFYS 

performance test, we calculate the probability of meeting the regulation for both full and partial allocations to a 

climate index across a range of tracking error limits and allocation levels (assuming no outperformance). These 

are provided in the table below. 

 

Table 1 – Probability of meeting the YFYS regulation for different active allocation and tracking error levels 

 

 Allocation to climate index 

Annual tracking 
error of index 

100% 
allocation 

75% 
allocation 

50% 
allocation 

25% 
allocation 

10% 
allocation 

0.00% 100% 100% 100% 100% 100% 

0.10% 99.99% 99.99% 99.99% 99.99% 99.99% 

0.20% 99.99% 99.99% 99.99% 99.99% 99.99% 

0.30% 99.99% 99.99% 99.99% 99.99% 99.99% 

0.40% 99.98% 99.99% 99.99% 99.99% 99.99% 

0.50% 99.77% 99.99% 99.99% 99.99% 99.99% 

0.60% 99.08% 99.92% 99.99% 99.99% 99.99% 

0.70% 97.83% 99.65% 99.99% 99.99% 99.99% 

0.80% 96.15% 99.08% 99.98% 99.99% 99.99% 

0.90% 94.19% 98.19% 99.92% 99.99% 99.99% 

1.00% 92.14% 97.03% 99.77% 99.99% 99.99% 

1.10% 90.07% 95.68% 99.49% 99.99% 99.99% 

1.20% 88.07% 94.19% 99.08% 99.99% 99.99% 

1.30% 86.17% 92.65% 98.52% 99.99% 99.99% 

1.40% 84.38% 91.10% 97.83% 99.99% 99.99% 

1.50% 82.71% 89.56% 97.03% 99.99% 99.99% 

1.60% 81.16% 88.07% 96.15% 99.98% 99.99% 

1.70% 79.73% 86.63% 95.19% 99.96% 99.99% 

1.80% 78.40% 85.26% 94.19% 99.92% 99.99% 

1.90% 77.17% 83.95% 93.17% 99.85% 99.99% 

2.00% 76.02% 82.71% 92.14% 99.77% 99.99% 
 

Robeco Sustainable Indices  

At Robeco, we have ample experience integrating climate objectives in low tracking error indices for our clients. 

Our Robeco Low-Carbon Climate Leaders Tilt Index, for example, maintains a 50 bps ex-ante tracking error, has 

market-like return expectations, and integrates a wide variety of both backward-looking and forward-looking 

climate metrics. In combination with our smart index construction and low turnover approach, this index can be 

used as a passive alternative for Superfunds that need to adhere to the YFYS regulation. 

 

For Superfunds that require a bespoke index, we also offer extensive customization options for integrating a wide 

range of sustainability preferences, such as the Robeco SDG framework, or proven return factors. A recent client 

case study can be found here. 

 

For more information, contact your local Robeco relationship manager or visit the Robeco Indices website. 

https://www.scottishwidows.co.uk/about-us/media-centre/press-releases/sw-joins-forces-robeco.html
https://www.robeco.com/en-au/themes/indices


 

 

Important information  
Robeco Institutional Asset Management B.V. has a license as manager of Undertakings for Collective Investment in Transferable Securities (UCITS) and Alternative Investment Funds 
(AIFs) (“Fund(s)”) from the Netherlands Authority for the Financial Markets in Amsterdam. This marketing document is intended solely for professional investors, defined as investors 
qualifying as professional clients, who have requested to be treated as professional clients or are authorized to receive such information under any applicable laws. Robeco Institutional 
Asset Management B.V. and/or its related, affiliated and subsidiary companies, (“Robeco”), will not be liable for any damages arising out of the use of this document. Users of this 
information who provide investment services in the European Union have their own responsibility to assess whether they are allowed to receive the information in accordance with MiFID 
II regulations. To the extent this information qualifies as a reasonable and appropriate minor non-monetary benefit under MiFID II, users that provide investment services in the European 
Union are responsible for complying with applicable recordkeeping and disclosure requirements. The content of this document is based upon sources of information believed to be 
reliable and comes without warranties of any kind. Without further explanation this document cannot be considered complete. Any opinions, estimates or forecasts may be changed at 
any time without prior warning. If in doubt, please seek independent advice. This document is intended to provide the professional investor with general information about Robeco’s 
specific capabilities but has not been prepared by Robeco as investment research and does not constitute an investment recommendation or advice to buy or sell certain securities or 
investment products or to adopt any investment strategy or legal, accounting or tax advice. All rights relating to the information in this document are and will remain the property of 
Robeco. This material may not be copied or shared with the public. No part of this document may be reproduced or published in any form or by any means without Robeco's prior written 
permission. Investment involves risks. Before investing, please note the initial capital is not guaranteed. Investors should ensure they fully understand the risk associated with any 
Robeco product or service offered in their country of domicile. Investors should also consider their own investment objective and risk tolerance level. Historical returns are provided for 
illustrative purposes only. The price of units may go down as well as up and past performance is no guarantee of future results. If the currency in which the past performance is 
displayed differs from the currency of the country in which you reside, then you should be aware that due to exchange rate fluctuations the performance shown may increase or decrease 
if converted into your local currency. The performance data do not take account of the commissions and costs incurred when trading securities in client portfolios or for the issue and 
redemption of units. Unless otherwise stated, performances are i) net of fees based on transaction prices and ii) with dividends reinvested. Please refer to the prospectus of the Funds 
for further details. Performance is quoted net of investment management fees. The ongoing charges mentioned in this document are the ones stated in the Fund's latest annual report at 
closing date of the last calendar year. This document is not directed to or intended for distribution to or for use by any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction where such distribution, document, availability or use would be contrary to law or regulation or which would subject any Fund or Robeco 
Institutional Asset Management B.V. to any registration or licensing requirement within such jurisdiction. Any decision to subscribe for interests in a Fund offered in a particular 
jurisdiction must be made solely on the basis of information contained in the prospectus, which information may be different from the information contained in this document. 
Prospective applicants for shares should inform themselves as to legal requirements which may also apply and any applicable exchange control regulations and taxes in the countries of 
their respective citizenship, residence or domicile. The Fund information, if any, contained in this document is qualified in its entirety by reference to the prospectus, and this document 
should, at all times, be read in conjunction with the prospectus. Detailed information on the Fund and associated risks is contained in the prospectus. The prospectus and the Key 
Information Document (PRIIP) for the Robeco Funds can all be obtained free of charge from Robeco’s websites. 
 
Additional information for investors with residence or seat in Australia and New Zealand 
This document is distributed in Australia by Robeco Hong Kong Limited (ARBN 156 512 659) (“RIAM BV”), which is exempt from the requirement to hold an Australian financial services 
license under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order 03/1103. Robeco is regulated by the Securities and Futures Commission under the laws of Hong Kong and 
those laws may differ from Australian laws. This document is distributed only to “wholesale clients” as that term is defined under the Corporations Act 2001 (Cth). This document is not 
intended for distribution or dissemination, directly or indirectly, to any other class of persons. In New Zealand, this document is only available to wholesale investors within the meaning 
of clause 3(2) of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA). This document is not intended for public distribution in Australia and New Zealand. 
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