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Momentum has built as the pandemic and other 
events have highlighted the potential for shocks to 
disrupt markets and society and raised awareness of 
all aspects of ESG.

With £2.3 trillion of assets, the UK’s occupational pension 
schemes have an important part to play in supporting 
the UK’s drive for net zero. The UK government also 
wants occupational pension schemes to play a greater 
role in monitoring social issues at companies such as 
diversity and inclusion, treatment of communities and 
working conditions.

Like the rest of the financial industry — and the wider  
world  — occupational pension schemes are playing 
catch-up but this is no easy task. The ESG landscape is 
constantly evolving and will continue to do so as more 
businesses and governments across the world embrace 
the need for us all to live more sustainably. 

Using data gathered from Mercer’s Responsible 
Investment Total Evaluation (RITE) analysis of more than 
650 UK occupational pension schemes and well in excess 
of a quarter of a billion in assets, we have produced what 
we believe is currently the largest assessment of its kind. 
The analysis breaks the ESG journey down based on the 
four steps of Mercer’s Sustainable Investment Pathway:

1
Beliefs

2
Policy

3
Process

4
Portfolio

Environmental, social and governance (ESG) issues have 
risen up the political and regulatory agendas rapidly.

Introduction

Our research shows that while some schemes are 
racing ahead, others don’t know where to start when 
faced with the complexity that surrounds ESG. This 
report highlights the actions schemes can take along 
the pathway to better ESG integration.

Trustees understand the importance of ESG but 
they cannot undertake this monumental challenge 
on their own. They need help from the wider industry, 
the government, regulators and investment advisers. 
Our report concludes by identifying actions from all 
stakeholders to support schemes as they set out on 
this vital journey.

of trustees believe ESG issues 
create risks and opportunities 
and can have a material impact 
on financial returns.

98% 



3

UK pension schemes’ ESG journey — Time for action

Mercer’s Responsible Investment 
Total Evaluation (RITE)
Mercer has developed RITE to help asset owners assess 
how well they are integrating ESG considerations into 
their overall investment decision making.

RITE assesses asset owners based on 75 data points 
across 21 categories. The data points consider the 
governance, monitoring and reporting of climate change 
risks and opportunities as well as many other ESG factors.

By scoring asset owners on a scale of A++ to C, 
RITE’s approach is easy to follow and cuts through 
the complexity that has built up around ESG. RITE 
demonstrates how asset owners rank against their peers 
and helps identify specific actions and activity, with 
progress monitored over time on an annual basis.

Insight. Intervention. Impact.

www.uk.mercer.com/rite

http://www.uk.mercer.com/what-we-do/wealth-and-investments/rite.html?utm_source=website&utm_medium=report&utm_campaign=RITE+launch
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Are ESG and climate change investment 
beliefs established?

Beliefs

•  Fewer than half of trustees have 
taken part in an ESG beliefs survey or 
workshop in the past three years. 

• Budget limitations may affect schemes’ 
ability to be proactive but resources do 
not always dictate actions.

• Trustee beliefs and parent company 
policies are increasingly interlinked but 
require engagement on both sides.

• All schemes should examine 
and update their beliefs in the  
next 12–18 months.

Highlights

DB

47%

B+

46%

B+

DC

B
RITE score summary
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Trustees should establish their beliefs as an essential first step towards better ESG integration 
and enable trustees to

Pinpoint the strength of views trustees have 
on different topics including stewardship, 
climate change, social factors and ESG 
impacts on risk and return.

Identify areas that trustees may need 
to examine more closely such as social 
impact and governance aspects of ESG.

Test diverse/strongly held individual 
beliefs and enable the group to arrive 
at a common view.

Consider how certain beliefs can, or 
should, be implemented within the 
asset portfolio.

Local Government Pension Schemes (LGPS) and trust-based university pension schemes are 
among the highest scorers. Both of these took an interest in sustainable investment before 
the rapid transformation of recent years. 

A London council’s pension scheme gave a 
higher priority to ESG matters after a change of 
administration in 2010. The scheme became more 
active on governance through annual general 
meeting votes and company engagement via the 
Local Authority Pension Fund Forum. Its initial focus 
was on the social aspects of ESG such as employee 
pay, working conditions and the ethics of businesses, 
such as payday loans.

The scheme then began to give greater weight to 
environmental matters and was an early mover 

among LGPS. In 2015 the scheme revised its 
investment plan to incorporate ESG and in 2018 the 
scheme agreed a policy to reduce its exposure to 
carbon-intensive equities.

The scheme has set a target year of 2050 to achieve 
net zero in its investment portfolio. Trustees 
considered matching the council’s ambition to achieve 
net zero by 2030 but decided that doing so was not 
realistic. The scheme has chosen to remain invested in 
some carbon-intensive equities such as oil companies 
and to engage rather than fully disinvesting.

Case study
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University schemes’ long-running interest in ESG has 
been driven partly by pressure from their informed 
membership of academics and administrators as well 
as students. In 2020, pressure from members and 
campaigners resulted in the Universities Superannuation 
Scheme (USS) deciding to end investments in coal, 
tobacco and some weapons companies. 

Schemes in the private sector may well find themselves 
exposed to similar stakeholder pressures as campaigners 
focus on individual sponsoring employers. Looking ahead 

and going beyond minimum regulatory requirements 
will likely mean that schemes are better placed to 
respond should such pressures build.

We believe that, in response, some private sector 
schemes will move to a consolidation model, for example 
a fiduciary or master trust solution that will afford the 
opportunity to exert greater influence. The Pensions 
Regulator, which wants smaller schemes to consolidate 
to enhance value for members, is likely to look on these 
decisions with approval. 

NB: Table excludes schemes who employ a fiduciary manager

Real estate

Industrials

Materials

Utilities

Energy

Consumer discretionary

Health care

Communication services

University

Information technology

Financials

Consumer staples

LGPS B+

B

B

B

C+

C+

C+

C+

C+

C+

C+

B

B

Trustees should establish their 
beliefs as an essential first step 
towards better ESG integration.
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Some schemes stand out, even in low-ranking 
sectors. We work with a company in the 
pharmaceuticals industry that has embraced 
all aspects of ESG since before the recent surge 
of interest. The sponsoring employer had a strong 
sustainability stance that prompted the trustees to 
implement significant exposure to ESG assets. This 
led to a strong score in the portfolio category but 
other areas were weaker. Mercer has carried out a 

beliefs survey and workshop and is working on new 
policies to enhance the trustees’ governance process 
and fully embed sustainability in the decision-making 
process. Mercer is also carrying out a stewardship 
review, as well as carbon footprint and scenario 
analysis that will enable the trustees to better engage 
with their asset managers and ensure alignment of 
their investment beliefs and the way their assets are 
invested. 

Case study

The attitudes of the trustees are important — and these 
are often heavily influenced by the parent company’s ESG 
policies and their sector. LGPS and university schemes are 
joined among the top scorers by communication services, 
information technology and financial services, which are 
relatively carbon-light industries. The bottom scorers 
are schemes connected to carbon-heavy sectors such as 
materials, utilities and energy. These results are likely to 
reflect the make-up of trustees, many of whom may be 
influenced by the sustainability principles of the scheme’s 
company sponsor.

Mercer’s analysis shows trustee beliefs and the policies 
of the employer are increasingly interlinked but often 
with tensions. Sometimes the employer’s goals are more 
established than those of the scheme, as boards seek to 
demonstrate their ESG credentials. We have also found 
instances of multinational companies headquartered 
overseas moving at a slower pace than some UK scheme 
trustees would like. The more closely aligned the scheme 
and the employer, the easier it is to take effective action.

Our assessment also shows resources do not always 
dictate actions. Some smaller and midsize schemes have 
made more progress in their ESG journey than larger 
ones, even if some of the implementation and monitoring 
responsibilities have been delegated to a third party, for 
example an asset manager.

The pace of change for ESG is rapid with the landscape 
constantly evolving. Regardless of sector, our view is that 
all schemes should review and update their ESG beliefs in 
the next 12-18 months and carry out periodic reviews on a 
regular basis thereafter.
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Things to think about

Have you recently carried out an 
ESG beliefs survey or workshop?

How aligned are the trustees’ 
beliefs with those of the sponsor?

Some smaller and 
midsize schemes have 
made more progress in 
their ESG journey than 
larger ones.
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Are ESG and climate change policies 
and governance in place?

Policy

• Few schemes have produced self-
standing ESG policy documents, with 
most relying on the policies published 
in the Statement of Investment 
Principles (SIP).

• The boards of sponsoring employers 
are increasingly examining their 
pension schemes as they adopt ESG 
practices but most schemes have not 
sought to align with the sustainability 
principles of the sponsor.

• More work is needed to manage 
potential conflicts of interest on ESG 
matters between schemes and other 
stakeholders.

HighlightsRITE score summary

DB

22%

C+

21%

C+

DC

C
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A large professional services firm had set 
demanding ESG targets including an ambition to 
achieve net zero by 2025. In its role as pension 
scheme sponsor, it also committed to making the 
scheme's investments more sustainable. Having 
completed RITE, the scheme’s trustees were able to 

identify a shortlist of interventions that helped them 
put policies in place to demonstrate beliefs to the 
sponsor and enabled a constructive conversation 
with the sponsor to make changes where needed. 
The scheme’s trustees said this insight was invaluable 
in preparing them for discussions with the sponsor.

Case study

Schemes have been required to include policies on ESG 
and stewardship in their SIPs since 2019. Mercer’s RITE 
assessment shows that few have gone beyond the first 
stage to review and enhance these policies and/or to 
produce a standalone ESG policy document.

We believe that doing so is an important step. SIP wording 
tends to be high level to avoid the need for regular 
updates, whereas a standalone ESG policy document can 
go into greater detail about ESG priorities. 

A standalone policy also underlines a scheme’s 
commitment and ambition, acting as the bedrock 
for action.

As sponsoring companies and pension schemes 
seek greater alignment on ESG, policies will become 
increasingly important. Sponsors’ boards are setting 
demanding corporate goals on subjects such as climate 
change and diversity and inclusion, often linking 
executive pay to these targets.

of schemes have a 
standalone policy related 
to climate change that is 
separate to the SIP.

of schemes seek to 
integrate ESG considerations 
in line with or beyond 
the sponsor’s policies.

of schemes have a 
standalone policy related to 
responsible investment, ESG, 
or sustainability themes that 
is separate to the SIP.

10% 6% 37%
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Things to think about

 Review, update and/or enhance the 
ESG policies in your SIP or prepare a 
separate investment beliefs document. 

 If you are considering moving to a 
fiduciary or master trust arrangement, 
check that your ESG goals are 
consistent with those of the provider.

A standalone policy 
also underlines a 
scheme’s commitment 
and ambition, acting 
as the bedrock 
for action.
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• Almost two-thirds of occupational 
pension schemes have adopted certain 
measures for integrating ESG into 
processes but others have work to do.

• On stewardship, some schemes are 
moving beyond regulatory requirements 
and engaging directly with companies 
in which they, or their investment 
managers, have invested.

• Most schemes do not carry out regular 
detailed assessments of their investment 
managers’ stewardship records.

• Take-up of carbon footprint and climate 
change scenario analysis is low. Work is 
needed to make these more accessible to 
the majority of pension schemes.

HighlightsRITE score summary

DB

38%

B

45%

B

DC

B

How do you ensure your asset managers are integrating 
ESG factors into their investment and stewardship processes?

Process
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Many schemes will be reliant on third parties, such as asset or fiduciary 
managers, to help implement their investment policies and invest the scheme’s 
assets.  Careful due diligence and ongoing monitoring of both investment 
processes and stewardship actions are critical to ensure the investment of the 
scheme assets is aligned with the trustees’ core beliefs and principles.

ESG integration

of schemes have processes to 
integrate ESG, climate and/or 
stewardship considerations into 
investment decision-making.

of schemes have proficient 
understanding of ESG and 
climate change risks and 
opportunities at trustee level.

of schemes identify/assess/
manage ESG-related and 
climate risks as part of the 
risk register.

64% 63% 65%
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At Mercer, we have been assessing asset managers’ skills and commitment 
to ESG integration and stewardship for many years. Mercer’s ESG ratings vary 
widely between asset managers, highlighting that some managers are yet 
to fully embed core ESG risk and opportunity factors into their investment 
processes. Are your asset managers delivering the best ESG integration and 
stewardship capabilities?

Stewardship

At Mercer, we have been 
assessing asset managers’ 
skills and commitment to ESG 
integration and stewardship for 
many years.

of trustees now actively 
challenge investment 
manager voting activity.

of schemes have been 
involved in a collaborative 
engagement in the 
past year.

of schemes have independently 
conducted detailed stewardship 
activities, including direct 
engagement and/or via 
collaborative initiatives.

10% 17% 6%
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For many schemes, stewardship is carried out on their 
behalf by investment managers, especially where asset 
owners utilise pooled funds. The Pensions Regulator is 
seeking a more active approach and will expect trustees 
to engage more with asset managers. The government 
also wants schemes to take a more active stewardship 
role and the independent Taskforce on Pension Scheme 
Voting Implementation has recommended that schemes 
should, as a minimum, give a clearer steer to asset 
managers about how their votes should be used. These 
pressures are likely to result in a greater onus on schemes 
to express views and on asset managers to take account 
of these views. 

Asset managers’ progress on ESG integration varies 
greatly. We work with schemes that are setting out their 
principles and pressing their asset managers harder as 
they take a more active stewardship role.  

of schemes conduct a stewardship 
assessment of investment managers 
at least annually.

35%
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We expect trustees' focus on climate analysis to 
increase as climate change disclosures, such as those 
of the Taskforce on Climate-related Financial Disclosures, 
are applied to almost all schemes, and trustees, with 
their corporate sponsors, seek to better understand the 
climate-related risk exposures of the scheme's assets.

Carbon intensity and climate change scenario analysis

of schemes monitor the carbon exposure 
of their investment for (select) assets (for 
example, carbon footprint, weighted average 
carbon intensity or absolute greenhouse 
gas emissions).

of schemes conduct climate 
change scenario analysis.

13% 8%
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Things to think about

 Review your asset manager’s 
approach to ESG integration and 
stewardship.  

 Consider carbon footprint analysis, 
understand how to set climate-
related targets and examine net 
zero commitments.

We expect trustees' 
focus on climate 
analysis to increase.
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DB

12%

C

36%

B

DC

C

Are climate change and ESG risks and opportunities 
integrated throughout the portfolio?

Portfolio

• Many DC schemes are failing to 
include meaningful allocations to ESG 
investments in their default strategy.

• Schemes are increasingly taking account 
of ESG when choosing an insurance 
partner in the buyout market.

• ESG has the potential to increase 
overall engagement among 
membership, especially for DC schemes.

HighlightsRITE score summary
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This is where intention turns into action and makes a difference to financial 
returns while addressing the climate emergency and other ESG issues. 

Only 38% of defined contribution (DC) schemes include 
an ESG fund in their default investment strategy. With 
more than 90% of DC members typically investing via 
the default route this leaves tens of billions of pounds in 
pension savings without explicit exposure to ESG funds. 
For the remaining DC members who self-select their 
funds, fewer than half of schemes offer the option of an 
ESG fund. Our analysis shows many schemes are taking 
steps to improve this outlook.

The picture is different for defined benefit (DB) schemes, 
most of which are invested heavily in bonds with currently 
fewer ESG options compared to equities. This is reflected 
in the relatively low participation by DB schemes in ESG 
funds, though there is now a greater focus on sustainable 
fixed income product development. 

of all schemes are 
actively seeking to 
introduce an ESG fund.

of DC schemes already include 
an ESG fund in their default 
strategy and 49% do so in 
their self-select fund range.

of DB schemes include 
an ESG fund.

21% 38% 17%
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Surveys have also shown that members pay more 
attention to climate change and other ESG issues than 
their own pensions. This creates an opportunity for 
increasing engagement. Membership surveys can support 
engagement and help members understand the scheme’s 
strategy but should not, in Mercer’s view, be presented as 
a consultation to influence actions.

Schemes should seek to take members with them and be 
transparent as they improve their ESG integration. Doing 
so will put schemes in a good position if, as expected, 
members become more active in considering how their 
contributions are invested.

Insurance companies that buy out pension schemes 
should also seek to better integrate ESG. Whereas the 
criteria for selecting a buyout partner were traditionally 
cost and scale, schemes and advisers are now considering 
whether the assets will be run according to ESG principles. 

of all schemes monitor member 
views and 8% of schemes 
incorporate member views into 
the investment strategy.

Note: For the purposes of this report an “ESG fund” is a fund that explicitly 
integrates ESG factors into investment decision-making and where ESG 
ratings are given significant weight in the investment strategy. Companies 
into which the fund may invest are included or excluded on ESG grounds. It 
should be noted that while many funds may claim to fall into this category, 
in this report the term only refers to those funds with explicit aims/
objectives that include ESG wording.

13%
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Things to think about

 Review and consider implementing 
exposure to ESG funds (if available and 
appropriate to scheme circumstances).

 Review your communication strategy 
to better engage with members on 
ESG issues.

Schemes should 
seek to take members 
with them and be 
transparent as 
they improve their 
ESG integration. 
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The UK government deserves credit for driving the 
transformation of attitudes towards ESG, but there 
is more it can do to help the industry play its part by 
continuing to encourage better transparency of ESG 
reporting by companies to help asset managers and 
trustees make informed investment decisions.

Though some schemes are on the path to better 
ESG integration, the industry in general is playing  
catch-up with rapid changes in regulation and many 
other pressures. 

RITE is providing clarity for schemes seeking to integrate 
ESG better. If schemes are to meet the requirements of 
the government and regulators, trustees need support, 
clarity and realism from their stakeholders.

Based on Mercer’s analysis and conversations with 
schemes and other stakeholders we have identified 
a series of actions to enable schemes to enhance 
their ESG integration. These actions will evolve as 
the landscape continues to shift.

Regulators have a duty to help support pension schemes 
to fulfil their regulatory requirements, particularly when 
considering climate-related governance and reporting. 
Climate disclosure as it stands is too demanding for 
smaller schemes. More detailed guidance on social and 
governance issues would also help schemes integrate 
these aspects of ESG.

Asset managers should play their part by providing 
the products, services and information required by 
schemes to fulfil their ESG goals, and in particular, 
to help support trustees with their net zero or low 
carbon transition ambitions.  

Advisers have a vital role to play in supporting 
pension schemes through ESG integration. Mercer is 
co-chair of the Investment Consultants Sustainability 
Working Group, which is working to achieve greater 
consistency on the part of consultants. This should reduce 
complexity for schemes and help regulators take a more 
pragmatic approach to reporting.

This report shows the size of the task that UK pension 
schemes face in embedding ESG principles. 

Conclusion
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Pension schemes should take steps to continue to 
integrate ESG into investment decision making and 
stay ahead of regulation that is expected to increase in 
the years to come. Important steps for schemes on the 
journey to ESG integration include:

• Engage with members transparently to take them 
with you on the journey. Members may become 
more interested in how their savings are used as 
ESG gains prominence.

• Work with sponsoring employers to seek to align 
policies on ESG. Whether the sponsor or the scheme 
is further ahead, ultimately all schemes and their 
companies should align around goals as ESG 
pressures continue to build.

• Seek to take a more active role in stewardship of 
assets. Regulators want this to happen and more 
asset managers are developing the means for 
schemes to vote on their preferences.

• Consider consolidation options if the complexity 
of integrating ESG is too burdensome. Many 
smaller schemes may ultimately decide on this 
course of action.

• Monitor asset managers and make the scheme’s 
priorities on ESG and stewardship clear. Consider 
changing asset managers if the incumbent is not 
taking an active approach to ESG.

• Make active decisions in favour of ESG funds in 
line with fiduciary duties.

Mercer’s RITE assessment shows 
that ESG has been transformed 
from a specialist branch of the 
investment world to become a 
fundamental driver of risks and 
returns. The entire pensions 
industry has a part to play in 
ensuring ESG is embedded 
in investment portfolios. The 
journey will not be easy but by 
cutting through complexity RITE 
can help guide asset owners 
to make the right choices.
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Contact us to arrange a RITE assessment to get the 
insight, interventions and impact for your scheme.

uk.mercer.com/RITE

Contact us
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This contains confidential and proprietary 
information of Mercer and is intended for the 
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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.

For the avoidance of doubt, this paper is not formal 
investment advice to allow any party to transact. 
Additional advice will be required in advance of 
entering into any contract.

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.

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 
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managers, their affiliates, products or strategies 
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For Mercer’s conflict of interest disclosures, 
contact your Mercer representative or see  
www.mercer.com/conflictsofinterest.

Issued in the United Kingdom by Mercer Limited 
which is authorised and regulated by the Financial 
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