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Introduction
We are pleased to share our 2020 Stewardship Report.
This annual report captures the stewardship approach,
activities and outcomes of Mercer Investment
Solutions Europe (ISE)1 over the calendar year 2020
and covers the 12 principles comprising the UK
Stewardship Code 2020.
2020 was a year of change and challenge. Despite this, it also saw
stewardship’s role grow in importance across the industry and for
our clients.
Globally, social issues came to the fore as the Covid-19 pandemic
unfolded. In particular, investors focused their attention on how
companies treated their employees and wider stakeholders, acting
as effective stewards of capital to enable investee companies to take a
longer-term approach to manage through the more immediate impacts
of the pandemic. Climate change, presenting systemic
risks and opportunities, continued to be at the top of investors’
stewardship agendas.
These developments only reinforce our belief that stewardship
will continue to play a crucial role in helping our clients meet their
investment goals. Over 2020, we continued to invest heavily in improving
our approach to stewardship. Three highlights stand out:
• The launch of our first Manager Engagement Survey and
Voting Report.
• The launch of our net zero framework, Analytics for Climate Transition,
which places a high value on stewardship’s role to encourage
companies to participate in the low-carbon transition.
• The evolution of our Stewardship Assessment Framework to bring it
in line with the 12 principles of the UK Stewardship Code 2020 and its
extension across asset classes.
Going forward Mercer remains committed to continuing to improve its
approach to stewardship, including acting collaboratively with other
market participants, and transparently reporting our activities and
outcomes to our clients and the wider market.

Niall O’Sullivan
Chief Investment Officer, Mercer Global
Investments Europe Limited
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the environment and society.
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Principle 1
Signatories’ purpose, investment
beliefs, strategy, and culture
enable stewardship that creates
long term value for clients and
beneficiaries leading to sustainable
benefits for the economy, the
environment and society.
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Overview of Mercer ISE
and Our Purpose
Mercer ISE is a leading provider of investment solutions,
offering customised guidance for investment decisions, risk
management and investment monitoring services to a broad
range of institutional investors, including pension funds,
insurance companies, endowments, foundations, and other
investors. Mercer’s investment solutions capability evolved
from its investment consulting business.
Mercer ISE does not invest in companies directly; it selects and
combines highly rated specialist sub-investment managers
into funds (both multi-client and bespoke), and for certain
clients, those funds into portfolios. We provide a range
of funds across equities, fixed income, passive solutions,
alternatives and private markets. Furthermore, Mercer ISE
provides bespoke fund of funds for some clients.
Our purpose is to support clients in setting, implementing
and monitoring their investment strategies through our
investment solutions to meet their goals and fiduciary
responsibilities. Stewardship plays a key role in this regard.
Mercer has been advising its asset owner clients on a wide
range of responsible investment and sustainability issues
since the formation of its specialist Responsible Investment
(‘RI’) team in 2004. Typically solutions and services fall into the
following key areas: ESG integration, stewardship, sustainable
opportunities and climate change, aligned with the EU and UK
regulatory expectations for asset owners.

Our Culture and Firm Values Support
Our Approach to Stewardship
Highlights, Outcomes
and Focus for Next 12 months
We are pleased with the progress over 2020 in evolving our
overall approach to stewardship and meeting our clients’ needs.
• The enhancements to our stewardship monitoring
exercises and manager research frameworks will provide
insights over 2021 to our investment team to ensure that
stewardship forms a larger role in strategy decisions,
manager selection and ongoing monitoring. They will also
support our role in improving the overall level of active
ownership across the market and asset classes.
• We believe that the resources and training provided to the
wider investment consulting field driven by EU and UK
regulatory requirements will continue to help clients not
only meet but exceed regulatory requirements.
• As part of our net zero work, we are excited to see the
role stewardship will play in encouraging sectors and
companies to transition to a low-carbon pathway.

Mercer, and its parent company Marsh McLennan, have set
out beliefs and expectations of how our firm undertakes its
business activities in a responsible manner through five key
areas: our code of conduct The Greater Good, Our Purpose,
Diversity and Inclusion, Sustainability, and Social Impact.
All colleagues are expected to understand and act in a
consistent manner with these beliefs and policies. Mercer
believes in building brighter futures and recognises its
responsibility to conduct business in a way that protects and
improves the state of the environment for future generations.
The Greater Good details our values, ethical commitments
and standards of conduct and underpins how we conduct
ourselves. As a business, we renewed our commitment to The
Greater Good in 2020 with a culture centered on Leadership,
Commitment, Trust and Teamwork. This culture is embedded
into our relationships with clients and in the way we manage
funds on their behalf and provide services. This culture
is reflected in our approach to investments through the
establishment of our global investment beliefs. See Principle
2 for more information on how we embed sustainability
considerations in roles and decision-making for all staff.
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Sustainability and
Stewardship at the Core of
our Global Investment Beliefs
Mercer’s approach to investment is grounded in its global
investments beliefs. Sustainability is at the core of our
investment beliefs and philosophy, being one of five key
pillars. More specifically, Mercer believes that stewardship
helps the realisation of long-term value by providing investors
with an opportunity to enhance the value of companies
and markets in a manner more consistent with long-term
investor timeframes.

Mercer ISE articulates these sustainability beliefs in its
Sustainability Policy, along with clearly defined processes,
to ensure sustainability considerations are embedded across
all relevant investment solutions.

Mercer’s Investment Beliefs
Our culture has enabled us to set a clear top-down view on our approach to stewardship. Mercer’s sustainable investment
beliefs coupled with clearly defined processes ensure sustainability and stewardship considerations are embedded across
our investment solutions and services. Our five investment beliefs, with extra detail on sustainability, are shown below:
Figure 1. Mercer's Investment Beliefs
Risk Management

Active Management

Operational Efficiency

Client Objectives

Dynamic Asset Allocation

Sustainability
Mercer believes a sustainable and responsible investment approach is more likely
to create and preserve long-term investment capital and, more specifically, that:
ESG factors can have a
material impact on
long-term risk and return
outcomes and should be
integrated into the
investment process.

Taking a broader and
longer-term perspective on
risk, including identifying
sustainability themes and
trends, is likely to lead to
improved risk management
and new investment
opportunities.

Climate change poses a
systemic risk, and investors
should consider the
potential financial impacts
of both the associated
transition to a low-carbon
economy and the physical
impacts of different climate
outcomes.

Stewardship (or active
ownership) supports the
realisation of long-term
shareholder value by
providing investors with
an opportunity to enhance
the value of companies
and markets.

Consequently, Mercer believes that an approach that considers these sustainability risks and opportunities is in the best
interests of our clients.
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An Overview of our
Stewardship Services
Mercer provides stewardship services across all four areas
of our Responsible Investment Pathway, shown below, which
sets out the key elements of our approach to RI solutions
and services.
Figure 2. Mercer's Responsible Investment Pathway

1.

ESG and
climate change
investment beliefs
established

2.

ESG and
climate change
policies and
governance in place

3a.

Are processes aligned to
a strategy? What are the
managers’ ESG and Stewardship
policies and proceses?

1

3b.

Putting in place reporting
and monitoring structures
to ensure practices align
with policy?

3
2

Beliefs

4

Process

Policy

4a.

Are climate change
and ESG risks and
opportunities integrated
through the Scheme?

4b.

Are managers fulfilling
their role as active
owners through voting
and engagement?

In particular, Mercer provides stewardship solutions and
services across belief setting, policy development, manager
selection, implementation, and monitoring and engagement
processes through:

EDUCATION
• Providing training, resources and services via our
investment consultants and RI team to support asset
owners in meeting regulatory requirements and
achieving leading practice.
• Supporting asset owners in determining their beliefs on
ESG integration, stewardship and climate change.

POLICY SUPPORT
• Supporting asset owners in preparing key scheme
documentation to reflect activities related to ESG
integration, stewardship and climate change. Examples
include Statement of Investment Principles (SIP),
Investment Strategy Statements and implementation

Portfolio

4c.

Should sustainabilitythemed ESG and climate
change solutions be part
of investment strategy?

4d.

What are member views
and should they be
incorporated into the
investment strategy?

statements as well as supporting disclosures such as
stewardship code and Task Force on Climate-Related
Financial Disclosures (‘TCFD’) reporting.

ASSESSMENT AND MONITORING
• Assessment and monitoring reports covering an
assessment of stewardship, voting and engagement. Over
2021 we will roll out our updated Stewardship Assessment
Framework which is consistent with the UK Stewardship
Code 2020.
• Investment strategy level ESG ratings across asset classes,
which assess the degree to which active ownership
practices are incorporated within the investment process.

ONGOING ENGAGEMENT
Ongoing engagement between our investment team and
sub-investment managers on ESG integration, stewardship
and climate change. This is informed by formal monitoring of
sub-investment managers across a range of areas.
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Key Stewardship Activities and
Outcomes Over 2020
The table below captures the main ways our purpose,
strategy, culture and beliefs have come together and enabled
us to provide leading stewardship solutions and services,
and the outcomes we achieved for our clients.
Table 1. Key Stewardship Activities and Outcomes Over 2020
Area & Approach

Main 2020 activities and outcomes

Training, resources and support: Provision
of training, resources and support for clients
to enable them to meet their regulatory
requirements in terms of updating their
Statement of Investment Principles (SIP)
and Implementation Statements.

We successfully assisted relevant DB clients:

ESG Integration: We are committed to
improving the degree to which ESG factors
and active ownership are integrated into the
investment process.

We undertake formal, annual ESG ratings review exercises with
improvements tracked and monitored.

Our investment team are placing increasing
emphasis on ESG ratings both in terms of subinvestment manager selection and monitoring.

• 100% of passive equity multi-client funds have ESG ratings equity to or
better than the universe.

• Improve and evolve their engagement policy approach captured
in their SIPs
• In the production of the first set of implementation statements detailing
voting and engagement activity. In 2021 we will be producing our first
annual Manager Engagement Survey and Voting Report to assist clients
in detailing the voting and engagement activities of the underlying
funds they invest in.

• 97% of all multi-client funds have ESG ratings equal to or better than
the universe.

• Over 2020 33% (6 of 18) of equity multi-client funds, 31% (4 of 13) of fixed
income multi-client funds and 25% (1 of 4) of alternative multi-client
funds saw ratings improvements.
• Since inception over 50% of all multi-client funds have improved their
overall ESG ratings.
We fully integrated stewardship into our manager research rating process
for passive equity and extended our assessment framework for ESG passive
ratings to include fixed income strategies. The first ratings against this
updated framework will be published in 2021.

ESG manager research and stewardship
monitoring: Mercer ensures that it integrates
stewardship considerations across asset
classes and throughout the investment
process by incorporating it within the manager
selection, implementation and monitoring
& engagement rocesses.

We made the following enhancements to our research and
monitoring approaches:
• Evolved our investment manager Stewardship Assessment Framework
to be consistent with the UK Stewardship Code 2020.
• Enhanced our internal database to better capture information around
stewardship policies, activities and outcomes.
Over 2021 we expect to see the impact of these enhancements and
expect to support a growing number of clients report in line with the UK
Stewardship Code 2020 for the first time.
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Area & Approach

Main 2020 activities and outcomes

Climate Change: Prioritising the consideration
of systemic risks and opportunities presented
by climate change. Mercer’s work on Investing
in a Time of Climate Change & Transition,
ensures climate change factors are considered
within a net zero consistent framework and
reported on in line with the recommendations
of the TCFD.

Mercer ISE announced its intention to transition its funds and adopt a net
zero approach by 2050, signalling its ongoing commitment to addressing
the climate crisis. A key focus of the Mercer Analytics for Climate Transition
framework is to use stewardship activities to work with companies that
are well-placed for the low-carbon transition but have not yet transformed
their business models.
A key element of any net zero transition plan is stewardship and
engagement to ensure sub-investment managers and underlying investee
companies are transitioning in-line with any targets set.
All active equity funds have a lower carbon intensity than their respective
benchmarks and there has been a 19% reduction in the carbon intensity
within the equity sleeves of flagship growth portfolios between
31 December 2019 and 31 December 2020.

Priorities Going Forward
Over the next three years our responsible investment priorities
with strong links to stewardship are to:
1. Further strengthen ESG integration by working to improve
our sub-investment managers’ ESG ratings through
manager engagement and selection decisions.
2. Target net-zero absolute carbon emissions by 2050 for all
of our UK, European and Asian clients with discretionary
portfolios and the majority of our multi-client, multi-asset
funds domiciled in Ireland.
3. Enhance stewardship efforts through improved monitoring
and engagement efforts using our updated Manager
Engagement Survey and Stewardship Assessment
Framework while focusing on driving change in line with
Mercer ISE’s Global Engagement Priorities.
More information is provided on each of these aspects later
in the report.
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Principle 2
Signatories’ governance, resources
and incentives support stewardship.

Table 2. Highlights, Outcomes and Focus for Next 12 months
Governance
Structure

Our governance structure has supported the business well by successfully leveraging scale, accessing
and disseminating specialist stewardship knowledge to our investment teams and helping clients meet
and exceed regulatory stewardship requirements. Year-on-year the level of responsible investment and
stewardship knowledge across the business continues to grow.
Over 2021, as the number of clients producing their first set of implementation statements grows
substantially, we will need to ensure the structure remains fit for purpose to disseminate evolving best
practice effectively and support growing client demand. Business-wide integration efforts and ESG training
schedules in place will support our work but this will be an area to keep under review.

Manager
Research
and
Monitoring
Processes

Over 2020 we agreed a number of substantial improvements to assessing stewardship within our research
process, including fully integrating stewardship into the rating process for passive strategies and capturing
voting and engagement data within our manager database. We also introduced substantial
improvements to our stewardship monitoring reports. The benefits from these improvements will only start
to be seen over 2021.
We expect more clients to make use of these research and monitoring services in order to support
their implementation statements but we will need to ensure that there is sufficient resource to roll out
these updates.

Third
Party Data
Providers

The appointment of ISS for impact mapping has increased our capabilities over the last 12 months. Our
third party data providers enable clients to access more granular data, assisting with identifying trends and
supporting more effective manager engagement.
We will continue to work on impact measurement approaches over 2021 and how this might be more
effectively supported by engagement activity.
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Supporting Effective Stewardship
Through our Governance Structures
and Processes

Investment Governance
Approach to Stewardship
Mercer ISE serves long-term institutional investors and
‘universal owners’. For these reasons we regard investment
governance and active ownership to be of particular
importance in serving the interests of our clients. Mercer ISE
is committed to best practice stewardship including industry
standards of good governance and stewardship as laid out in
our Sustainability and Engagement Policies.

For stewardship to be effective, it is crucial that it is integral
to investment decision-making. As such, over the last decade
Mercer has evolved its governance approach to embed
stewardship at the heart of our investment research, which in
turn informs our solutions and services to our clients. Mercer’s
governance structure has been designed to successfully
leverage scale, access and disseminate specialist stewardship
knowledge within Mercer and help clients meet and exceed
regulatory stewardship requirements. Investment consultants
who have clients with bespoke needs are able to draw on
specialist knowledge from the Responsible Investment team
and the Manager Research team which sits under the Global
Strategic Research Committee structure.

Mercer has put in place a governance structure that enables
the effective integration of stewardship activities across our
research activities, investment advice1 and solutions, both in
the UK and across the globe.
Our approach to stewardship combines Mercer’s global
investment research and responsible investment expertise
with portfolio management and local investment consultant
expertise to deliver meaningful stewardship solutions and
services to our asset owner clients. This approach enables
us to adopt a globally consistent approach to stewardship
integration across our Investments business.
The diagram below illustrates the organisational structure
and identifies key resources applied to Mercer’s stewardship
approach. As noted under Principle 1, effective stewardship
is a key element of our Global Investment Beliefs. Mercer’s
Global Investment Beliefs are reviewed and approved by
Mercer’s Global Policy Committee.

Figure 3. Governance Structure Overview
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The Mercer Limited Stewardship Code report covering our advisory business can be found separately.
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Figure 4. Overview of Responsible Investment Team
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Mercer’s specialist global Responsible Investment (RI) team
sits at the heart of our approach to stewardship. The RI team
was formed in 2004 and has extensive experience of advising
leading global institutions on ESG issues, stewardship,
sustainability and climate change. The team currently has 17
experienced professionals across the globe.
The RI team is responsible for determining the approach
to stewardship, understanding and integrating global
stewardship expectations into our research, developing and
maintaining our stewardship assessment criteria, reviewing
investment manager practice against global stewardship
codes, developing client reporting templates and advising
asset owners on their approach to stewardship. The RI team
work closely with strategic research, manager research and
investment solutions colleagues to deliver stewardship
advice. Mercer was an early supporter of the UK Stewardship
Code and has continued to evolve its approach.
The RI team has extensive experience of advising on
stewardship with several team members providing advice on
stewardship since the launch of the UK Code back in 2010,
as well as subsequent regional codes, such as the Australian
code and the Japanese code. The team has assessed over

60 investment managers with respect to stewardship
code compliance and advised many asset owners on their
stewardship approach and disclosures. The diverse nature of
the team, by gender, background, experience and thought
enables us to provide well-rounded advice. The team’s varied
experience includes a mix of those with investment and broad
ESG research focused backgrounds to those with specialisms
in corporate governance, engagement, policy development,
social impact measurement and climate change.
Mercer’s RI team assists Mercer ISE with implementing its
stewardship and responsible investment strategy through
advice and monitoring services.
Mercer ISE’s Chief Investment Officer (CIO), Niall O’Sullivan,
provides investment leadership on stewardship, and is
actively supported by RI team members. This means good
stewardship practices are increasingly being incorporated into
the investment solutions and services across relevant areas i.e.
within strategy, manager selection and monitoring, consistent
with Mercer’s Global Investment Beliefs.
The table below details where responsibility lies for
implementing Mercer ISE’s approach to responsible
investment and stewardship more specifically.
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Table 3. Roles and Responsibilities for Implementing Responsible Investment and Stewardship
Role

Areas of responsibility

MGIE Board

The Mercer Global Investments Europe Limited (MGIE) Board, which has oversight responsibility
for the Investment Management of the Mercer Funds in Europe. The Board receives updates on
stewardship practices as part of annual updates on implementation of the Sustainability Policy.

European Chief
Investment Officer
(CIO)

The European Chief Investment Officer (CIO), Niall O’Sullivan, sets expectations and provides direction
to portfolio managers and management committees on the implementation of the Sustainability
Policy, and reviews and assesses results. As the CIO, Niall reports regularly to business management
and The Board.

Head of Responsible
Investment – UK and
Europe

With respect to providing asset owner advice on stewardship, Niall is supported by the Head of RI
for UK and Europe, Kate Brett, as well as the wider RI team, which provides resources and equips UK
investment consultants on areas such as ESG integration, stewardship and climate change.

Head of Responsible
Investment Manager
Research

Niall is also supported by Sarika Goel, Mercer’s Head of RI Manager Research, who is responsible for
integrating stewardship issues into Mercer’s manager research and ESG ratings processes.

Mercer Investment
Solutions Global
ESG Integration
Committee (EIC).

The EIC consists of representatives from the global investment, responsible investment and portfolio
intelligence teams, including regional CIO’s and RI leaders. The EIC, which meets quarterly, is
responsible for overseeing and coordinating the approach to ESG integration across the Global
Investment Solutions business, developing and/or reviewing RI frameworks and policies on ESG
matters and sharing ideas, learnings and keeping up to date with best-practice ESG integration.

European ESG
Steering Committee
(EESC)

The EESC consists of representatives from the European investment, responsible investment,
compliance, portfolio intelligence, client and business development teams. The EESC meets monthly
to address key issues related to the development and implementation of the Sustainability Policy and
other ESG related matters.

Investment
management
team with support
of wider global
resources

As regional CIO, Niall has the leadership and support of the Global CIO, Hooman Kaveh, who also
reinforces the growing importance of stewardship considerations and monitoring for developments
within investment decisions in global CIO meetings and governance committees.
The CIO team globally, is also guided by Mercer’s investment governance structure and research
committees, charged with reviewing and setting guidance on Mercer intellectual capital development
and ‘house views’. This includes the Global Strategic Research Committee, chaired by Deb Clarke,
Global Head of Research, which ultimately reviews stewardship-related research such as Mercer’s
series titled ‘From shareholder to stakeholder’.
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Table 4. Global ESG Integration committee
Co Chair: Kylie Willment (CIO Pacific) | Co Chair: Jillian Reid (RI Pacific) | Secretary: Micheal Kerley (DS Europe)
EMEA

Americas

Pacific

• Inge West
RI Specialist

• Rachel Volynsky
CIO Canada

• Shannon Reilly
Portfolio Manager

• Kate Brett
RI Specialist

• Anthony Tang
Principal

• Komal Jalan
Sustainable Inv. Manager

• Jan-Hein van den Akker
Portfolio Manager

• Lovey Sidhu
RI Specialist

Alternatives

• Jhuen Lee
Strategist

• Alan Mitchell
Senior Analyst

• Tom Kierzkowski
Portfolio Manager
• Amarik Ubhi
Principal Private Markets

• Max Messervy
RI Specialist

• Daisy King, Analyst

Invited Observers: Hooman Kaveh (Global CIO), Bill Muysken (Global Alternatives CIO), Niall O’Sullivan EMEA &
Asia CIO), Stan Mavromates (Americas CIO), (remaining CIO Group); Helga Birgden (Global RI Head); Pablo Medina
(LatAm consultant); Leah Keys (NZ RI Analyst); Stephanie Neal (Europe DS/RI sales support); Donnchadh Lynch
(Portfolio Intelligence); Joe Morrissey (Portfolio Intelligence); Per Haagensen (Norwegian Consulting Team)

Remuneration, Appraisal
and Personal Development
All RI team members and those with specific responsibility
for ESG, stewardship and climate change research and advice
have annual performance goals aligned with the success of
the integration of these issues. These goals cover delivering
for our clients, industry engagement, and maintaining leading
research and tools. Success in achieving annual performance
goals is linked to remuneration.
For the Mercer ISE investment team there is ongoing work
to update remuneration arrangements to integrate nonfinancial methodologies in order to promote sound and
effective risk management with respect to sustainability
risks. For example, Mercer ISE has included specific objectives
in the annual goal setting process for all staff relating
to the incorporation of sustainability considerations in
roles and decision-making. Additional goals, relating to
understanding and promoting Mercer’s sustainability
beliefs and implementing the key principles embedded in
Mercer ISE’s Sustainability Policy, are assigned to those with
investment management responsibilities.

Wider integration
within the business
While investment teams are able to draw on the resources and
expertise of the RI team, Mercer sees ESG integration across
the firm as critical to success. As such investment teams are

expected to develop their expertise, with the guidance of
the RI team, which is expected to keep the investment team
informed of key developments and research in the responsible
investing industry
To further embed ESG integration within the business,
all investment staff are encouraged to complete the CFA
Certificate in ESG Investing.

Training
Over the past year, Mercer ISE have held a number of training
sessions both with our ESG Champions and across the wider
business. Over 2020 six training webinars took place covering
a variety of ESG topics including EU Sustainability Regulatory
updates, Climate Disclosure reporting and assessing the ESG
ratings of the Mercer funds against their respective universes
using Mercer’s proprietary ESG ratings framework. These
sessions also offer an opportunity for interaction via Q&A.
As part of the delivery model for these webinars, members
of the investment team join the RI team in presenting these
topics, demonstrating ESG knowledge and integration within
the business.
There is regular information sharing between the RI and
Portfolio Management teams, with topics and training
selected based on the implementation requirements of the
workplan designed jointly by the CIO and the RI team.
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Diversity and Inclusion
Building a diverse workforce and inclusive culture is a business
imperative. Mercer’s approach to Diversity, Equity and
Inclusion extends across all areas of the business, including
to those who are responsible for carrying out stewardship
activities. We commit to creating a culture of belonging where
all colleagues can bring their whole self to work, feel valued,
supported and thrive. While Mercer’s policies and processes
continue to evolve to promote diversity and inclusion, Mercer
ISE has committed to achieving the following:

• Race and Ethnic Diversity
representation at all levels within the organization,
which reflects the communities in which we work.

• Advance gender balance
at all levels and roles.

• Increase representation
through hiring, development and promotion

• Unconscious bias
training for all colleagues

• Mandatory training for managers
(unconscious bias, managing for inclusion, allyship)
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In addition, one of Mercer ISE's missions and goals is to
improve upon these targets to make Mercer the employer of
choice for the best and brightest diverse talent, representing
the communities we serve, are in the process of being set.
This includes the use of listening sessions and survey data to
inform and drive actions and gather feedback and to establish
Diversity Advisory Councils to guide actions.

Overview of Stewardship Processes
Given the importance placed on stewardship to support
the realisation of long-term shareholder value Mercer has
developed internal investment processes to include:
• Specific references to stewardship in our global investment
beliefs (see Principle 1).
• Established manager research approaches by asset
class to explicitly incorporate relevant stewardship or
active ownership considerations, including voting and
engagement, as part of our longstanding policy to consider
and improve the ESG Ratings of the appointed investment
managers over time.
• Annual stewardship reporting covering voting and
engagement and summarised in this report.
• The recent creation of an investment manager focused
Stewardship Assessment Framework to be applied
to investment strategies that is consistent with the
UK Stewardship Code 2020 (see Principle 6 for more
information).
These processes have been developed over time to ensure
that stewardship considerations are embedded throughout
our solutions and services.

Manager Research and Systems
Mercer’s global manager research team assesses the degree
to which ESG factors are incorporated into the investment
process of sub-investment managers at the strategy level and
assign them ESG ratings. This incorporates an assessment of
stewardship capabilities (see Principle 7 for more details).
MercerInsight/Mercer Global Investment Management
Database (GIMD) is the database underpinning much of the
strategy-specific data. This captures ESG data across a number
of areas. We are continually seeking to improve the ESG and
stewardship data captured in this database and have made a
number of enhancements over 2020.
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Stewardship Research and Process Enhancements Over 2020
1)

Database – Global Investment Management Database (GIMD)/MercerInsight

There are a significant number of new ESG and climate related questions that have been added to GIMD, our global manager
database, for managers to populate. These include general firm-level information around stewardship policies, as well as a
breakdown of engagements across environmental, social and governance (ESG) issues and voting outcomes over the most
recent year.
There is further detail around climate specific voting policies and initiatives that we are now asking managers to complete
along with several strategy level questions around ESG integration, strategy specific engagement, exclusions, climate
change, and other impact-related questions.
2)

Research Reports – Active strategies

Amongst other changes, we have updated our active strategy research reports to provide additional metrics on stewardship,
climate transition and gender diversity. This includes a new Diversity & Inclusion page capturing manager related
information at the firm, investment team and investment strategy levels. There are also enhanced firm-level stewardship
details capturing voting and engagement statistics; and firm-level supported investor initiatives where the manager actively
participates. These changes will go live in 2021.
3)

Fully Integrating Stewardship into the Four Factor Rating process for passive strategies

We will be combining two of the existing passive factors (Portfolio Construction and Implementation & Risk Management) to
form a single factor while introducing stewardship as one of the four factors. We will be responsible for framing an opinion
on a managers’ proficiency in replicating indices, which will include an assessment of the firm’s stewardship of the assets on
behalf of clients. See Principle 7 for more information on our ESG rating methodology. These changes will go live in 2021.

Use of Third Party Data Providers
We make use of third party data providers for a number of
functions. The table below lists the main third party data
providers and their use.

The appointment of Glass Lewis and use of ISS for impact
mapping have been additions to our process over the last 12
months. These appointments are providing the investment
team with more granular data, and assisting with identifying
trends and supporting more effective manager engagements.

Table 5. Overview of Third Party Data Providers
Data provider

Comment

Glass Lewis

Mercer has appointed Glass Lewis to assist with the reporting of voting statistics across all multiclient and bespoke funds at an aggregated level. The reporting from Glass Lewis enables us to
not only identify how all votes have been voted, but also provide us with granular data relating to
specific voting themes e.g. voting on Shareholder Proposals relating to Climate Change.

ISS-Ethix

Mercer has appointed ISS-Ethix to assist in identifying securities for exclusion across a number of
Mercer funds as well as portfolio screening for red flagged incidents. Mercer screens portfolios for
breaches of the UN Global Compact (UNGC). UNGC breaches across active equity and fixed income
funds, are flagged and raised with underlying managers for engagement purposes and potential
exclusion in future. We use ISS for the net environmental and social impact mapping of a number
of funds.

MSCI

Mercer has access to MSCI ESG Research and utilises their bottom up company level ESG ratings
and climate related metrics to monitor portfolio holdings and use this as an engagement tool with
managers to ensure they are doing what their process commits them to undertake. This has been
increasingly embedded as standard into the investment teams monitoring metrics over the course
of 2020, particularly climate change related metrics as part of a broader decarbonisation project.
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Principle 3
Signatories manage conflicts of
interest to put the best interests
of clients and beneficiaries first.
Highlights, Outcomes
and Focus for Next 12 months
Mercer ISE does not invest in companies directly and as such
this limits the potential for conflicts of interest in relationship
to stewardship. We will continue to monitor sub-investment
manager conflicts of interest though our quarterly due
diligence questionnaire.

Mercer ISE's Overall Approach
to Conflicts of Interest
Mercer ISE takes all reasonable steps to prevent conflicts of
interest from adversely affecting the interests of our clients.
Our conflicts of interest policy explains how we identify,
prevent and manage actual or potential conflicts of interest
which may arise between our clients and ourselves, or
between one client and another in circumstances where we
are providing our products and services.
When considering whether a conflict of interest does, or has
the potential to exist, Mercer ISE's Conflicts of Interest Policy
has a list of criteria to consider. The following will be taken
into account as appropriate:
Is Mercer likely to make a financial gain, or avoid a
financial loss, at a client’s expense?
Does Mercer have an interest in the outcome of a
service provided to the client or of a transaction
carried out on behalf of the client, which is
separate and distinct from the client’s interest in
that outcome?
Does Mercer have a financial or other incentive
to favour the interests of one client (or group of
clients) over the interests of another client?
When providing a service to a client, does Mercer
receive or will it receive from a person other than
the client an inducement in relation to a service
provided to the client, in the form of monies,
goods or services, other than the standard fee for
that service?
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Our conflicts of interest policy does not include specific
reference to stewardship. Mercer ISE does not invest in
companies directly and as such this limits the potential for
conflicts of interest in relationship to stewardship. Instead
voting rights and responsibilities typically sit with the subinvestment manager as laid out in investment management
agreements and investment guidelines.
In recognising best practice Mercer Group Ireland's Conflicts
of Interest Policy is kept under constant review.

Expectations and monitoring of
sub-investment managers and their
conflicts of interest policies
Mercer ISE expects its selected sub-investment managers to
have policies and procedures in place designed to manage
their own conflicts of interest in relation to stewardship.
As part of its review and appointment process, Mercer
ISE assesses whether its sub-investment managers have
policies and procedures that are designed to manage
conflicts in relation to stewardship. As part of our annual
policy monitoring processes and quarterly due diligence
questionnaires, sub-investment managers are required to
report on their conflicts of interest policy and the procedures
that allow them to adhere to that policy.
As part of its updated investment manager Stewardship
Assessment Framework, Mercer will assess investment
managers on their policy approach to managing conflicts of
interest in relation to stewardship.
In our year under review there were thirteen reported conflicts
of interests which needed to be explained by the subinvestment managers.

Managing conflicts of interest in practice:
sub-investment manager example
“During the period we encountered two conflicts of
interest. One is a Strategic Relationship and the other a
vendor. Occasionally, in the course of voting on specific
proxy issues, potential conflicts may arise between the
interests of clients and Manager XYZ. Because Manager
XYZ has a fiduciary obligation to resolve such potential
conflicts solely in the long-term interest of clients, the
firm has established policies and procedures designed to
resolve potential conflicts of interest, and these procedures
can be found in the firm’s Proxy Policies and Procedures.
Pursuant to the referenced Proxy Policies and Procedures,
potential conflicts may be resolved by votes in accordance
with published Proxy Voting Guidelines document.
Alternatively, where the published voting guideline is
“case-by-case,” where no published guideline exists,
or where the proposed voting position is contrary to a
published guideline, an ombudsmen process is followed.”
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Conflicts of interest and stewardship
Mercer ISE recognises and manages its own potential conflicts
of interest in relation to stewardship, as follows:
• Mercer ISE recognises and manages the potential conflict
between the interests of clients and those of the broader
organisation. To ensure that the best interests of all
clients are being met, Mercer ISE has delegated all vote
execution and company-level engagement to the selected
sub-investment managers and monitors sub-investment
managers’ approach to voting and engagements, rather
than making specific voting and engagement decisions.
Potential conflicts that could arise include:
• Holdings in relation to Mercer’s parent company stock,
Marsh McLennan companies, but this is mitigated through
the delegation of all vote execution and company-level
engagement to the sub-investment managers.
Mercer ISE will endeavour to prioritise topics for engagement
that are in the best interests of our investors. However, given
Mercer ISE's broad client base, there may be cases where the
nature of a client’s business is in conflict with that. This would
not limit Mercer ISE from advocating for these engagement
activities, and where these engagement activities occur,
the investment team will communicate the engagement
priorities to client relationship teams so they can consider the
sensitivities for Mercer clients or prospects.
A similar approach is adopted in the case where companies,
who are also clients of Mercer, are excluded across Mercer
Funds given the nature of their business, based on Mercer’s
Exclusions Framework.
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Principle 4
Signatories identify and respond
to market-wide and systemic risks
to promote a well-functioning
financial system.
Highlights, Outcomes
and Focus for Next 12 months
While the UK has shown global leadership on stewardship,
the market as a whole still has a long way to go in deploying
best practice active ownership practices. We believe that the
positive outcomes to date and ongoing work supports our
decision to actively support a wide range of collaborative
industry initiatives.
Climate change was a key priority for us over 2020 and
will remain a priority area of focus into 2021 and beyond.
We believe our convening of the ’future makers’ working
group and involvement in other climate change initiatives
has helped shape the market, informed our sustainable /
low-carbon fund offerings and, going forward, supports
the widespread adoption of net zero frameworks across the
institutional investor markets that we serve.
Our integrated approach to climate change means that all
clients benefit from climate change considerations, and
they are clear on what role stewardship can play in helping
companies transition to a low-carbon pathway. We are
particularly proud of our commitment to adopt a net zero
approach by 2050 which is underpinned by our Analytics for
Climate Transition tool. This gives us the ability to set credible
net zero ambitions underpinned by tangible implementation
plans. Implementing this will be a key focus over 2021 as well
as helping our larger DB clients to meet the expectations of
new climate disclosure regulations.
We remain committed to meeting client needs resulting
from the Covid-19 pandemic. We anticipate a continued and
growing focus on how companies treat their workers and their
approach to diversity. Both of these topics have benefitted from
enhancements to our manager research process and we believe
this will help equip out clients to continue to drive better
investment manager and company behaviour in these areas.
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Identifying Market Wide and
Systemic Risks for Engagement

In addition to integrating insight from different climate
scenarios (2°C, 3°C and 4°C warming) and scenario stress
testing to guide our investment decision making, Mercer
ISE undertakes specific analysis into a low-carbon transition
to support the increasing investor focus to target a <2°C
scenario as a priority. We utilise Mercer’s Analytics for Climate
Transition (ACT) tool in an annual process (initiated in 2020) to
analyse a range of funds and portfolio offerings. The ACT tool’s
step-by-step approach, shown below, analyses Mercer ISE’s
funds and portfolios for their transition alignment.

Mercer prioritises market wide and systemic risks for
engagement where they meet Mercer’s Investment
Engagement Framework criteria across three areas:
• Beliefs – priorities should align with Mercer’s
investment beliefs.
• Materiality - priorities should have the potential
to materially impact long term returns.
• Influence - priorities should consider Mercer ISE's ability
to influence a beneficial outcome, for example by joining
like-minded investors in a collaborative engagement.
See Principle 9 for more detail on Mercer's Investment
Engagement Framework.

Climate Change
Mercer ISE sees that limiting global average temperature
increases this century to “well below two degrees Celsius”,
as per the 2015 Paris Agreement, is aligned with the best
economic outcome for investors. Mercer ISE also believes
climate change poses a systemic risk, with financial impacts
driven by two key sources of change. The first is the physical
damages expected from an increase in global temperatures
and the second is the transition to a low-carbon economy,
required to mitigate the severity of physical damages.
Each of these changes presents both risks and opportunities
to investors, as outlined in Mercer’s Investing in a Time of
Climate Change (2015 and 2019) reports.

Mercer ISE integrates climate analysis insights into the
sub‑investment manager selection and monitoring processes,
as well as portfolio construction. Potential financial impacts
are also considered at a client portfolio level in certain cases,
for example, where Mercer ISE has discretion over the asset
allocation of the client portfolio. At the sub-investment
manager level, Mercer ISE’s expectation is that climate
change risk assessment is integrated within a sub-investment
manager’s approach to ESG and stewardship activities, as well
as being an integral and well-defined part of the process in
funds targeting sustainability objectives and outcomes.
Mercer ISE’s overall approach to climate-related financial risks
and opportunities is consistent with the Financial Stability
Board’s TCFD framework. Mercer ISE expects disclosures
consistent with the TCFD recommendations by appointed
sub‑investment managers. Mercer ISE’s Climate Change
Management report highlights our approach to the TCFD
framework in more detail, including example analysis on
strategy and targets and metrics.
See Principle 7 for more information on carbon footprinting
and Principles 9 and 12 for how Mercer ISE monitors subinvestment managers on their climate change voting and
engagement activities.

Figure 5. Overview of Mercer's Analytics for Climate Transition Framework
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Systemic Risks
Beyond Climate Change
Mercer benefits from thought leadership and wider work
across our global firm as well as from our parent company
Marsh McLennan on other systemic risks. For example, over
2020 the World Economic Forum, in collaboration with
Mercer, published the report ‘Transformational Investment:
Converting Global Systemic Risks into Sustainable Returns’.
This seeks to address some of the long-term, global systemic
risks facing our economy, society and the planet through
an investment lens. The key topics covered are shown in
the diagram below.
Table 6. Transformational Investment: Converting Global
Systemic Risks into Sustainable Returns

Climate
change

Ability for governments and
businesses to address
climate change, protect
populations and adapt

Water
security

Exposures to declining quality or
quantity of fresh
water, affecting human health or
economic activity

Geopolitical
stability

Implications of rising global
inequality, populism,
protectionism, interstate conflict
and threats to free trade

Technological
evolution

Risks and opportunity associated
with technological advances,
inadequate infrastructure and
networks, cyberattacks

Demographic
shifts

Implications of ageing
populations globally,
demographic imbalances
between rapidly ageing regions
and those entering demographic
transition, and impact of
migration

Low and
negative real
long-term
interest rates

Implications on monetary policy
and return requirements for
investors and stakeholders of
sustained near zero or negative
real long-term interest rates

Risks presented by Covid-19
2020 was a challenging year for many of our clients, with
the impact of Covid-19 far reaching and posing multiple
challenges for their investment strategies. From a stewardship
perspective it thrust social issues to the fore. In particular,
the pandemic brought attention to how companies treat
their workers and their approach to diversity, with growing
recognition that social issues within ESG should be considered
just as critical as environmental and governance factors.
Our manager researchers increased their research efforts
in March/April 2020 to better understand what managers
were doing with their portfolio companies to address some
of the broader environmental and social issues highlighted
by the pandemic.
Mercer ISE has recognized the importance of these issues as
highlighted by our Global Engagement Priorities. Through
our 2020 Manager Engagement Survey, we have specifically
requested feedback from sub-investment managers on
their approach to modern slavery and diversity within their
investment process, with these results expected to drive subinvestment manager engagements over 2021. In addition,
enhancements to consider diversity of our sub-investment
managers in our manager research process will support
Mercer ISE as we work with sub-investment managers to
address these issues.

Collaborative Engagement
Mercer recognises the importance of supporting the
functioning of markets through industry initiatives and
collaboration. Mercer believes that appropriate investor
collaboration is the most effective manner in which to
engage, particularly at times of significant corporate or
wider economic concerns. We undertake policy engagement
through different initiatives and associations to drive best
practice and consistency of disclosure on ESG issues.
Mercer collaborates with industry groups on climate change.
As part of our climate change work Mercer convenes a group
of leading responsible investment leaders which includes
ISE clients, called ’future makers’. Our Future Makers Working
Group brings together a number of our global asset owner
clients to enable them to share learnings and practice
on integrating climate change considerations into their
investments. Discussions and interactions with this group of
investors has been critical in developing our climate change
scenario modelling approach and our Analytics for Climate
Transition framework (see above for more detail).
Over 2020 Mercer collaborated with industry groups across a
number of issues aimed at improving market wide practices
and managing systemic risks:
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Table 7. Overview of Collaborative Initiatives
Initiative

Involvement, activity and outcomes over 2020

Climate change
Institutional Investors Group on
Climate Change (IIGCC)*

Active member. Participated in a number of IIGCC Paris Aligned Investing Imitative working
groups focused on developing a Net Zero framework. Mercer’s Analytics for Climate
Transition (ACT) is consistent with this framework and represents a crucial step forward as
investors seek to set credible net zero ambitions and implementation plans.

Climate Action 100+

Mercer has participated in a number of meetings as part of our involvement with Climate
Action 100+.

Stewardship
HM Treasury-led Asset
Management Taskforce
Stakeholder Working Group*

Mercer UK CEO, Sylvia Pozezanac, is a member of the Stakeholder Working Group
of the Asset Management Taskforce, actively contributing to the report ’Investing
with Purpose: placing stewardship at the heart of sustainable growth’. The report
made 20 recommendations to the industry to improve effective stewardship. Mercer
remains committed to supporting successful action and progress aligned with these
recommendations.

Investment Consultants
Sustainability Working Group*

Mercer is an active member of several work streams, including those on regulation, asset
owners, stewardship and innovation. The aim of the group is to improve sustainable
investment practices across the investment consulting industry in the UK. One key
outcome has been the publication of the “Guide for assessing climate competency of
Investment Consultants” that aims to improve standards in this area.

Pensions and Lifetime Savings
Association (PLSA)*

Mercer was a member of the stakeholder group contributing to the PLSA’s Implementation
Statement Guidance and Vote Reporting Template that is being used by trustees to
help produce clear, effective and meaningful disclosures on voting behaviour in their
implementation statements.

Covid-19
Principles for Responsible
Investment (PRI)

Mercer is a member of the PRI collaboration group on post-Covid recovery.

See Principle 10 for more information on our rationale for joining specific collaborative engagements.

* Undertaken in Mercer Limited’s name. Unless indicated all other activities were undertaken at a Mercer Global level.
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Principle 5
Signatories review their policies,
assure their processes and assess
the effectiveness of their activities.
Highlights, Outcomes
and Focus for Next 12 Months
Over 2020 we proactively reviewed our policies, processes and
activities leading to a number of substantial changes to our
manager research and stewardship assessment frameworks,
as well as providing greater support for our wider investment
team to ensure our clients meet and exceed regulatory
implementation statement requirements.
The Mercer ISE governance structure ensured policies
were kept up to date and adhered to and the investment
teams were kept abreast of the latest ESG and
stewardship developments.
With the pace of regulatory requirements accelerating we
will continue to ensure that our policy review and assurance
processes, and their documentation, remain fit for purpose.
We intend to revisit these in 2021.

Key Drivers for Reviewing Policies,
Processes and Activities
Mercer reviews its policies, processes and activities on an
ongoing basis to ensure we continue to meet our clients’
stewardship and wider responsible investment needs. There
are typically three drivers that might lead to a review of and
change to underlying policies, processes and activities. We
provide relevant examples against all three over 2020 below:
1. Regulation. Investment regulations requiring
implementation statements for DB schemes prompted
us to develop training and best practice guides to
equip the wider investment team to meet our clients’
implementation statement needs.
2. Evolving best practice.
a. In our view the UK Stewardship Code 2020 represents a
best practice reporting framework. As a result we have
updated our Stewardship Assessment Report in line
with the Code (see Principle 6 for more detail).
b. Recognising the importance of stewardship in passive
index investing, Mercer is fully integrating stewardship
into its four factor rating process for passive fixed
income and equity strategies. As part of this change we
are updating our manager research frameworks (see
Principle 2 for more detail).
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3. Continuing focus on key themes. As described in Principle
2, we have updated our active strategy research reports to
provide additional metrics on stewardship, climate change
transition and gender diversity. These represent three key
themes for Mercer as a business and we seek to continually
improve our approach to them.
The reviews underpinning these areas are internal given the
bespoke nature of the solutions we provide to clients and the
proprietary nature of our ratings and assessment approaches.
However clients regularly provide feedback. Further, as stated
in Principle 6, the investment team use the findings from our
manager research and stewardship monitoring reports to
engage with sub-investment managers. As sub-investment
managers respond to our findings this provides a useful
feedback loop for understanding the quality and accuracy
of our work.

Policy Governance and Review
Mercer ISE maintains a Sustainability Policy and Engagement
Policy. The Investment Management team has primary and
day-to-day responsibility for the implementation of the
policies, and implementing internal control systems and
procedures that are required to adhere to them, with input
provided by Mercer’s specialist RI team.
These policies are reviewed, updated and approved by the
CIO, the ESG committees, compliance and the board of
directors of MGIE and MGIM on at least an annual basis. More
frequent updates may take place if a meaningful change is
made in the way sustainability risks are considered or where
relevant regulation or legislation requirements change.
Mercer Investment Solutions is the owner of Mercer ISE
policies. Mercer’s RI team supports and reports to Mercer
ISE on those topics covered by the policy. Mercer’s RI team
will be accountable for guiding the implementation of the
policy, reviewing the policy annually and recommending
amendments as necessary.
Key responsibilities for the maintenance of this policy are set
out in the table below.
Table 8. Roles and Responsibilities for Maintaining Policies
Name of owner

Area of responsibility

MGIE Board

Approve and receive reporting on
implementation of the policy

CIO

Accountable for adherence
to policy and oversight of
Investment Management Team

Investment
Management Team

Implement against policy

Process for Reviewing Manager
Research and Stewardship
Monitoring Frameworks
Mercer has a clear approach to reviewing and updating
manager research and stewardship monitoring frameworks.
Of most relevance to stewardship are the Manager Research
Framework and Stewardship Assessment Framework. When
these are updated they go through a rigorous process of
internal peer review and challenge, with input from a diverse
set of colleagues, before they are finalised.
Mercer may seek external input and review, as was the
case with the Stewardship Assessment Framework, which has
been shared with the UK Financial Reporting Council (FRC)
for comment.
The relevant research and responsible investments teams
have primary and day-to-day responsibility for the
implementation of the ratings and assessment frameworks
respectively, dealing with any queries about it, and
implementing internal control systems and procedures
that are required to adhere to them.

Ensuring Our Reporting is Fair,
Balanced and Understandable
All day-to-day solutions and services provided to clients, as
well as manager research reports, are subject to our peer
review process to ensure effective client stewardship. This
ensures that advice and reports provided to clients has been
through multiple layers of review and challenge by colleagues
with the appropriate qualifications, authorisations and
knowledge to ensure that we are providing our best advice in
a clear, balanced and concise manner. This, along with clear
research / monitoring frameworks and internal stewardship
processes, is key to ensuring reporting is fair, balanced and
understandable.
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Principle 6
Signatories take account
of client and beneficiary needs
and communicate the activities and
outcomes of their stewardship
and investment to them.
Highlights, Outcomes
and Focus for Next 12 Months
Over 2020 we continued to proactively seek out client views
on responsible investment and stewardship, whether this
be through ongoing interactions with clients or more formal
surveys, such as our European Asset Allocation Survey (EAAS).
The EAAS has proved useful in capturing key trends over time,
while ongoing feedback from clients ‘on the ground’ helps to
ensure that our stewardship solutions and services meet their
individual needs and expectations.

Reflecting the pace of change in regulation and evolving best
practice, we have improved key elements of our stewardship
monitoring program including the introduction of our Annual
Manager Engagement and Voting report, our Stewardship
Assessment Framework and the introduction of an
Engagement Policy Implementation Statement. Over the next
12 months we believe these developments will lead to more
targeted and insightful reports for our clients and assist them
with their implementation statement reporting requirements.
A key focus for 2021 will be successfully rolling out our new
Stewardship Assessment Report across managers and asset
classes. We will also revisit the effectiveness of the various
approaches we use to understand client needs.

Our Clients and Asset Classes
The vast majority of funds managed by Mercer ISE are for
diversified, long-term institutional investors. Therefore
as ‘universal owners’ the consideration of investment
governance and active ownership is of great importance.
The charts below shows the client, asset class and
geographical breakdown of the Mercer ISE assets under
management (AUM) of c.£115bn as at 31 December 2020.

Both our historic and current stewardship, ESG rating
and carbon footprinting assessments have led to fruitful
engagements between our investment team and subinvestment managers with tangible improvements.
Table 10. AUM across geographies

Table 9. AUM across client type

Region

AUM

No. of clients

UK

61.0%

336

Europe
(ex UK)

33.5%

103

4

IMETA
(India, Middle East,
Turkey and Africa)

2.8%

3

36.8%

16

Asia Pacific

2.3%

31

Other

2.5%

19

Other

0.3%

10

Total

100.0%

483

Total

100.0%

483

Client type

% of AUM

No. of clients

Investment
management

21.2%

212

Implemented
consulting

6.2%

84

DB funds

21.9%

148

DC funds

11.4%

Bespoke clients

* Other includes Advisory and Cashflow Driven Investment and Liability Driven
Investment clients
* Clients sitting under the investment management heading capture clients
where Mercer ISE has full discretion over how the funds are managed
including manager selection decisions

* Other includes Bermuda and Cayman Islands
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Figure 6. AUM across asset classes
1.00%
Alternatives
1.60%
Property

41.80%
Multi-asset

1.20%
Cash
24.00%
Equities

30.30%
Bonds

Stewardship Disclosure Expectations
of Sub-Investment Managers
Underlying our stewardship reports and assessment
frameworks includes expectations on stewardship disclosure
from sub-investment managers for clear and comparable
data, plus evidence of:
• Governance and strategy issues being considered
(shareholder rights; role and responsibilities of the board;
risk and audit; disclosure and transparency; remuneration
and incentives);
• A broad range of environmental and social issues being
considered;
• Engagement leading up to, and following, votes
against management.
Mercer believes that providing this information is central to
the discharge of a manager’s stewardship responsibilities to
its clients, and that it should therefore be provided regularly
and routinely. Mercer engages sub-investment managers
regularly on behalf of our clients regarding improvements
to reporting and disclosure. We have found sub-investment
managers are receptive to feedback when it is targeted and
provided in a collaborative manner by investors with long
term horizons.
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Stewardship Monitoring Reports:
Communicating Activities and Outcomes
Mercer ISE, with support from the RI team, has a
regular stewardship monitoring and reporting
program for all appointed equity and fixed
income sub-investment managers. This has
evolved over recent years. Mercer ISE explicitly
monitors stewardship activities for the Mercer
Funds by seeking disclosure from sub-investment
managers and will report to its investors on its
voting and engagement activity and monitoring
processes of its sub-investment managers on at
least an annual basis across the following areas:

2. Engagement Policy Implementation
statement. An implementation statement
setting out how Mercer ISE has implemented
its Engagement Policy in line with the
principles of the EU Shareholder Rights
Directive II.

1. Stewardship Assessment Framework. This will
be a policy, implementation and reporting
review that applies the principles of the 2020
UK Stewardship Code. It will be launched
in 2021 and is an evolution of the previous
stewardship assessment report based on the
UK Stewardship Code 2012.

3. Fund Level Engagement and Voting reporting.
Periodic reporting on voting and engagement
activities of the sub-investment managers.
The Annual Manager Engagement and Voting
report includes a general description of
voting behaviour, an explanation of the most
significant votes and the use of the services of
proxy advisors by sub-investment managers
and summary reporting on engagement
activities, with reference to Mercer Investment
Solutions Global Engagement Priorities (see
Principle 9 and 12 for more information).

Figure 7. Stewardship Assessment
Framework Overview

Initially these reports will focus on all listed
equity and fixed income strategies with a view to
incorporating additional asset classes over time.

This framework will assign a summary overall
rating as well as assessing investment managers’
stewardship activities across five key areas

1
2

Governance,
Policy & Firm-wide
commitment
Mercer ESG ratings

3

Engagement

4

Voting
(listed equities only)

5

Transparency
and Reporting
including bespoke
client needs

Historically our voting and engagement and UK
Stewardship Code reviews have driven tangible
stewardship improvements from sub-investment
managers. This includes:
• Sub-investment managers becoming
signatories to the UK Stewardship code.
• The establishment of dedicated stewardship
resource or the hiring of additional resource for
existing stewardship teams.
• The provision of better reporting and
disclosure on voting and engagement activity.
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Further Responsible investment
Monitoring Reports

Launch of Manager
Engagement Survey

In addition to the stewardship monitoring
described above, Mercer carries out additional
annual integration, monitoring and reporting
of the following across all relevant portfolios:

In 2020 we launched our first formal
engagement survey. This is designed to
be completed annually by the majority
of Mercer ISE sub-investment equity and
fixed income managers managed across
segregated mandates, and underpins
the reports described above. It contains a
series of questions designed to give insight
into managers’ approaches to voting and
engagement ranging from ESG issues by
topic and significant votes, to collaboration
and escalation. It also has a number of
questions across Climate Change, Modern
Slavery and Diversity that Mercer ISE has
identified as three key engagement themes
over 2020.
Mercer ISE will seek to expand the scope
of the survey across additional asset classes
over time.

• ESG ratings for all relevant asset classes are
included in quarterly performance reports
• ESG ratings are reviewed against asset class
peer groups on an annual basis for equity, fixed
income, property, infrastructure and diversified
alternative funds
• Climate scenario modelling and stress testing
of diversified portfolios
• Annual carbon footprinting of all
equity portfolios
• Semi-annual reporting on the Active and
Passive Sustainable Global Equity Funds
(fund specific)
• Monitoring of exclusions
We use the findings from these monitoring
reports as a basis to engage with sub-investment
managers (see Principle 9 for more information).

Table 11. Example Summary Findings From ESG Ratings Exercise
Asset
Class

Manager

ESG
rating

GIMD
universe
average

Target for
improvement?

Passive
Equity

Manager
1

1

3.1

No

Emerging
Market
Equity

Manager
2

Multi
Asset

Manager
3

Rating distribution chart

Manager
Mercer
Universe
Manager

2

2.9

Yes

Mercer
Universe
Manager

3

3.7

Yes

Mercer
Universe
0%

20%

ESG1

40%

ESG2

60%

ESG3

80%

100%

ESG4
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Seeking Client Views
We actively seek out client feedback through various
channels, ranging from formal client reviews to ongoing
discussions and queries from clients. We have a number of
clients who are recognised global sustainability leaders and
these client interactions in particular have supported and
driven proactive efforts to incorporate leading responsible
investment considerations throughout our funds. We have
launched a number of sustainable funds based on client
feedback and demand. The sustainable funds incorporate
a number of exclusions, which have also been informed by
client discussions and our view of their suitability.
Feedback from clients has fed into the design of our Voting
and Engagement and stewardship assessment reports and
criteria as well as the way in which the results are presented.
The monthly meeting of the European ESG Steering
Committee (EESC) (see Principle 2 for more information)
is an important forum to ensure views and needs of clients
and prospects make it into portfolio development and
reporting considerations.

Annual European Asset Allocation Survey
Our annual European Asset Allocation survey is
another key way of gauging client views on a range
of topics, including ESG.
Our 2020 survey gathered information from 927
institutional investors, across both Investment
Solutions Europe and advisory clients, across 12
countries, reflecting total assets of over €1.1 trillion.
Our latest report identified two important
responsible investment findings:
1. Increased awareness of and desire for action on
climate-change risk from clients.
2. ESG as the new normal with a number of factors,
not least regulation, continuing to see these
issues rise up investors’ priority lists.
In 2021 we are splitting the survey into three
separate surveys with one dedicated to
sustainability. We expect this to provide further
insights into investors’ stewardship expectations
and needs.
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Monitoring ESG Integration and
Stewardship Across Different
Investment Arrangements
Mercers investment arrangements are a combination of
segregated mandates with sub-investment managers or
investments in pooled vehicles. For certain clients, we
combine these funds into portfolios and provide bespoke fund
of funds for some clients. Mercer ISE will actively monitor its
appointed sub-investment managers on ESG integration and
stewardship, consistent with Mercer ISE’s Sustainability Policy;
however, application may vary depending on the degree
of discretion available (which is expected to be higher in
segregated mandates relative to pooled vehicles) in which the
Mercer Funds invest.
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Principle 7
Signatories systematically integrate
stewardship and investment,
including material environmental,
social and governance issues,
and climate change, to fulfil their
responsibilities.
Highlights, Outcomes
and Focus for Next 12 months
We continued to use our ESG ratings as a basis for appointing
mandates and assessing sub-investment managers’
approaches to ESG and active ownership. This has led to
Mercer ISE replacing sub-investment managers with other
strategies with higher ESG ratings on a number of occasions.
We take a long-term approach to engagement with our
sub-investment managers where we believe we can drive
real change. As a result:
• Over 50% of sub-investment managers have seen their
ESG ratings improve since inception reflecting positive
outcomes from our engagement efforts.
• All active multi-manager multi-client equity funds have a
lower carbon intensity than their benchmarks which in part
reflects positive engagement efforts.
As we roll out our Stewardship Assessment Framework
across different strategies we will gain greater insight into
the integration of stewardship by asset class and geography
within Mercer Funds. We expect this will inform future
appointments and terminations.

Assessing the ESG capabilities of the underlying investment
managers is key to incorporating ESG factors into analysis
and decision making. To affect changes in behaviour towards
improved ESG characteristics manager- and strategy-level
assessments are where we believe we can have most influence
(i.e. via manager selection and monitoring).
Table 12. Examples of ESG factors include:

ESG Integration
As a provider of investment solutions we believe that
analysing exposure to, and management of, ESG factors,
in addition to traditional financial analysis, enhances our
ability to deliver long-term sustainable returns and better
overall outcomes. Therefore, core to our investment processes
across asset classes is the underlying investment managers’
approach to integrating ESG issues into their investment
process, including how it informs security selection and
portfolio construction. At the same time, we acknowledge
that the degree of relevance or materiality varies between
asset classes.

Environmental

Social

Governance

• Climate
change

• Healthcare

• Water

• Health and safety

• Board structure,
diversity and
independence

• Waste and
pollution

• Demographics/
consumption

• Biodiversity

• Labour standards
(including the
supply chain)

• Social inequality

• Modern slavery
• Human rights
and community
impacts

• Remuneration that
is aligned with
performance
• Accounting and
audit quality
• Anti-bribery and
corruption
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Mercer ESG Ratings
Mercer’s regional investment teams for the Mercer Funds leverage the global Mercer research network to establish optimal
combinations of specialist managers. Across asset classes, selection and monitoring processes for potential and appointed
investment managers include Mercer’s ESG Ratings and associated commentary from the Manager Research team. Expectations
for mandates within multi-client funds are set as ESG3 or above, where practicable and relevant to the strategy.
Figure 8. Overview of Mercer ESG ratings

Active

ESG ratings are undertaken by Mercer’s global manager research team. They are on a scale from 1 (highest) to 4 (lowest) and
assess how well managers integrate ESG factors into investment processes.
ESG1

ESG2

ESG3

ESG4

Leading approach to
integration, where
ESG is embedded in
investment philosophy;
strong on stewardship,
which is a core part
of process

Consistent and
repeatable process to
ESG integration (focus
on risk management);
well-developed
evidence of stewardship

Well-developed G
integration; less
consistency in E&S;
stewardship process is
ad hoc, but indications
of progress

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

Passive

Ratings for passive equity strategies differentiate how well firms undertake their stewardship activities such as voting,
engagement, industry collaboration and reporting.
ESGp1

ESGp2

ESGp3

ESGp4

Leaders in Voting
& Engagement
(V&E) across
ESG; stewardship
activities and ESG
initiatives undertaken
consistently at a
global level; clear link
between engagement
and voting actions

Strong approach to V&E
across ESG topics and
initiatives at a regional
level, with progress
made at a global level;
working toward clearer
links between V&E

Focus of V&E tends
to be on governance
topics only or more
regionally focused
with less evidence of
E&S (in voting and
engagement, as well
as other internal ESG
initiatives)

Little or no initiatives
taken on developing a
global V&E capability,
reactive engagements;
and little progress made
on other ESG initiatives

ESG ratings are derived from assessment criteria that vary according to asset class and are relative to what Mercer believes is “best
practice” ESG integration. This assessment typically follows the overall manager research approach to investment ratings with a
focus on four key factors that derive the overall view and rating for a strategy. We lay out the four factors for active and passive
strategies below.
Our proprietary ESG ratings policy details the relevance of ESG to risk and return drivers by asset class, including best practice
across E, S and G issues. Please see the appendix for more information on ESG ratings distribution by asset class.
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Summary 2020 Annual ESG
Ratings Review – MGIE Funds

Active
(all asset classes)

Figure 9. Mercer ESG Ratings: the four factors
Idea
generation

Resources &
Implementation

Portfolio
construction

Business
management

• ESG factors
integrated
into active
fund positions
as a source of
value added

• Skill set of
resources.

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

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

• Effectiveness
of
engagement
outcomes.

• Identification
of material
ESG factors —
skills

35 Mercer
Funds
reviewed
including equities, fixed
income, listed property,
infrastructure and liquid
alternatives.

Relative to
the universe

Passive
(equities)

57%

Voting and
engagement

ESG
integration

• Policy,
process and
prioritisation

• Data analysis
to enhance
active
ownership

• Quality of
engagements

Resources and
implementation
• Skill set of
resources
• Effectiveness
of
engagement
outcomes

Firm–wide
commitment
• Collaborative
initiatives and
engagement
with
regulators
and
policymakers

The approach sub-investment managers adopt to stewardship is part of the four
factors assessed in Mercer’s ESG ratings framework, thereby impacting their overall
ESG rating. This is particularly true for passive ESG ratings. Our ratings also consider
if the investment horizon of the manager aligns with an ability to implement ESG
views effectively, such as the long-terms impacts of climate change.
We typically see listed equity managers demonstrating the most widespread
adoption of good stewardship practices. For other asset classes the approach is
mixed (please see Principle 12 for more detail on stewardship expectations for asset
classes beyond listed equity). As we roll out our Stewardship Assessment Framework
we will gain greater insight into the integration of stewardship by asset class and
geography within Mercer Funds.
Mercer’s Investment Solutions portfolio management team undertake a formal
annual ESG ratings review that compares each Fund’s average ESG rating to that of
the relevant universe within Mercer’s Global Investment Manager Database (GIMD)
and compared to the Policy e.g. seeking ESG3 and above wherever practical.
The improvement in ESG ratings over time is a result of both mandate changes and
sub-investment manager improvements in ESG ratings. Mercer ISE believes that its
engagement with its sub-investment managers has been a key factor in improving
managers’ ESG ratings. Mercer ISE will continue to work towards improving ESG
ratings across its funds where possible.

of Funds have a
higher ESG rating

40%

of Funds have an ESG rating
in line with the universe

3%

of Funds have a
lower ESG rating

Since inception

54%

of Funds have seen their
ESG rating improve

43%

of Funds have seen their
ESG rating remain flat

3%

of Funds have seen their
ESG rating decline

*Based on asset allocations as at
31 December 2020
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Carbon Footprinting
Carbon footprinting provides an additional means to assess the level of ESG considerations across portfolios in relation to
climate change risks.
The carbon intensity of portfolios is monitored on a regular basis by the portfolio management team, with a formal review
taking place annually and shared with clients. The results from these reviews provide additional insights for portfolio managers
to use to engage with underlying sub-investment managers on their management of climate change risk and opportunities.
Engagements with sub-investment managers with higher carbon intensity than their benchmark, has led to improvements in the
overall carbon intensity of funds. All active equity funds have a lower carbon intensity than their benchmarks as shown below.
Figure 10. Carbon footprinting monitoring
1300
1200
1100
1000
300
200
100

* Based on results as at 31 December 2020

Mercer Global Listed Infrastructure Fund

FTSE Global Core 5050

MGI UK Equity

FTSE All Share

MGI Eurozone Equity Fund

MSCI EMU

Mercer Global Small Cap Equity Fund

MSCI World Small Cap

MGI Emerging Markets Equity Fund

MSCI EM Index

Mercer Low Volatility Equity Fund

Mercer Sustainable Global Equity Fund

MGI Global Equity Fund

MSCI World Index

MSCI ACWI Index

MSCI Minimum Variance

0
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Case studies:
How ESG ratings and stewardship
consideration impact investment
portfolios
Example 1:
Mercer Passive Equity Manager Appointment
We undertook extensive market research
before appointing a manager to manage
one of our passive equity funds. Stewardship
was a key consideration both in terms of
sub-investment manager capabilities and how
it related to index construction. We awarded
the mandate to a manager with our highest
passive equity ESG rating – ESGp1 – reflecting
the importance of stewardship for this strategy.
Example 2:
Fund Manager ESG rating Downgrade
One of Mercer's listed equity funds has a
constraint in that it can only invest in highly
rated ESG managers (i.e. ESG1 and ESG2).
Following the ESG rating downgrade of an
incumbent, the Portfolio Management team
completed a universe review to search for
similar managers with better ESG practices.
The outcome was the appointment of new
managers in this equity fund with higher ESG
ratings, therefore representing better ESG
integration within
the Fund.
Example 3:
Allocating to Sustainable Investments
The strategic asset allocation of diversified
growth portfolios is informed by the results
of Mercer’s climate scenario modelling work,
and has seen the allocation to sustainability
themed investments increase over the last two
years based on these results.

See Principle 9 for more detail on how we have engaged with
sub-investment managers to improve their ESG ratings and
carbon footprinting results.
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Principle 8
Signatories monitor and
hold to account managers
and/or service providers.
Highlights, Outcomes
and Focus for Next 12 Months
Our ongoing reviews have confirmed that our third party data
providers have been able to meet our needs by providing data
of an acceptable level of quality and breadth of coverage.
They have been receptive to a number of changes required
to keep pace with regulatory developments and client
aspirations in areas such as net zero investing and impact
reporting. This is an area to keep under further review as
client needs evolve.

Holding Third Party Data
Providers to Account
Mercer undertakes regular reviews of its third party data
providers (see Principle 2 for a list of our providers). During
2019, Mercer conducted an extensive third party data provider
review across four key areas: ESG ratings and metrics, impact
metrics, vote reporting and exclusions. Having reliable data
providers is key to meeting our clients’ RI needs. It enables
Mercer to interrogate their portfolios using a variety of metrics
and data and clearly report voting activity undertake on their
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behalf. This in depth review, supported by a formal scoring
system across key categories, allowed Mercer to compare
and contrast the capabilities across a number of providers,
and resulted in a number of changes to Mercer’s third party
provider lineup.
Mercer has ongoing dialogue with its providers in order to
improve the level of service and disclosure, and quality of
data received. For example, over 2020, there were a number
of engagements with our ESG ratings and metrics data
provider in order to assess the level of metrics available based
on the draft level 2 regulations of the Sustainable Finance
Disclosure Regulations.
In addition to ongoing dialogue we also hold a more formal
annual check-in with our key data providers in order to
ensure we continue to benefit as much as possible from their
capabilities and offerings. Recent meetings have provided us
with an opportunity to discuss improvements – for example
pushing for the inclusion of scope 3 carbon emissions data
within various tools and greater transparency on voting data
in line with specific requirements under the Shareholder
Rights Directive II (SRD II) – and understand upcoming
enhancements to the offerings, such as the inclusion of
biodiversity and diversity data.

Holding sub-investment
managers to account
Responses under Principles 6 and 7 detail how Mercer ISE
monitors and holds sub-investment managers to account
through regular reviews and monitoring exercises. In addition,
we detail summary stewardship findings from our annual
voting and engagement exercises in Principles 9-12.
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Principle 9
Signatories engage with
issuers to maintain or enhance
the value of assets.

Highlights, Outcomes
and Focus for Next 12 months
Over 2020 our engagement approach was strengthened
by the adoption of our three engagement themes –
climate change, diversity and modern slavery. This was
further bolstered by the launch of our first Manager
Engagement Survey covering over 92 listed equity
and fixed income managers.
We continued to engage effectively with sub-investment
managers on the findings from various assessment exercises
across stewardship, ESG ratings and carbon footprinting.
Looking ahead to the rest of 2021 we will be using the
results from the first Manager Engagement Survey and
updated Stewardship Assessment Framework to drive further
engagements with sub-investment managers and cover other
asset classes beyond listed equity and fixed income.
The Manager Engagement Survey identified a minority of
listed equity and fixed income sub-investment managers
(12%) who do not currently engage on ESG issues and these
will be the subject of targeted engagement by the portfolio
management team.
Both engagement outcomes and methods are captured in our
Manager Engagement Survey. Over the next 12 months we
plan to report on engagement outcomes of sub-investment
managers by asset class and geography, and enhance our
reporting on the methods they have used.

Overall Approach to Engagement
Mercer ISE appoints sub-investment managers that are
expected to adopt voting and engagement practices that
include a focus on material ESG topics including governance
and strategy, together with relevant environmental and social
topics, consistent with Mercer’s Investment Beliefs.
Mercer ISE’s publicly available Engagement Policy describes
in further detail how it integrates shareholder activism,
through engagement and voting activities, into its investment
strategy.
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Mercer ISE believes its appointed sub-investment managers
are typically best placed to prioritise particular engagement
topics by company. Therefore, in most instances, corporate
engagement implementation is delegated to the appointed
investment managers, who are encouraged to engage with
portfolio companies on material ESG issues with the aim of
improving long-term risk adjusted returns and the stability of
financial markets.

• Develop a systematic approach for agreeing portfolio-wide
engagement priorities.
• Document the specific definitions and
implementation procedures for approving and
amending engagement priorities.
• Articulate the governance procedures for monitoring and
escalating engagement priorities and implementation in
regional investment portfolios.

Prioritising Engagement Themes
and Topics

Mercer’s Investment Engagement Framework considers three
main criteria – Beliefs, Materiality and Influence (BMI) and
engagement priorities are expected to intersect meaningfully
across all three.

Mercer ISE as a fiduciary also has a role to play in relation to
more strategic themes and topics. Mercer has developed an
Investment Engagement Framework, which serves as a tool
to enable Mercer ISE to prioritise where to focus its time and
resource. This framework has helped to:

Figure 11. Mercer's Investment Engagement Framework Criteria

Beliefs
In order to align with Mercer’s investment beliefs,
engagement priorities consider Mercer ISE’s
fiduciary responsibility to clients, Mercer’s Global
Investment Beliefs, Mercer’s thought leadership,
research and intellectual capital, research from
the MMC Insights group and Mercer’s sustainable
investment beliefs.

materiality
beliefs

influence

Materiality
In order to align with the best outcomes for clients,
engagement priorities should have the potential to
materially impact long term returns. Our assessment
of materiality may include, but is not limited to
academic or industry research, public policy and
portfolio exposure weight.
Influence
In order to ensure an appropriate allocation of
time and resources, engagement priorities should
consider Mercer ISEs’ ability to influence a beneficial
outcome, whether by joining like-minded investors
in a collaborative engagement or engaging directly.
An assessment of influence may include the
expectation for positive influence and achieving
the desired outcome, together with portfolio
exposure weight.
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Figure 12. Mercer ISE 2020 Engagement Priorities

The following key themes underpin each of our
engagement priorities:

Corporate
Governance:
Diversity and
inclusion

Environment:
Climate
Change

• Environmental - climate change
• Social - modern slavery
• Governance - diversity and inclusion.

Social:
Modern
Slavery

Mercer’s First Annual
Manager Engagement Survey
Over 2020 Mercer ISE conducted its first annual survey with
sub-investment managers on their engagement approach
and outcomes, capturing their activities on priority themes
and topics as part of their stewardship activities. It captures
engagement activities of all managers at a mandate level.
These insights will inform engagements between Mercer ISE’s
investment team and sub-investment managers to promote
good stewardship of investments. Next year’s Stewardship
Code Report will capture the outcomes from these
engagements. Further details on the survey’s findings will be
provided in Mercer ISE’s 2020 Voting and Engagement report.
The 2020 Manager Engagement Survey was sent to all equity
and fixed income managers covering all relevant geographies,
with responses provided at a mandate level. Responses were
received from 92 managers across over 161 strategies, and
representing assets under management in excess of €96bn.

Specific questions in relation to these themes
formed part of the 2020 Manager Engagement
Survey covering all equity and fixed income subinvestment managers. In addition managers must
complete a number of additional questions in our
Global Investment Management Database (GIMD)
which addresses themes relating to both climate
change and diversity.
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Table 13. Summary Manager Engagement Survey Results
Sub-Investment Manager
Engagement Priorities

Number of engagements with company management or
boards on ESG issues over the last 12 months

Listed equity

Listed Equity

Transparent Disclosure of
Material ESG Factors

90%

Aligned Remuneration
and Incentives

90%
87%

Climate Change

Total

839

Environment
& Climate
Change
958

Social
Issues
788

Other

354

73%

Inclusive, Diverse Decision Making
Pollution and Natural
Resources Degradation

70%
67%

Human Rights
Addictive Products

Corporate
Governance

17%
47%

Other

Fixed income

Fixed Income
Climate Change

100%

Transparent Disclosure of
Material ESG Factorss

100%

Human Rights

86%

Pollution and Natural
Resources Degradation

86%

Aligned Remuneration
and Incentives

86%

Corporate
Governance
Total

433

Environment
& Climate
Change
243

Social
Issues
249

Other

310

81%

Inclusive, Diverse Decision Making

48%

Addictive Products

38%

Other

Table 14. Climate change
Mandates managed by managers with
a formal policy on climate change risks
and opportunities

Mandates where managers measures
the carbon footprint of their portfolios

Listed equity

Listed Equity

Equity only: Mandates where managers
have voted against management on any
climate change resolutions

9%

31%

37%

69%
91%

Fixed income

63%

Fixed Income
45%
55%

100%

•

Yes

•

No
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Table 15. Modern slavery
Mandates managed by managers who
support the UK Modern Slavery Act

Mandates managed by managers who
Mandates managed by managers
have a policy outlining their approach to who have conducted engagements
modern slavery and human rights
with companies specifically regarding
modern slavery and human rights

Listed equity

Listed equity

69%
Fixed income

Listed Equity

71%
Fixed income

60%
Fixed income

50%

80%

85%

Table 16. Diversity
Mandates managed by managers who
have a policy for their organisation, and
specifically the investment team, on
diversity.

Mandates managed by managers who
have conducted engagements with
companies on diversity practices

Equity only: Mandates managed by
managers who have voted against any
directors where diversity expectations
have not been met

Listed equity

Listed equity

Listed equity

86%
Fixed income

71%

35%

Fixed income

65%

90%

75%

•

Yes

•

No
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Case study:
Listed equity sub-investment managers engaging on our client’s behalf
(extract from 2020 client monitoring report)
Manager 1

Manager 2

In addition to ongoing engagement activities
with individual investee companies, Manager
1 also assess and set strategic engagement
priorities on an annual basis. These are based on
market developments and emerging ESG and
sustainability issues that they have identified and
that are relevant and material for their companies.
They then identify the companies most exposed to
the issues in question and focus their engagement
on those companies.

As one of the world’s largest investment
managers, each year Manager 2 engages in
dialogue with companies about a variety of
issues critical to long-term performance –
from business strategy to independent board
leadership to sustainability.

Engagement
Example

Waste Management Company

UK Bank

Engagement on GHG emissions and the
company’s practices and goals on reducing these.

Engagement with the Board on its climate
related strategy

Engagement
Outcome

Manager 1 received clarification on the firm’s
methane emissions, which accounted for 3% of
the state of California’s total emissions. Reduction
targets are in line with the Paris Agreement.

An updated climate strategy includes plans
to reach net zero carbon emissions by 2050
and a commitment to align all of its financing
activities with the goals and timelines of the
Paris Agreement. Progress against its plan will
be reported annually, starting from 2021.

Engagement
Priorities

Quarterly Engagement with
Sub-investment Managers
The portfolio management team engage with sub-investment
managers in the Mercer multi-client funds, on a quarterly
basis at a minimum. Engagement is undertaken through
a range of approaches, from email to calls and meetings.
As part of these activities portfolio managers engage with
sub-investment managers on their expectations for ESG
integration and stewardship, informed by Mercer ESG
ratings (see Principle 7). Results from the 2020 Mercer
ISE Manager Engagement Survey and the roll out of the
updated Stewardship Assessment Framework will further
drive engagements with sub-investment managers. Subinvestment managers are also expected to raise any concerns
that may require engaging with their underlying investments
holdings, and report on these activities and outcomes to the
portfolio management teams.

Manager 2 continues their active engagement
with boards on sustainability, but also uses
their proxy vote to press companies that are
falling behind and failing to engage.

Case study:
Fixed Income team engaging on overall
ESG integration within a Mercer fixed
income fund (2020)
We use our ESG ratings and peer universe
comparisons to prioritise engagements with
our sub-investment managers within our fixed
income funds. For example within the Mercer
fixed income fund, we noted than there was
potential to improve the ESG rating versus the
comparative universe, we therefore engaged
with existing sub-investment managers within
the fund to encourage them to improve their
ESG practices where possible. As a result of
these engagements one manager improved
its ESG rating from ESG4 to ESG3. This
demonstrates how we use our influence to
improve ESG integration.
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Case study:
Equity team engaging with managers on stewardship and carbon footprinting results (2020)
Our equity portfolios include diversified exposure to sub-investment equity managers with
different styles, including quantitative managers. This is an area in which ESG integration can be
more challenging than, for example, fundamental, bottom-up stock pickers. With quantitative subinvestment managers, we take a targeted approach to engaging on the most relevant topics. For
example within a Mercer listed equity fund we engaged with the one quantitative manager in this
fund on the possibility of implementing carbon restrictions into the portfolios and about how they
can improve their engagement and stewardship practices, as we see these as key areas they can
improve. This particular engagement led to the upgrading of the manager from an ESG4 to ESG3
rating. This has been an area of focus for the other quantitative strategies we invest with too, where
we have seen reductions in the carbon intensity of portfolios, across a number of funds.
The findings from various monitoring exercises drive subinvestment manager engagements as captured in the table
below:
Table 17. Engagement Following Various Monitoring Exercises
Monitoring
exercise

Activity and Outcomes

2020
Voting and
Engagement
report

The findings from our first report are
summarised above and in Principle 12.
Over 2021 the investment team will engage
with sub-investment managers on the key
findings. We will capture the outcomes
from these engagements in next year’s
stewardship report.

Carbon
footprinting
(2020)

Engagements are focused on funds
where their carbon intensity is above the
benchmark. In the review conducted in
June 2020, one of eight equity funds were
higher than their benchmark, however in
the latest review in December 2020, this
fund had a lower carbon intensity relative
to its benchmark.

ESG ratings
review (2020)

57% of sub-investment managers have
an ESG rating higher than their respective
universe as at 31 December 2020. ESG
ratings improvements over time have been
driven by an improvement in underlying
sub-investment manager ESG ratings and
manager changes.

Engaging Directly with Companies
Mercer ISE may also engage directly with companies directly
but this is rare and would likely only occur where we identify
high-severity breaches of the UN Global Compact (UNGC)
Principles or other means of engagement are not available or
expected to have efficacy e.g. no collaborative engagement
initiatives are available or suitable.

Case study:
Mercer ISE Company engagement
Mercer engaged with two companies directly
over 2020. Both instances related to companies
identified for exclusion by ISS, our exclusions
provider, due to a small percentage of revenue
(<1%) being generated from sectors on our
exclusion list. Following engagements with
the companies, it became apparent that one
of the companies was in the process of exiting
this line of business, which resulted in Mercer
not selling this holding. We continue to engage
with the second company.
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Principle 10
Signatories, where necessary,
participate in collaborative
engagement to influence issuers.
Highlights, Outcomes
and Focus for Next 12 Months
Most of our collaborative engagement efforts are focused on
improving the long-term sustainability of capital markets.
Therefore collaborative climate change and stewardship
activities focused on market-wide improvements (see
Principle 4 for more detail) featured more prominently than
activities aimed at companies.
There were numerous positive outcomes from the
collaborations we joined, from the creation of the IIGCC Net
Zero framework to the launch of the HM Treasury-led Asset
Management Taskforce ’Investing with Purpose: placing
stewardship at the heart of sustainable growth’ report with its
20 recommendations.
With the launch of our Manager Engagement Survey we
now have better visibility of the collaborative engagement
initiatives managers contribute to on our clients’ behalf.
We will focus on better capturing the outcomes from these
initiatives over 2021.

Approach to Collaborative
Engagement
Mercer believes that appropriate investor collaboration is the
most effective manner in which to engage, particularly at
times of significant corporate or wider economic concerns.
Globally, Mercer is party to a number of collaborative investor
initiatives focused on improving the long-term sustainability
of capital markets. We participate in collaborative
engagements where:
• The topic has been deemed important after being assessed
through the Investment Engagement Framework.
• The objective of the engagement would be better achieved
through involvement in local and global initiatives that
facilitate collaborative engagement where these mechanisms
have a more significant potential to influence outcomes.
• The engagement co-ordinator is one or more reputable
membership organisations, typically where a Mercer
entity is already a member, and is therefore more likely
to demonstrate credibility and positive reputation
associations for Mercer and its clients.
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Over 2020 Mercer collaborated with industry groups across
a number of issues. Those collaborations focused on marketwide sustainability efforts and risk management, for example
climate change and stewardship, are covered in Principle 4.

In addition to the above, Mercer actively participates in
numerous consultations every year. Over 2020 we provided
feedback on the DWP consultation on ‘Taking action on
climate risk: improving governance and reporting by
occupational pension schemes’ and the Charity Commission
consultation on responsible investing amongst others.

Mercer is also a member, supporter or signatory to the
following initiatives:
Table 18. Overview of Additional Initiatives

Sub-investment Managers
Undertaking Collaborative
Engagement

Broad sustainability
Principles for Responsible Investment (PRI)
UK Sustainable Investment and Finance Association (UKSIF)

Mercer ISE reviews the extent to which its selected subinvestment managers are open to and actively participate
in investor initiatives with respect to stewardship. Mercer’s
global research database also captures investment
manager participation in collaborative investor initiatives
on ESG and stewardship. The recently introduced Manager
Engagement Survey sought recent examples of participation
in collaborative activity. The table below highlights the
percentage of mandates managed by listed equity and fixed
income sub-investment managers who support industry
initiatives through their membership or signatory status.

Climate change
Task Force on Climate related Financial Disclosures (TCFD)
The Investor Agenda, including Climate Action 100+
Transition Pathway Initiative (TPI)
Carbon Disclosure Project (CDP)
Impact
Global Impact Investing Initiative (GIIN)

Figure 13. Manager Engagement Survey: Industry initiatives supported through membership or signatory status
98%

Principles for Responsible Investment (PRI)
Task Force on Climate-related
Financial Disclosures (TCFD)

72%
63%

CDP
Climate Change e.g. Investor Group on Climate Change/
Institutional Investor Group on Climate Change/Ceres

59%
59%

Regional Stewardship Codes
Climate Action 100+

49%

Corporate Governance Networks

46%

Regional Responsible Investment
or Sustainable Finance e.g. RIAA, UKSIF, USSIF

38%

The Global Impact Investing Network (GIIN)

33%

The Transition Pathway Initiative

32%

Bond initiatives

27%

30% Club

25%

G20 Letters on Climate Change

23%

GRESB

21%

Property initiatives
Workforce Disclosure Initiative
Infrastructure initiatives
Other

15%
10%
0%
77%

Mercer ISE does not invest in companies directly and as such did not undertake any company-focused collaborative engagements
over 2020. Rather, Mercer supports its clients in monitoring the stewardship and engagement activities of sub-investment
managers, including the assessment of external investment managers’ capabilities with respect to collaborative engagement. This
is captured in our ESG ratings and as part of the annual review of equity managers’ Stewardship activities. See Principles 7 + 9 for
more information.
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Principle 11
Signatories, where necessary,
escalate stewardship activities
to influence issuers.
Highlights, Outcomes
and Focus for Next 12 Months
Mercer ISE has processes in place for monitoring and tracking
escalation activities with sub-investment managers. Mercer’s
Stewardship Assessment Framework considers the extent
to which each sub-investment manager complies with each
underlying Principle of the Code, as detailed under Principle
6. As we begin to assess managers against this revised
framework, we will be able to improve our monitoring of
how managers have escalated engagement activities by
tracking activity year-on-year. Findings from our Manager
Engagement Survey indicate sub-investment managers are
escalating engagement, for example, when voting ‘Against’
management. Again, as we build up year-on-year monitoring
via the annual Manager Engagement Survey, we will be able
to better track the escalation approach, and its effectiveness,
of underlying sub-investment managers.

Under our prior Stewardship Assessment Framework (aligned
with the 2012 Code), we regularly tracked individual case
studies by managers to assess longer term engagement
success. We also continue to reiterate that having updates on
prior engagement examples is key to effectively monitoring
when, how and why a sub-investment manager has escalated
a particular engagement, including when participating
collaboratively with other investors.
Over the next 12 month we will continue to enhance our
monitoring and reporting of Mercer ISE and sub-investment
manager escalation activities and outcomes, and our
expectations in this area.
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Escalating Engagement
With regard to Mercer ISE escalation with sub-investment
managers, our monitoring process tracks improvements
from previous monitoring reports, identifies areas for future
improvements and provides feedback to managers. During
the monitoring process, if sub-investment managers fail to
comply, explain their governance principles or respond to our
feedback, ongoing stewardship concerns will be escalated
to the Mercer ISE CIO. The CIO will engage with the subinvestment manager directly in the first instance. If there is
no indication of improvement, stewardship concerns will
be viewed as a meaningful consideration, alongside other
investment factors, in subsequent retention or termination
decisions for that sub-investment manager.

Case study:
escalating engagement to the point of
terminating a sub-investment manager
In certain sustainable listed equity funds we
expect our sub-investment managers to be
best-in-class in their ESG integration in stock
selection and portfolio construction processes.
We appreciate that this means different things
for different types of investment managers.
Sub-investment manager 1 was a systematic
investment manager we rated highly from
an ESG perspective and was part of our Fund
at launch in 2016. Its inclusion of several ESG
factors in its stock alpha forecasting models
made it stand out from other systematic
managers. At every review meeting Mercer
stressed the importance of ESG integration
in decision-making and queried how ESG
factors affect stock selection decisions.
However, its models did not significantly
increase the inclusion of further ESG factors
over subsequent years, while other managers
did make substantial improvements. Mercer
therefore came to the conclusion that this
strategy no longer represented a best-in-class
way to integrate ESG considerations in security
level decision making and we terminated this
manager and replaced it with an alternative
systematic strategy that we rated more highly.
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Sub-investment Managers
Escalating Engagements
Mercer ISE expects its selected sub-investment managers to
adopt clear guidelines on escalation processes and to report
on these activities and outcomes.
Mercer supports its clients in monitoring the stewardship and
engagement activities of sub-investment managers, including
the assessment of external investment managers’ capabilities
with respect to the escalation of engagement activities. Our
stewardship monitoring actively seeks out examples where
voting decisions — for example, against management — and
other activities have been a deliberate escalation following
initial engagement.
Equity and fixed income sub-investment managers will be
assessed on their approach to escalation and how this links
to the investment process and voting as part of the annual
stewardship review exercise to be undertaken in 2021.

Manager Engagement Survey:
managers are escalating engagement
when voting against management
recommendations
Sub-investment managers communicating
votes ‘Against’ management’s
recommendations to company management?

46%
Yes,
prior to vote

29%
Yes,
post the vote

26%
No
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Principle 12
Signatories actively exercise their
rights and responsibilities.
Highlights, Outcomes
and Focus for Next 12 Months
Our focus over 2020 has been to introduce quality voting
reports to assess sub-investment managers more closely
and to take a more active approach to the most sensitive
votes in each region. Over 2021 we will be engaging with
sub-investment managers on these results and more clearly
capturing the outcomes from resolutions.
We recognise the need to build on our ESG ratings and
undertake more detailed stewardship assessments on fixed
income, property, infrastructure and private markets subinvestment managers. Over the next 12 months Mercer ISE will
be progressively assessing sub-investment managers in these
asset classes against the revised Stewardship Assessment
Framework (see principle 6). Engaging with sub-investment
managers on the findings will be a key focus.

Stewardship Expectations
of Sub-investment Managers
Mercer ISE regards investment governance and active
ownership of particular importance in serving the interests of
our investors and adopts a stewardship program that includes
a range of voting and engagement activities.
Sub-investment managers are expected to report in line with
established best practice, including aligning their reporting
with the requirements of the UK Stewardship Code and the EU
Shareholder Rights Directive, where possible.
In order to meet our clients’ needs Mercer ISE expects subinvestment managers of the multi-client Mercer Funds that
invest directly in listed equity, private equity, fixed income
(listed and private), real estate, and infrastructure to fulfil their
responsibilities where relevant under four components:

Share Voting
All shares are to be voted by sub-investment equity managers
in a manner deemed most likely to protect and enhance the
long-term value of a security as an asset to the portfolio.
Mercer ISE has delegated share voting to its appointed equity
sub-investment managers, and expects them to vote all shares
at all companies for all company resolutions, unless there is a
qualification or exception.
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Engagement
Mercer ISE expects sub-investment managers appointed to
Mercer Funds to adopt clear guidelines on their engagement
activities and escalation processes and to report on these
activities and outcomes. See Principles 9-11 for more
information on engagement activities.

Disclosure
Voting and engagement activities of sub-investment
managers appointed by Mercer ISE are to be reviewed
regularly, including voting records and statistics, along with
engagement examples, reported on at least annually in-line
with required reporting guidelines including for example
those required by the UK Stewardship Code and the EU
Shareholder Rights Directive II.

Public Policy Participation
Engagement may be undertaken with regulators, and
sometimes governments, to recommend changes or express
views on proposed changes to regulatory regimes where this
is deemed important to protect the rights and enhance the
interests of shareholders.
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Voting Policy
Mercer ISE’s voting policy is summarised below.

Share Voting
Mercer ISE regards voting its shares as important to our
fiduciary responsibility.
As part of its outsourced investment model, Mercer ISE
outsources proxy voting responsibility to its listed equity
investment managers and expects all shares to be voted in a
manner deemed most likely to protect and enhance longterm value. Mercer ISE carefully evaluates each sub-manager’s
capability in ESG engagement and proxy voting. As part of
the sub-investment manager selection process, to ensure it is
representing Mercer ISE’s commitment to good governance,
sustainable investment and long-term value creation, Mercer
ISE may instruct managers via Investment Management
Agreements or other means to vote in line with Mercer ISE’s
Global Engagement Priorities, described earlier, in order to
ensure consistency.

Disclosure of significant votes
As Mercer ISE outsources its voting activities to the subinvestment managers, disclosure of significant votes by
underlying managers may differ based on definitions used
by the sub-investment managers. While Mercer ISE monitors
the disclosures of the sub-investment managers, it has further
supplemented its approach based on its own definition.
Mercer ISE has based its definition of significant votes on
its Global Engagement Priorities, which in turn are guided
by its Beliefs, Materiality and Impact (BMI) Framework (see
Principle 9 for more information). In order to monitor and
report on managers’ voting activities, significant votes capture
proposals with specific focus on defined priority areas, while
taking into account the size of holding across funds.

Strengthening our approach
to significant votes
To strengthen our approach in this area we are
exploring changing our sub-investment equity
manager investment guidelines to request:
•

that all votes for board directors are aligned
with the aim of having a minimum of 30%
female representation on corporate boards

•

sub-investment managers challenge the
re-election of boards that have shown
persistent inaction on climate change and/
or climate-related disclosures and vote
against the (re-)appointment of directors
that are not supportive towards aligning
their business with the climate transition
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Voting Exceptions
Mercer ISE’s objective is for its sub-investment managers to vote on all shares in which the Mercer
Funds invest, both domestic and international, with the following qualifications and exceptions:
•

Conflicts of interest: Mercer ISE assesses whether selected sub-investment managers have policies
and procedures that manage conflicts in relation to stewardship. Sub-investment managers are
required to report on any conflicts of interest and demonstrate that they have adhered to their
conflicts policy and reported any breaches.

•

Power of attorney (PoA) markets: there are some international markets where voting can only
be carried out by an individual actually attending the meeting. The rules on PoA vary by market,
apply for different periods of time and have various cost implications. Mercer ISE expects the subinvestment managers to have PoAs in place for larger markets but accepts that a cost/benefit view
can be taken on the smaller markets that employ this structure, meaning that there may be some
smaller markets where shares may not be voted.

•

Share-blocking markets: there are some markets that place regulatory barriers to voting, usually
in the form of limitations on trading of shares if a vote is enacted. Mercer ISE’s objective is to
vote in these markets but accepts that, on occasion, not all votes will be cast by sub-investment
managers.

•

Securities Lending: Mercer ISE operates a Securities Lending Program for the benefit of investors.
Securities lending is when securities are loaned to third parties in order to earn additional
investment returns. Mercer ISE’s securities lending program is managed and implemented by an
external Securities Lending Agent (SLA). The SLA has established processes to recall shares on loan
for voting purposes ahead of an AGM and Mercer ISE expects that this will not affect our objective
to vote on all shares.

•

Securities Lending Collateral: Mercer ISE’s stock lending program is a fully collateralised program,
managed and implemented by an external SLA. Mercer ISE’s custodian or a sub-custodian holds
collateral posted by borrowers in a segregated account. Mercer ISE would not expect to ever
take receipt of these securities, or vote on them. Collateral is therefore not governed by Mercer’s
Sustainability Policy.
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2020 Proxy Voting Highlights
Mercer undertakes an annual assessment of the listed
equity managers’ approaches to stewardship as described
in further detail under Principle 6. Our focus over 2020 has
been to introduce quality voting reports to assess managers
more closely and to take a more active approach to the most
sensitive votes in each region. For Mercer ISE this has meant
evaluating trends in voting across various themes, with a
particular focus on how sub-investment managers have voted
on shareholder proposals.
Below we provide 2020 Proxy voting highlights:
Table 19. Summary statistics

Figure 14. Regional breakdown of meetings

Total meetings voted

8,914

Total ballots voted

15,379

Total proposals voted

173,458

Number of countries voted

73

Votes FOR all proposals

77%

Votes AGAINST all proposals

13%

Abstentions

1%

Unvoted

4%

Other

5%

% votes AGAINST
management

15%

MENA

% votes WITH
management

85%

Oceania

Africa
Asia ex-Japan
Canada & United States
Europe
Japan
Latin America & Caribbean

0

AUM of funds

67.9bn EUR

Voted

Figure 15. Proposals by topic

SHP: Compensation
Other
Meeting
Administration
M&A
Compensation

600

SHP: Environment
SHP:
Governance
SHP: Misc
SHP: Social
Audit/Financials

Changes to
Company
Statutes
Capital
Management
Board Related

1200

Unvoted

1800
Mixed

2400

3000

Take no Action

UK Stewardship Code Report

51

Table 20. Votes against management

Figure 16. Votes against management according to topic

% votes AGAINST
management

15%

% votes in favour of
ENVIRONMENTAL
shareholder resolutions

60%

% votes in favour of SOCIAL
shareholder resolutions

67%

% votes in favour of
GOVERNANCE
shareholder resolutions

57%

% votes in favour of
COMPENSATION
shareholder resolutions

60%
0%

20%

40%

60%

With Management

80%

100%

Against Management

Table 21. Sample of significant votes relating to shareholder proposals over 2020
Issuer Name

Vote Category

Proposal Text

Manager votes

Issuer A

SHP: Environment

Presentation of Climate
Transition Plan

For - one manager

Issuer B

SHP: Compensation

Linking Executive Pay to
Sustainability and Diversity

For - three managers Against - one manager

Issuer C

SHP: Compensation

Median Gender and Racial Pay
Equity Report

For - two managers

Issuer D

SHP: Governance

Independent Chair

For - two managers Against - one manager

Issuer E

SHP: Governance

Independent Chair

For - five managers Against - one manager

Issuer F

SHP: Social

Establishment of Safety Review
Committee

For - one manager Against - two managers

Issuer G

SHP: Environment

Aligning GHG Reductions with
Paris Agreement

For - five managers Abstain - one manager

Issuer H

SHP: Social

Report on Sugar and Public
Health

For - two managers Against - four managers

Issuer I

SHP: Environment

GHG Reduction Targets

For - two managers Against - one manager
Abstain - one manager

Issuer J

SHP: Environment

Report on Single-Use Plastic
Shopping Bags

For - four managers

In order to provide more information on how Mercer ISE is exercising our proxy votes within our portfolios, we have enabled
a Proxy Voting Search site, where you can search for particular proxy votes over the prior six months. This is updated every
six months.
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Stewardship Beyond Listed Equities: Fixed Income, Private Equity, Private
Debt, Property, Infrastructure
As described under Principle 7, Mercer’s ESG ratings assess sub-investment managers’ approach to ESG integration and
stewardship. Sub-investment managers are monitored on their ESG rating annually and stewardship may be discussed as part
of this process.

The relevance of stewardship for non-listed equity asset classes
Below we lay out some of the key characteristics we expect to see from sub-investment managers
seeking to demonstrate leadership in stewardship across various asset classes.

Fixed Income
Leading fixed income managers tend to have an explicit focus on ESG factors within the investment
process and demonstrate a greater level of activity around engagement with issuers as well as
collaboration with other industry participants. More specifically, leading managers engage with
issuers in order to enhance their creditworthiness, such as engaging with companies on issues related
to corporate governance standards, human rights issues and environmental policies, consequently
demonstrating the benefits of engagement.

Private Equity & Private Debt
The nature of private equity investment is that funds typically have meaningful stakes in companies,
meaning that they have influence and/or outright control over management and significant
decision-making. Private equity funds are able to do this by concentrating ownership, unlike in listed
companies. As such, private equity owners will often have influence over and/or control of the board
of directors, and will seek to align management’s interest with their own and ensure that material ESG
issues are incorporated into the running of companies. This is a very active approach to governance.
For Private Debt stewardship remains incredibly important but we recognise there is typically less
control for private debt investors over a board of directors and therefore less ability to influence
companies.

Real Estate
Market leading managers demonstrate a ‘hands on’ approach to project management (to the extent
that their ownership positions permit) and proactively seek to address wider sustainability issues and
develop voluntary guidelines and industry initiatives to promote sustainable development. These
managers also demonstrate high levels of governance (transparency and accountability). Often
managers will have set asset-level sustainability plans and work with relevant stakeholders to achieve
these over time.

Infrastructure
Infrastructure managers that lead on stewardship use their influence to incorporate ESG
considerations both during the due diligence and asset management phases. Managers focused on
active ownership are typically actively involved in industry-wide collaborations (for example, UNPRI)
and may be involved in helping to develop voluntary guidelines and industry initiatives to promote
sustainable development. Leading managers will place significant emphasis on governance aspects
– through strong ownership positions, active engagement with management (including hiring, firing
and even getting involved directly) and working with other key stakeholders – as well as the social
aspects – through relationship/stakeholder management, working with local communities, health
and safety standards and employee engagement.
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Appendix
Sustainable Investment Policy Implementation summary
The table below describes how Mercer ISE will implement the commitments set out in its Sustainable Investment Policy across
the different asset classes.
Communication

All appointed investment managers are sent the Mercer Investment Solutions Europe Sustainable
Investment Policy.

Monitoring

• Manager ESG capabilities using Mercer’s ESG Ratings (all asset classes, where relevant).
• Portfolio holdings for ESG, climate change and sustainable development metrics (equities and
fixed income).
• Voting and engagement activity (equities only for voting, engagement across equities and fixed
income).
• Exclusions compliance and UN Global Compact breaches (equities and fixed income).

Engagement

• Request information on manager engagement activities and manager views on material ESG
issues including how these translate into investment analysis and portfolio construction (equities
and fixed income).
• Communicate with managers on areas of weakness or questions identified in the above
monitoring (equities and fixed income).
• In addition, Mercer will participate in collaborative industry initiatives. See Principles 4 and 10 for
a list of collaborative initiatives that Mercer supports.

Transparency

• Report to investors and the board on progress against the above commitments at least annually.
• Provide public disclosure on proxy voting
• Public disclosure of Mercer’s management of climate change risks and opportunities in line with
the recommendations of the TCFD.
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Further Information on Mercer’s ESG Ratings
The following chart illustrates the current state of ESG ratings distributions by asset class across over 4500+ strategies.
Approximately 19% of strategies achieve an ESG1 or ESG2 rating. Some asset classes such as infrastructure and property have a
higher proportion of highly rated ESG strategies than others such as fixed income or hedge funds.

Mercer’s ESG ratings distribution across Asset Classes1
All Asset classes
Equity
Passive Equity
Fixed Income
Infrastructure
Real Estate
Natural Resources
Private Equity
Private Debt
Hedge Funds
Multi-Asset
Other

0%

20%
ESG1

4,500 strategies rated
currently – ratings began in 2008
Over

1

40%
ESG2

60%
ESG3

80%

100%
ESG4

19% achieve
an ESG1 or ESG2 rating

Approximately

Source: Mercer. Notes: ESGp ratings for passive equity are applied at manager level and are not included in the total strategy count. ESG ratings on sub-advised
strategies are also excluded from the total to avoid double counting. All “Other” predominantly includes multi-asset strategies Analysis as at March 2020
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The figure below summarises Mercer’s view on the current state of ESG integration as reflected by Mercer’s ESG ratings across
mainstream strategies and the range of sustainability-themed investment strategies available.

ESG Integration and the Availability of Sustainability Themed Strategies by Asset Class
Manager Progress
on ESG Integration1

Availability of Sustainability
Themed Strategies2

•••••••

•••••••

Public Equity (Active)
Fixed Income
Real Estate
Private Equity and Debt
Infrastructure
Natural Resources3
Hedge Funds

• •
High

Medium/High

•

Medium/Low

•

Low

Source: Mercer. Note: Low: <5%; Low/Medium: 5–10%; Medium: 11–20%; Medium/High: 21–40%; High: >40% (As at December 2018).
1
Refers to the percent distribution of ESG1 and 2 rated strategies in GIMD, where available.
2
Refers to the percent distribution of sustainability themed strategies compared to mainstream by asset class – noting equities is a large universe so the low relative
number is not actually a low absolute number.
3
Conservative view - research updates in this asset class may result in a more favourable view than is currently held.
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