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A  B R O A D E R  P E R S P E C T I V E  – A N  A B I L I T Y  T O  S U S T A I N

C A P T U R E D  I N  F I N A N C I A L  S T A T E M E N T S ?

W h a t  i s  m i s s i n g  f r o m  c u r r e n t  f i n a n c e  /  i n v e s t m e n t  p r o c e s s e s ?  
H o w  m i g h t  t h e  f u t u r e  b e  d i f f e r e n t  t o  t h e  p a s t ?  

BOOK VALUE
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T H R E E  R E A S O N S  F O R  I N V E S T O R S

W H Y ?

RISK

RETURN

REPUTATION

R e s p o n s i b l e  i n ve s to r s  c o n s i d er  E S G  f a c t or s  i n  r i s k ,  r e t u r n  a n d  r e p u t a t i o n  
d e c i s i o ns  i n  t h e  b e l i e f  t h i s  a p p r o ach  w i l l  d e l i ve r  m o r e  s u s t a i n ab l e  o u t c om e s .   

• Respons ib le  Inves tment  (R I )  i s  an  approach  tha t  
i nc ludes  env i ronmenta l ,  soc ia l  &  co rpora te  
gove rnance (ESG)  f ac to rs  and  b roader  sys tem ic  
i ssues ,  e .g .  c l imate  change and  sus ta inab le  
deve lopment ,  a long  wi th  ac t i ve  ownersh ip  
(s tewardsh ip )  as  these  can  have  a  ma ter ia l  impac t  
on  f i nanc ia l  pe r formance.  

• The i r  i nc lus ion  i s  more  l i ke ly  to  lead  to  
sus ta inab le  inves tment  ou tcomes e .g .  a  g rea te r  
ab i l i t y  t o  sus ta in  pay ing  pens ions  in  t he  f u tu re .  

• We a lso  recogn ise  we  don ’ t  i nves t  i n  a  vacuum 
and eve ry  c l i en t  has  a  un ique se t  o f  s takeho lders  
and  o rgan isa t ion va lues  where  inves tment  
a l ignment  may be  requ i red .  
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D O E S  G O O D  I N V E S T M E N T  S T E W A R D S H I P  A D D  V A L U E ?

B R O A D  V S  E S G  E M E R G I N G  M A R K E T S  I N D E X  R E T U R N S

Source: MSCI : https://www.msci.com/documents/10199/c341baf6-e515-4015-af5e-c1d864cae53e
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H O W  T O  B E G I N ?

U N D E R S T A N D ,  P L A N ,  A P P L Y  

A P P L Y : ESG and climate change are part of every stage of investing.

1. Are ESG and climate change 

investment beliefs established?

2. Are ESG and climate change 

policies and governance in place?

3. Are processes aligned to a 

strategy? How are internal and 

external managers guided to 

follow ESG policy and process?

7. Are sustainability-themed ESG 

and climate change solutions part 

of investment strategy?

8. Is a robust and defensible 

screening framework in place? Is 

it monitored?

6. Is a clear approach to voting 

and engagement in place? 

5. Are climate change and ESG 

risks and opportunities integrated 

through the fund?

4. Are reporting and monitoring 

structures in place to ensure 

practices align with policy?

Beliefs Policy Process Portfolio

1 2 3 4
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M E R C E R ’ S  I N V E S T M E N T  B E L I E F S

At Mercer we have classified our beliefs according to the four areas shown in the 

diagram since 2014. The sustainability beliefs were updated in 2017 as follows: 

We believe a sustainable investment approach is more likely to create and preserve long-
term investment capital and more specifically that:

1. Environmental, Social and Corporate Governance (ESG) issues can have a material impact on 
long-term risk and return outcomes and these issues should be integrated into the investment 
process.

2. 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.

3. 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.  

4. Stewardship supports the realisation of long-term shareholder value by providing investors with 
an opportunity to enhance the value of companies and markets.
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R E S P O N S I B L E  O R  S U S T A I N A B L E  I N V E S T M E N T  

T H E R E  A R E  M U L T I P L E  A P P R O A C H E S  T O  C O N S I D E R  

W H E N  S E T T I N G  Y O U R  E S G  P O L I C Y

INTEGRATION

• Include material 
environmental, 
social, and 
governance (ESG) 
factors in 
investment 
decisions. 

INVESTMENT SCREENING

• Avoid negatives: 
e.g. controversial 
weapons, 
tobacco, coal  

• Include positives: 
‘best-in-class’.

STEWARDSHIP 

• Exercise active 
ownership / 
stewardship 
(voting and 
engagement).

• Allocate to 
sustainability 
themed demand 
areas as 
opportunities e.g. 
renewable energy, 
energy efficiency.

Objective: 

Broader perspective 
on risk / opportunity.

Objective: 

Company / market 
improvements.

Objective: 
Long-term growth + 
positive ‘impact’. 

Objective:

Mission / Values 
alignment.

Fiduciary Duty Expecta t ions
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M E R C E R ’ S  E S G  R A T I N G  C R I T E R I A

I D E A  
G E N E R A T I O N

P O R T F O L I O  
C O N S T R U C T I O N

I M P L E M E N T A T I O N

B U S I N E S S  
M A N A G E M E N T

V O T I N G  &  
E N G A G E M E N T

R E S O U R C E S  &  
I M P L E M E N T A T I O N

E S G  
I N T E G R A T I O N

F I R M W I D E  
C O M M I T M E N T

ACTIVE (all asset classes) PASSIVE (equities)

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

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

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

• Engagement and proxy voting 
activities (if applicable). 

• Investment horizon align with ability 
to effectively implement ESG views?

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

• Policy, process and prioritisation.
• Quality of engagements.

• Data analysis to enhance active 
ownership.

• Skill set of resources.
• Effectiveness of engagement 

outcomes.

• Collaborative initiatives and 
engagement with regulators and 
policymakers.
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P O T E N T I A L  F I N A N C I A L  I M P A C T S  M E A N  C O N S I D E R I N G  C L I M A T E  C H A N G E  I S  
I N C R E A S I N G L Y  S E E N  A S  A  C O R E  F I D U C I A R Y  D U T Y

C L I M A T E  C H A N G E  A S  A N  I N V E S T M E N T  I S S U E
D A M A G E S  &  R E T U R N  I M P L I C A T I O N S   

Physical damages

• Impacts of sea level rise, storms, 
wildfires

• Resource availability of water and 
food

Low-carbon energy 

transition 

• Policy changes to influence that 
transition

• Technology to enable that transition

Significant increases in GHG emissions are raising average temperatures and changing the Earth’s 
climate

1°C 2°C 3°C 4°C

Today - already 
driving some 

physical damages 

Not seen for 3 million 
years, with highly 

disruptive damages 
expected

Not seen for tens of 
millions of years, with 

severe damages 
expected

‘Safe’ range for 
humans, but with 

meaningful damages 
expectedIn
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S T E W A R D S H I P  F O R  E Q U I T Y  H O L D I N G S  

C R E A T I N G  A N D  P R E S E R V I N G  V A L U E

I N V ESTOR  V AL U E  C H AI N

MONITORING   

Stewardship Policies 
Simply ask to read the manager’s policy or Mercer could also complete a short assessment against the UK Stewardship Code 

principles

Voting and Engagement Activity
Simply ask to read the latest voting and engagement report or Mercer could also complete a short assessment on:

- Vote statistics / rationale for votes against management

- Engagement activity and rationale on different topics

YES 

NOX

VOTING       

ENGAGEMENT           

SHARES HAVE VOTING RIGHTS ON COMPANY AGM PROPOSALS 

For example on: executive remuneration, disclosure on financially material information e.g. carbon disclosures and 
low-carbon transition strategies.

COMMUNICATION WITH COMPANIES OR POLICYMAKERS 

For example, public or private communication by letter or meetings by individual shareholders or 
collectively on areas for improvement.

I N V E S T M E N T  
M AN AG E R S

A S S E T  
O W N E R S

COMPANIES

£
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N E W  S O L U T I O N S  – N E W  O P P O R T U N I T I E S  

I N V E S T M E N T  T H E M E S

HEALTH AND SOCIAL 
SERVICES 

Positive impacts for social 
development and poverty                         

or aging population 

ENERGY EFFICIENCY 

Storage plus power network, 
industry, building, and transport 

efficiency 

WASTE MANAGEMENT AND 
TECHNOLOGIES 

Recycling processing, 
hazardous and general waste 

management 

RENEWABLE AND ALTERNATIVE 
ENERGY

Solar, wind, wave, biofuels, and 
geothermal technology

POLLUTION 
CONTROL

Pollution control 
solutions and 

environmental testing 

WATER INFRASTRUCTURE 
AND TECHNOLOGIES 

Irrigation, storage, 
treatment, drainage and 

flood protection 

SUSTAINABLE CONSUMER 
GOODS 

Meeting shifting consumer 
demands in sourcing and 

technology 

RESPONSIBLE 
FINANCE 

Supporting role                           
for real                  

economy

£
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S C R E E N I N G  P O L I C Y

A L I G N I N G  V A L U E S  A N D  M A N A G I N G  R E P U T A T I O N A L  R I S K S

Adult entertainment: companies with >10% revenue from adult entertainment-related

business activities. 

Alcohol: companies with >10% revenue from alcohol-related business activities.

Controversial weapons/armaments: companies directly involved in the development and 

production (manufacture), sale or distribution of cluster munitions; anti-personnel mines; and 

biological, chemical and nuclear weapons. 

Fossil Fuels: companies with >20% revenue from the extraction of thermal coal and/or
tar sands oil.

Gambling: companies with >10% revenue from gambling-related business activities.

Tobacco: companies with >10% revenue from tobacco-related business activities.

Possible considerations for exposure exclusions :
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P O R T F O L I O  C O N S T R U C T I O N  A N D  I M P L E M E N T A T I O N

Total portfolio:

• Blend of core and thematic strategies creates flexibility that 
can be employed as a thematic or total global equity 
allocation

Core strategies: 

• Provide diversified factor, sector, and geographic exposures

Thematic strategies: 

• Concentrated mandates, focusing on quality growth
companies who specialise in providing solutions to the 
challenges of sustainability

ESG risk mitigation 

• All strategies are expected to meet a high standard on risk 
mitigation, as measured by:

– ESG integration (ESG1 or ESG2 only Mercer ratings)

THEMATIC 
C O R E
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W H A T  G E T S  M E A S U R E D  …  G E T S  M A N A G E D

MEASURING 

INVESTMENTS IN 

THEMATIC 

SOLUTIONS

TRACKING 

YOUR 

ESG RATINGS

MEASURING 

YOUR

CARBON 

FOOTPRINT

MONITORING 

PROXY VOTING

SETTING ENGAGEMENT 

PLANS AND 

OBJECTIVES
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T H E  R E S P O N S I B L E  I N V E S T M E N T  P A T H W A Y

Reactive
Defensive
Minimum standards
Compliance

Proactive
Leadership-based
Ambitious
Beyond compliance

Beliefs
ESG and 
climate 
change

Policy
ESG and 
climate 
change 

Processes
Strengthen 

through 
reporting

Portfolio
Allocate to 
ESG and 
climate 
change 

solutions

Policy 
Add 

reference to 
asset class
approaches

Beliefs
Review and 
strengthen 

Portfolio
ESG and 
climate 
change 

analytics

0–12 months 12–18 months 18 months–3 years 

Processes
on ESG and 

climate 
change 

established
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I M P O R T A N T  N O T I C E S

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

© 2019 Mercer LLC. All rights reserved. 

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

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

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

of the investment products, asset classes or capital markets discussed. Past performance does not guarantee future results. Mercer’s ratings do not constitute individualised investment advice. 

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no 

representations or warranties as to the accuracy of the information presented and takes no responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or inaccuracy 

in the data supplied by any third party.

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

managers, their affiliates, products or strategies that Mercer may evaluate or recommend.

For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer representative.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterestMercer 
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