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# 1  R E S P O N S I B L E  
I N V E S T M E N T   
C O N S U L T A N T  
G L O B A L L Y  2 0 1 8

2007

—

2010

2014

—

2015

2011

—

2013

2016

—

2021

2004

—

2006

• RI consulting practices developed 

and new team formed

• Mercer advises UN on PRI 

development

• Launches ESG ratings 

platform for investment 

strategies

• Publishes many ESG 

materiality and education 

papers

• Climate Change and 

Strategic Asset Allocation 

report

• MMC launches Climate 

Change Task Force 

managed by Mercer

• Sustainable Opportunities 

private markets solution 

launched

• Investment beliefs formalized

• Sustainable Growth 

Framework

• Investing in a Time of Climate 

Change report released 2015

• ESG ratings for passive equity 

managers and ratings reach 

over 4,000 strategies 

• Sustainable Investment 

Policies established for 

Mercer’s Delegated Solutions 

• Active & Passive Sustainable Global Equity Funds 
launched and second Sustainable Opportunities 
closes

• Mercer represented on FSB Task Force on Climate-
related Financial Disclosures (TCFD)

• Investment beliefs updated - strengthened

• Investing in a Time of Climate Change – The 
Sequel 2019

• Mercer RI PATHWAY 2019

• Mercer’s SI team was 

recognized as the 2021 

Investment Consultant of 

The Year by the 

Environmental Finance 

Sustainable Investment 

Awards
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The 4 “R”s

Regulation 

Reputation
Risk management

Return

Global regulatory intervention is gaining 
momentum and is encouraging and 
requiring sustainability factors to be 
incorporated into the investment process

ESG risks can have a material impact on 
financial performance 
(e.g. is a company heavily reliant on 
natural resources? Is this factored into 
the business plan?)

Considering ESG factors as part of the 
investment process is more likely to 

lead to sustainable investment return 
outcomes 

(e.g. a greater ability to sustain 
paying pensions in the future).

We don’t invest in a vacuum and every 
client has a unique set of stakeholders 

and organisational values where 
investment alignment may be 

required.
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Some evidence

Observations

 MSCI ACWI ESG Leaders Index – one of the ESG index 
of longest history and broad universe – has 
demonstrated strong relative performance over the 
past years.

 It is a representation of ESG-focused portfolios. These 
portfolios have also proven to be more resilient during 
the downturns.

 This outperformance is driven by an ESG led sector 
allocation and a preference towards companies with 
favorable ESG profiles.

Source: MSCI

Note: Past performance may not be indicative of future results.
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Environmental Risks Dominate Mid-to-Long Term Horizon

Top Global Risks to the World:

Source: World Economic Forum, 
Global Risks Report 2022. Visuals 
produced by Visual Capitalist. 
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Governance

Principle 1
To be in line with their fiduciary 

duty, mindful of all material 
financial risks

Principle 2
Trustee’s board of directors should 

have oversight of the ESG 
integration

Strategy

Principle 3
Incorporation of ESG factors along 
with all other substantial financial 

factors

Risk Management

Principle 4
Consider ESG factors with no 

prejudice

Disclosure

Principle 5
Disclose the MPF Scheme’s 
integration strategies and 

investment managers’ integration 
policies

Principle 6
Describe how investment managers 

identify, assess, and manage 
relevant material ESG factors

Principle 7
Disclose metrics and targets



What it implies for the industry
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Application:

ESG ratings

Climate scenario and transition 
risk analysis 

Diversity, Equity and Inclusion 
(DEI) analysis

Objective:

Take a broader view on 
risk / return

Integration

include ESG factors in decisions Screen for unacceptable harm

Objective:

Align priorities

Screening

Application:

Controversial weapons & tobacco 
exclusions 

Additional SRI exclusions

UN Global Compact 

Fossil fuel reserves 

Consider client feedback

Objective: 

Improve prospects by 
being active owners

Active ownership 

Voting and engagement

Application:

Monitor manager voting 

Active engagement

Objective:

Achieve long-term positive 
outcomes

Investment 

Allocate to sustainably-themed 
solutions

Application:

Sustainability-themed investments

Impact reporting 

Disclosure: Transparency and reporting

Our 4 Pillar Approach to Sustainable Investing
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• Board beliefs workshop 
and survey on ESG and 
climate change

• Trustee education on 
fiduciary duty, ESG and 
climate change, and 
implementation 
approaches

• Policy, position statements 
and governance frameworks 
on ESG and climate change

• Peer comparison of peer 
policy, public commitments 
and disclosures

ESG Integration

• Manager selection and 
monitoring with ESG ratings

• Climate change analytics, 
including scenario analysis 
and carbon footprinting

Stewardship

• Stewardship review

• Voting and engagement and 
reporting

01
Beliefs

• ESG strategy, implementation 
and asset class guidelines

• Portfolio monitoring framework, 
benchmark reports and policy 
compliance

• ESG reporting to stakeholders

• Processes to implement ESG 
integration, stewardship, 
thematic investing and 
screening, as required

• Advice on collaborative 
engagement with industry 
associations

Thematic Investing

• Sustainability allocation, SDG* 
and TCFD alignment, impact 
investing

Screening

• Exposure analysis, including 
both ESG best-in-class and 
sensitive investments

• Exclusion decision-making, 
governance and compliance 
monitoring

* SDG — Sustainable Development Goals

02
Policy

03
Process

04
Portfolio

Moving along the Responsible Investment Pathway
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As a supplement to regular performance reporting

SUSTAINABILITY THEMES:  EXPOSURE EXAMPLES 

ESG INTEGRATION: RATINGS COMPARISONS

STEWARDSHIP: VOTING AND ENGAGEMENT ACTIVITY

CLIMATE METRICS:  CARBON FOOTPRINTING

EXCLUSIONS: COMPLIANCE MONITORING

34

70

110

171

87

194

STEWART

SCHRODERS

ACADIAN

WELLINGTON

SGE

MSCI WORLD

Fund 1

Fund 2

Fund 3

Manager 4Fund 4

Fund 5

Carbon Footprint Analysis

Calculated as the sum of (scope 1 & 2) 
tCO2 emissions / US$ revenue

5.54%

3.90%

SGE

MSCI World

Fund

Green Revenue Exposure



What are leading global pension schemes doing? 
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Signing up to the UNPRI

Integrating ESG across all asset classes

Focusing on outcomes of their stewardship activities

Allocating to sustainable solutions and impact funds

Publishing climate change reports aligned with TCFD

Collaborating on key ESG mega-themes eg Climate, Diversity
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Enhanced reporting and disclosure

Enhanced Policies in 
Statement of Investment Principles 

(“SIP”)

• Explicit statement that ESG and climate 
change are financially material risks;

• Stating how trustees undertake 
stewardship activities (voting and 
engagement).

• New policies on arrangements with asset 
managers to focus on longer-term 
performance and incentivisation.

Engagement Policy Implementation 
Statement

• Annual statement documenting trustee’s 
investment activity;

• Focus on stewardship activity;

• Summary of voting activity, including 
significant votes.

• Statement must be published on a public 
website.

• Included in trustee report and accounts

TCFD* report

• Trustees of schemes with over £5bn of 
assets will need to comply with the 
(forthcoming) pension climate regulations 
and statutory guidance.

• They will need to produce a TCFD statement 
as at the next scheme year end after 1 
October 2021.

• Includes scenario analysis, setting and 
monitoring climate-related metrics plus 
setting a target against one metric.

* Taskforce for climate-related financial disclosures
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An investor-led initiative to 
engage systemically 
important greenhouse gas 
emitters and other 
companies across the

Collaborative Engagements

• CalPERS also participated in collaborative engagements 
with strategic initiatives and objectives linked to 
investment beliefs with measurable indicators to track 
success, for example:

 Through engagement and voting on ESG issues, investors exercise influence over 
portfolio companies to promote long-term value creation for shareholders and 
beneficiaries.

 CalPERS has developed its Engagement Prioritisation Framework to select ESG issues 
and companies to engage on:

 Principles and Policy – to what extent is the issue supported by CalPERS 
Investment Beliefs, and Governance/ Sustainability Principles?

 Materiality – does the issue have the potential for an impact on portfolio risk or 
return?

 Definition and Likelihood of Success – is success likely, in that CalPERS action 
will influence an outcome which can be measured? 

 Capacity – does CalPERS have the expertise, resources and standing to influence 
an outcome?

Case Study: California Public Employees' Retirement System (CalPERS)

global economy that have significant opportunities to 
drive the clean energy transition and help achieve the 
goals of the Paris Agreement.



Copyright ©  2021 Mercer (Hong Kong) Limited. All rights reserved. 16

Reporting in alignment with the TCFD framework

• The Taskforce on Climate-related Financial Disclosures (TCFD) recommends a framework for disclosing how climate-related risks and 
opportunities are measured, monitored and managed by companies, asset managers and asset owners.

Governance

Strategy

Risk Management

Metrics and 
targets

Governance

• Review your climate-related 
investment beliefs

• Prioritise the actions and understand 
the roles and responsibilities

Risk Management

• Include climate risk in the scheme’s 
risk register

• Asset managers: how are they 
voting/engaging on climate change?

• Consider sustainable asset 
allocations

• Consider low carbon or ESG indices

Strategy

• Consider climate change scenario analysis 
on investment and funding strategy

• Understand the sponsor’s exposure to 
climate risk and how they are adapting

Metrics and Targets

• Carry out carbon foot-printing on equity 
and corporate bond portfolios

• Consider non-emissions based metrics, 
such as green revenues

• Consider setting target(s) to manage 
climate-related risks

The four core TCFD pillars



A business of Marsh McLennan

welcome to brighter
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Global research at a glance

Depth and breadth of our 

global research resources:

233 staff* directly involved in 

the research process, and 

multiple investments 

professionals globally 

involved in the research 

process

Three specialist boutiques: 

equity, fixed income, and 

diversifying alternatives 

operating independently 

but with a consistent 

philosophy/framework. We 

believe this provides the 

benefits of a focused 

boutique, with the resources 

of a large, global 

consultancySpecialised Mercer 

Alternatives group 

dedicated to private 

markets manager research, 

portfolio management, and 

investment operations

The majority (60%) of research specialists 

have an MBA, CFA® , actuarial, masters, 

and/or relevant qualifications

Research specialists have 

an average of 19 years of 

experience in the financial 

services industry**

*  Includes central leadership and support/admin staff.

**  Average years of experience excludes analysts and support/admin staff.

As at 31 December 2021.
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Research investment beliefs

Active management can generate repeatable excess return (although it is rare).  Mercer believes 
the probability of identifying alpha is enhanced by using a manager research process that is:

*Different factors used for certain asset classes such as private markets, LDI and passive.

Research driven

A fundamental, 

forward-looking, 

and research-

intensive process, 

which builds on a 

deep understanding 

of each investment 

strategy covered

Repeatable

A robust and 

consistent 

framework that 

assesses each 

strategy’s 

capabilities in four 

areas: idea 

generation, 

portfolio 

construction, 

implementation, 

and business 

management*

Evidence based

Focused on 

characteristics of 

investment 

strategies that 

have been shown 

to enhance the 

probability of 

sustainable alpha 

generation, which 

can vary over time, 

and by the asset 

class

Flexible

There is no single 

answer – flexibility 

and experience 

are required to 

focus on the 

relevant 

characteristics for 

a given strategy
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Mercer research process

A Above average prospects of outperformance
B+ Above average prospects of outperformance but with some reservations

B Average prospects of outperformance
C Below average prospects of outperformance

N Not rated
R Early stage research / Research no longer maintained

Idea generation
How strong is the manager’s ability to

generate value-adding investment ideas? 

Portfolio construction
How effectively are these investment ideas

translated into weightings within portfolios?

Implementation
How much of the value-add is given back in the 

form of transaction costs and opportunity costs?

Business management
Well-managed investment firms are more likely to maintain 
and enhance the competitiveness of their investment 
strategies over time.

7,459 Managers

35,182 Strategies

11,440 Strategies are Rated

57% of Rated Strategies are A, B+, or B

Review of MercerInsight™entry

Previous Mercer research 

Market intelligence

Performance and portfolio analysis

Idea generation

Portfolio construction

Implementation

Business management

Ratings Review Committee

Highly rated candidates
(ongoing monitoring)

Candidates

Gather data  (MercerInsight™)

Prioritise candidates

Worldwide due diligence

Ratings

*Manager and Strategy Statistics as of 31 December 2021, includes sub advised strategies.

Please see the Guide to Mercer’s Investment Strategy Ratings https://www.mercer.com/content/dam/mercer/attachments/private/nurture-cycle/gl-2020-wealth-guide-to-mercers-investment-strategy-research-ratings-mercer.pdf

https://www.mercer.com/content/dam/mercer/attachments/private/nurture-cycle/gl-2020-wealth-guide-to-mercers-investment-strategy-research-ratings-mercer.pdf
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Translating institutional quality research to retail-friendly content

I N S T I T U T I O N A L -

Q U A L I T Y  R E S E A R C H

R E TA I L - F R I E N D LY  

C O N T E N T

D E E P - D I V E ,  T E C H N I C A L  

A N A LY S I S   

E A S I LY  D I G E S TA B L E  

A N D  U N D E R S TA N D A B L E
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Mercer FundWatchTM - 3 Key Features to provide investors with 
meaningful insight into what really matters

FORWARD LOOKING

• Rating methodology looks 
forward not backwards

• Qualitative research process 
undertaken by a 200+ global 
team of experienced 
researchers 

• No track record required

EASILY UNDERSTOOD

• Uses a simple star rating system

• Delivers research in
easy-to-understand language

OUTCOME FOCUSSED

• Focuses on the “exposure” a 
fund provides and how it might 
be expected to perform

• Net-of-fee future performance 
prospects



Environmental, social, 
governance (ESG) 

factors
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Mercer’s ESG capabilities

Idea generation Portfolio 
construction

Implementation Business
management

• Efforts to identify and 
integrate ESG factors 
into active fund 
positions as a source of 
added value

• Identification of material 
ESG factors - skill of 
team members, data 
sourcing

• Efforts to integrate ESG 
driven views into the 
portfolio’s construction

• Engagement and proxy-
voting activities (if 
applicable) 

• Investment horizon 
aligns with ability  to 
effectively implement 
ESG views

• Firm-level support for 
ESG integration, 
engagement activities, 
and transparency
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Our ESG rating scale

ESG integrated into 
investment philosophy; 
active ownership a core 
part of process

Consistent and 
repeatable process to 
ESG integration (focus on 
risk management); 
strong evidence of 
active ownership

Ad-hoc process to ESG 
integration and active 
ownership, but 
indications of progress

Little or no integration of 
ESG factors or active 
ownership into core 
processes and no 
indication of future 
change

Please see Mercer’s Guide to ESG Ratings https://www.mercer.com/our-thinking/mercer-esg-ratings.html

https://www.mercer.com/our-thinking/mercer-esg-ratings.html


Mercer FundWatch™
Disclaimer

Mercer FundWatch™ is an investment fund rating service only and does not offer for sale, solicit to buy, or facilitate any trading in,

the investment funds rated. Mercer's ratings do not constitute individualized investment advice, and for information purposes only

and are not recommendations to buy or sell, or to forbear from buying or selling, any rated investment fund.

The investment fund ratings on Mercer FundWatch do not constitute investment advice, and are for information purposes only, are

limited to those managed by managers that have paid Mercer for their funds to be rated, and therefore do not include all investment

funds that may be available to, or suitable for, a particular investor. These managers can elect to have the rating in respect of their

fund published on the public website www.mercerfundwatch.com.

The findings, ratings and/or opinions expressed on Mercer FundWatch are the intellectual property of Mercer and are subject to

change without notice. Findings, ratings and opinions made in respect of investment funds on Mercer FundWatch are based on an

assessment at a certain point in time. They are not intended to convey any guarantees as to the future performance of the

investment products, asset classes or capital markets discussed. Mercer has not conducted any operational risk assessments on

the funds or the managers. Information contained herein has been obtained from a range of third-party sources. The information

contained herein is provided on an 'as is' basis and is subject to change from time to time. While the information is believed to be

reliable, Mercer has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the

accuracy of the information presented and takes no responsibility or liability (including for indirect, consequential or incidental

damages), for any error, omission or inaccuracy in the data supplied by any third-party or any information contained on Mercer

FundWatch which is based on such third-party data. Mercer FundWatch is a registered trademark of Mercer (US) Inc.

Separate from Mercer FundWatch, Mercer and its affiliates may have significant business relationships with, and/or receive

payments from investment managers for services provided, that create an incentive for Mercer FundWatch to assign favorable

ratings to those investment managers. For Mercer's conflict of interest disclosures, which set out how our conflicts are mitigated and

managed, contact your Mercer representative or see www.mercer.com/conflictsofinterest.

Mercer FundWatch is published by Mercer Investment Solutions (Singapore) Pte. Ltd. ("MISS" ). MISS holds a Capital Markets

Services Licence issued by the Monetary Authority of Singapore. More information is available at

https://eservices.mas.gov.sg/fid/institution/detail/200760-MERCER-INVESTMENT-SOLUTIONS-SINGAPORE-PTE-LTD
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http://www.mercerfundwatch.com/
http://www.mercer.com/conflictsofinterest
https://eservices.mas.gov.sg/fid/institution/detail/200760-MERCER-INVESTMENT-SOLUTIONS-SINGAPORE-PTE-LTD


Copyright ©  2021 Mercer (Hong Kong) Limited. All rights reserved. 27

Important notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.

© 2022 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. Its content may not be modified, sold or otherwise

provided, in whole or in part, to any other person or entity, without Mercer’s prior written permission.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions with tax or legal implications.

The views expressed are provided for discussion purposes and do not provide any assurance or guarantee of future returns. Actual performance may be lower or higher than the performance data quoted.

Actual statistics may be lower or higher than the statistics quoted. The expectations for the modelled portfolio are a compilation of return, volatility, and correlation expectations of the underlying asset classes.

Portfolio expectations are forward looking and reflective of Mercer’s Capital Market Assumptions, as defined by asset class and incorporating return, standard deviation, and correlations. Our process for

setting asset class expected returns begins with developing an estimate of the long term normal level of economic growth and inflation. From these two key assumptions, we develop an estimate for corporate

earnings growth and the natural level of interest rates. From these values, we can then determine the expected long term return of the core asset classes, equity and government bonds. We combine current

valuations with our expectations for long term normal valuations and incorporate a reversion to normal valuations over a period of up to five years. Volatility and correlation assumptions are based more

directly on historical experience except in cases in which the market environment has clearly changed. Manager impact on performance is not incorporated into expectations. The views expressed are

provided for discussion purposes and do not provide any assurance or guarantee of future returns.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not intended to convey any guarantees as to the future

performance of the investment products, asset classes or capital markets discussed.

Mercer's ratings do not constitute individualized investment advice.

This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or products or constitute a solicitation on behalf of any of the investment

managers, their affiliates, products or strategies the information of which may be contained herein. Such an offer may be made only by delivery of separate confidential offering documents to “professional

investors” within the meaning of the Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (including professional investors as defined by the Securities and Futures (Professional Investors) Rules). The

contents and information contained herein have not been reviewed nor endorsed by the Securities and Futures Commission and/or any other regulatory authorities in Hong Kong.

The information contained herein may not adequately take into account the recipient’s particular investment objectives, financial situations, or needs. Prospective investors should consult their legal, tax and

financial advisers as to the consequences of an investment. Any manager mix and portfolio structure which may be provided herein are for illustrative purposes only and subject to change. The inclusion of any

investment herein does not represent a recommendation of that investment. All investments experience gain or loss. An investor may lose all or a substantial part of its investment in any private investment

vehicle. There can be no assurance that the investment objectives of any fund managed by Mercer will be achieved.

For Mercer Investments’ conflict of interest disclosures, contact your Mercer representative or see https://www.mercer.com/clients/conflicts-of-interest-mercer-investments.html.

Mercer Investments (HK) Limited (“MIHK”) is licensed by the Securities and Futures Commission and registered with the Mandatory Provident Fund Schemes Authority in Hong Kong. Registered Office: 28/F, Devon House, Taikoo Place, 979 King’s
Road, Quarry Bay, Hong Kong. MIHK is authorized by the Securities and Futures Commission of Hong Kong to undertake Type-1 (dealing in securities), Type-4 (advising on securities) and Type-9 (asset management) regulated activities in Hong
Kong. MIHK’s SFC Central Entity Number is ALR969.
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