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Introduction
This report has been drafted in-line with the 
requirements of the Occupational Pension 
Schemes (Climate Change Governance and 
Reporting) Regulations 2021. 

The Trustees of the Mercer Master Trust (the 
“Scheme”) support the recommendations of 
the Task Force on Climate-related Financial 
Disclosures (“TCFD”) as a framework to help 
manage and report on the actions being taken 
to identify climate-related financial risks and 
opportunities in the Scheme. 

This report aims to provide a better 
understanding of the climate-related financial 
risks and opportunities of the Scheme as a 
result of the investments made on behalf of 
members. This report also seeks to explain 
how we, the Trustees, have established and 
maintained oversight and processes to satisfy 
ourselves that the Scheme’s relevant climate-
related financial risks and opportunities are 
identified, assessed and managed appropriately 
by all stakeholders involved in the day-to-day 
management of the Scheme.

The Trustees believe that a sustainable 
investment approach is in the best interests of 
members and in particular that climate change 
poses a systemic risk. The Trustees’ Responsible 
Investment and Voting Policy1 covers our  
beliefs and policies in full. 

1 https://www.uk.mercer.com/content/dam/mercer/attachments/europe/uk/
uk-2021-mercer-responsible-investment-and-voting-policy-august-2021.pdf

2

https://www.uk.mercer.com/content/dam/mercer/attachments/europe/uk/uk-2021-mercer-responsible-investment-and-voting-policy-august-2021.pdf
https://www.uk.mercer.com/content/dam/mercer/attachments/europe/uk/uk-2021-mercer-responsible-investment-and-voting-policy-august-2021.pdf
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The scope of this report: key funds in focus
The BlackRock Institutional Sterling Liquidity fund 
is also part of the core default lifestyle investment 
strategy targeting drawdown as well as the 
alternative lifestyle investment strategies (targeting 
annuity purchase or cash). It is used within the 
Mercer Cash/Mercer Active Money Market, Mercer 
Cash Retirement, Mercer Defensive Retirement 
and Mercer Cautious Retirement funds which are 
available as self-select funds. In total, more than 
£100m of the Scheme’s assets are invested in the 
BlackRock Institutional Sterling Liquidity fund and 
as a result this fund is deemed to be a popular 
arrangement.

The Mercer Passive Overseas Equity fund is also 
considered as a popular arrangement given that 
more than £100m of the Scheme’s assets are 
invested here. This fund is available on a self-select 
basis only.

This report focuses on the core default investment 
strategy which includes two of the popular 
arrangements2 offered by the Scheme: the Mercer 
Growth fund and the Mercer Diversified Retirement 
fund. Approximately 72% of the Scheme’s assets 
are held within the Mercer Growth fund and 10% 
within the Mercer Diversified Retirement fund (see 
chart below). These two multi-asset funds form 
underlying components of the core default lifestyle 
investment strategy targeting drawdown.

The Mercer Growth fund is also used in the growth 
phase for the alternative lifestyle investment 
strategies that are used as default arrangements 
(targeting annuity purchase or cash) for different 
sections of the Scheme, but to a lesser extent. The 
Mercer Growth and Mercer Diversified Retirement 
funds are also available as self-select funds. 

Figure 1: Popular arrangements within the Scheme

The chart below illustrates the proportion of total Scheme assets that is made up by each popular 
arrangement.

Mercer Passive  
Overseas Equity Fund –  

3%
BlackRock Institutional 
Sterling Liquidity Fund – 3%

Mercer Diversified 
Retirement Fund – 10%

Mercer Growth Fund –

72%

Source: Investment Providers.

2 The guidance defines a popular arrangement as one in which £100m or more of the scheme’s assets are invested, or which accounts for 10% or more of 
the assets used for money purchase benefits (excluding assets which are solely attributable to Additional Voluntary Contributions).
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Whilst this is discussed in greater detail within this report, the Trustees wish to highlight the multi-asset 
funds’ progress against their formal target, which is a key output of this report. The target is to reduce 
portfolio relative carbon emissions of the multi-asset funds (measured by WACI) by at least 45% from 
2019 baseline levels by 2030. Progress is provided in the table below.

WACI  
(tCO2e/$m revenue)

Baseline 
31 December 2019

Current 
31 December 2021

Change

Mercer Growth Fund 305 281 -7.8%

Mercer Diversified Retirement Fund 254 222 -12.7%

Source: Mercer, based on MSCI ESG Data. Calculated figures are rebased for representative full coverage. Figures represent Scope 1 and 2 carbon 
equivalent emissions (tCO2e), normalised by $1m revenue.

The TCFD Framework
The Financial Stability Board, an international body established by the G20 that monitors and makes 
recommendations about the global financial system, created the TCFD in 2017. The purpose of the TCFD was 
to develop recommendations for more effective climate-related disclosures that could in turn be used to, in 
part, to promote more informed investment decisions. 

The TCFD recommendations are categorised under four thematic areas of governance, strategy, risk 
management, metrics and targets.

Figure 2: The TCFD Framework

Governance 

The organisation’s governance around 
climate-related risks and opportunities.

Strategy 

The actual and potential impacts of  
climate-related risks and opportunities  
on the organisation’s business strategies, 
and financial planning.

Risk Management 

The processes used by the organisation 
to identify, assess, and manage climate-
related risks.

Metrics and Targets 

The metrics and targets used to assess  
and manage relevant climate-related risks 
and opportunities.

Governance 

Strategy 

Risk 
Management 

Metrics and 
Targets 
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Climate Change
According to Intergovernmental Panel on Climate Change (the “IPCC”) human activities were estimated  
to have caused over 1.0°C of global warming above pre-industrial levels by 2017. Between the years 2006 
and 2015, the observed global mean surface temperature was 0.87°C higher than the average over the  
1850-1990 period. 

Figure 3: Global Temperature Anomaly chart (°C compared to 1951-1980 average)

Source: NASA
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The overwhelming scientific consensus is that the climatic changes observed above are primarily the result 
of human activities including electricity and heat production, agriculture and land use change, industry,  
and transport.

It is widely expected that further warming of the planet will lead to damaging economic and social 
consequences. Climate-related risks now dominate the concerns of business and government leaders in 
terms of their likelihood and impact, as reported in the World Economic Forum’s (“WEF”) Global Risks  
Report – see Figure 4 below. 

To mitigate the worst economic impacts of climate change, there must be a large, swift, and globally co-
ordinated policy response. The signatories to the 2015 Paris Agreement are committed to keeping the mean 
global surface temperature increase to well below 2°C above pre-industrial levels and to pursue efforts to 
limit the temperature increase to 1.5°C. 

Figure 4: Top Medium-Term Global Risks from the WEF Global Risks Report 2022

Source: World Economic Forum Global Risks Report 2022

Trustees’ climate-related beliefs and policies
The Trustees believe that climate change poses a systemic risk and, as long-term investors, we should 
consider the potential financial impacts of both the associated transition to a low-carbon economy and the 
physical impacts of different climate outcomes.

We believe asset owners have an important role to play in influencing the organisations through which they 
invest (such as asset managers) and companies in which they ultimately invest. 

The assessment of climate-related financial risks and opportunities and, importantly, Environmental, Social 
and Governance (“ESG”) issues more widely, is fully embedded in the Trustees’ investment decision making 
framework and this will continue to evolve. 

Top Medium-Term Global Risks
Over the next 2-5 years

Climate action 
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Cybersecurity  
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Geoeconomic 
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loss
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Governance
The Trustees recognise that climate-related risks can be financially material and 
should therefore be considered as part of their fiduciary duty to Scheme members.

Trustees’ oversight of climate 
change-related risks and 
opportunities
The Trustees maintain ultimate responsibility for 
ensuring effective governance of climate-related 
risks and opportunities. The Trustees publish a 
Statement of Investment Principles (“SIP”), which 
details the key beliefs, risks and approach to ESG 
integration (including climate change). This is 
reviewed on an annual basis or more frequently 
as required. Section 2 of the SIP also details the 
responsibilities of the additional parties who 
support the Trustees. 

The Trustees have developed a standalone 
Responsible Investment and Voting Policy. This 
policy sets out the investment beliefs of the 
Trustees, including climate change specific beliefs 
along with engagement priorities and details 
of monitoring activities that the Trustees will 
undertake. This policy is reviewed as required,  
but at least annually.

The Trustees’ overall investment beliefs on 
sustainability are:

1. ESG factors can have a material impact on  
long-term risk and return outcomes and  
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, as 
investors, we 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 (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, the Trustees believe that a 
sustainable investment approach that considers 
these risks and opportunities is in the best interest 
of members. The Trustees’ responsible investment 
beliefs are aligned to the investment beliefs of 
Mercer, as the Scheme’s founder.

The Trustees take independent investment advice to 
help assess climate risks and opportunities and look 
to ensure that such considerations are integrated 
into a coherent investment strategy that supports 
the Scheme’s ability to provide good outcomes for 
members in retirement.

The Trustees meet as a full board at least four 
times a year (and more frequently, as deemed 
required) to discuss investment matters. Investment 
performance and risk management are reviewed, 
of which climate-related risks form part. Climate-
related metrics are incorporated into this quarterly 
monitoring process.

The Trustees also undertake regular training 
around ESG topics to ensure their understanding 
and knowledge are up to date with regulatory 
requirements and evolving market developments 
and practice. The Trustees received training on 
TCFD requirements and climate change scenario 
modelling at their September and December 2021 
investment meetings and on TCFD metrics at a 
dedicated session in February 2022.

The Trustees produce an implementation statement 
on an annual basis which summarises the voting 
and engagement activity carried out by investment 
managers on their behalf. Climate change is one of 
the Trustees’ engagement priorities – as detailed in 
the Responsible Investment and Voting Policy. 
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The role of the Trustees’ advisers 
on Scheme governance activities
The Trustees have appointed Mercer as their investment 
adviser. The investment adviser joins the Trustees’ 
quarterly meetings and reviews the information provided 
in the quarterly investment reports. These reports include 
carbon metrics for funds, where available, and details 
of the investment performance and ESG ratings of the 
underlying investment managers. The investment adviser 
also presents the annual strategy review for the Trustees’ 
consideration and approval, and this strategy review 
incorporates climate considerations.

The day-to-day management of the investments is 
delegated to Mercer Global Investments Europe Limited 
and Mercer Limited (together the “Delegated Investment 
Manager”) for Mercer funds, and delegated to external 
professional investment managers (collectively the 
“Investment Managers”). The day-to-day investment 
activities (including the selection, retention and 
realisation of investments) are delegated to specialist 
external investment managers. These investment 
managers are expected to have consistent processes in 
place to incorporate the assessment of ESG risks and 
opportunities (including climate change) in their security 
selection and portfolio construction. The Delegated 
Investment Manager uses Mercer’s proprietary ESG-rating 
system of investment managers to identify and rate 
those which meet these requirements. The Delegated 
Investment Manager engages with specialist external 
investment managers where they are perceived to be 
lagging behind peers for ESG integration and or voting 
behaviour and disclosures. 

Mercer Workplace Savings (“MWS”) provides investment 
governance services in relation to the arrangements 
with the investment managers and with Scottish Widows 
Limited and Aviva Life & Pensions UK Limited who provide 
the administration services. The Scheme also benefits 
from the oversight of the MWS Investment Governance 
Committee (the “MWS IGC”). The MWS IGC is made up of 
senior individuals within Mercer’s investments business. 
The MWS IGC meets at least quarterly and is responsible 
for ensuring that the investment arrangement is suitable 
and that it reflects Mercer’s best ideas, including research 
from Mercer’s dedicated sustainable investment team.

8
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The Trustees’ process for ensuring those advising or assisting 
the Trustees take adequate steps to identify and assess any 
climate-related risks and opportunities 
The Delegated Investment Manager has been 
appointed based on their credentials which in  
part include the integration of sustainability at  
the strategic asset allocation and manager  
selection level. 

The Trustees monitor the investment managers 
on a regular and ongoing basis. This includes 
Mercer’s ESG ratings which are the assessment 
of how well each underlying investment manager 
embeds ESG considerations and active ownership 
into their investment processes. Regular reporting 
also includes details of carbon metrics for funds 
where available, and the expectation is that this 
data will be made available for more funds  
over time.

During their annual investment strategy review, 
the Trustees consider the potential impact of 
different climate change scenarios on expected 
fund performance. The review also considers the 
effect of any proposed strategic asset allocation 
changes. The Trustees expect investment 
managers and the investment adviser to make 
available scenario analysis and metrics & targets 
as required by TCFD. 

The Trustees receive voting and engagement 
data on the funds used within the Scheme 
on an annual basis, including information on 
significant voting. In particular the Trustees look 
for details on engagements that are aligned with 
their engagement priorities, including climate 
change. The Trustees expect that there will be 
greater transparency on voting and engagement 
information moving forward.

The Scheme's annual ESG report is considered by 
the Trustees. This report assesses, amongst other 
things, the change in fund’s carbon metrics and 
investment managers’ ESG ratings over the period. 
It also considers these carbon metrics and ESG 
ratings against suitable benchmarks or peers.
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Risk Management
Given the long-dated nature of the Scheme’s investments and the timeframe in 
which climate risks could materialise, a total portfolio approach to risk management 
covering all sectors and all relevant asset classes has been taken and this applies to all 
of the Scheme’s investment arrangements, including the lifestyle strategies and the 
wider fund range.

The Trustees’ process for 
identifying and assessing 
climate-related risks
When considering climate-related risks, 
the Trustees consider the four principles 
of interconnections, temporal orientation 
(timeframe), proportionality and consistency. 

Climate-related risks are identified both from 
a bottom up and a top down perspective. 
Scenario analysis, such as that discussed in 
the “Strategy” section of this report, allows the 
Trustees to identify which asset classes are 
most exposed to climate-related risks. This 
scenario analysis is considered annually as  
part of the investment strategy review. 

From a bottom up perspective the weighted 
average carbon intensity (“WACI”) metrics for 
funds within the Scheme are provided where 
available. These carbon metrics are included  
in quarterly investment performance reporting. 
For the multi-asset funds, forward-looking 
climate-related metrics (such as Implied 
Temperature Rise) are provided annually. This 
allows the Trustees to identify the key sources 
of company / geographic / sector level risks. 

These processes are now in place and the 
Trustees will continue to review these and will 
report on their progress in the following years.
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The Trustees’ process for 
managing climate-related 
risks
The risks identified from a top down perspective 
are managed through the setting of the strategic 
asset allocation of the multi-asset funds, as detailed 
in the “Strategy” section of this report. In addition 
to strategic asset allocation, the Trustees consider 
other mechanisms for managing climate-related 
risks, in particular those identified from a bottom  
up perspective. This is seen as particularly important 
for single asset class funds and those asset classes 
which contribute the highest financed emissions  
but have sound investment rationale for inclusion 
within the multi-asset funds as detailed in the 
“Strategy” section of this report (Global Listed 
Infrastructure Equity, Low Volatility Equity and 
Emerging Market Equity).

• Manager selection. Investment managers are 
expected to have consistent processes in place 
to incorporate the assessment of ESG risks and 
opportunities (including climate change) in their 
security selection and portfolio construction. 
This is assessed via Mercer’s proprietary ESG 
ratings, details of which are included in quarterly 
investment performance reports and the annual 
ESG report. The Delegated Investment Manager 
engages with investment manager(s) on behalf 
of the Trustees to strongly encourage the 
improvement in policies and practices, and can 
ultimately replace the manager, if required.

• Stewardship. Investment managers are 
expected to use active ownership to protect 
long-term shareholder value. As above, the 
quarterly performance reporting and annual 
ESG report include details of the managers’ 
ESG ratings which consider their stewardship 
practices. Climate change is also one of the 
Trustees’ engagement priorities with voting and 
engagement data and activity considered as part 
of the annual ESG report and the implementation 
statement. The Delegated Investment Manager 
engages with investment manager(s) on behalf 

of the Trustees to strongly encourage the 
improvement in policies and practices, and can 
ultimately replace the manager, if required. 
Further detail on the engagement activities of the 
Trustees and investment managers are detailed 
within the implementation statement. 

• Index selection. Where funds are managed on a 
passive basis it is possible to track indices which 
weight holdings based on an ESG score, which 
includes consideration of how companies are 
managing climate change risks. Several of the 
asset classes within the multi-asset funds (global 
high yield, emerging market debt and sustainable 
equity) use such indices. 

• Exclusions. Where necessary the Trustees will 
consider the exclusion of companies based on 
their contribution to carbon emissions. Exclusions 
of this nature do not currently apply broadly 
across the Scheme but this will be reviewed on a 
regular basis.

How the Trustees’ processes 
are integrated into the 
Scheme’s overall risk 
management
Climate-related risks and other investment risks 
are considered as very important by the Trustees. 
Climate change and other ESG risks are included as 
material risks within the Statement of Investment 
Principles and the Trustees’ risk register. The risk 
register is used to identify, prioritise, manage and 
monitor risks the Scheme is exposed to. Likelihood 
and materiality scores are provided against all 
risks to ensure proportional and appropriate 
prioritisation and management, 

In the above sections we have described how 
climate-related risks are incorporated into the 
investment decision making processes of the 
Trustees, including investment strategy and 
manager selection. We have also described how 
these are monitored regularly through both 
quarterly and annual reporting. 



Mercer Master Trust TCFD Statement 12

Strategy
The Trustees undertake an annual strategy review, including a review of the strategic 
asset allocation of the multi-asset funds used within the default investment  
strategies - particularly the Mercer Growth and Mercer Diversified Retirement funds. 

Climate change scenario analysis is used to support strategic asset allocation decisions 
by testing the resilience of the multi-asset funds under multiple potential future 
outcomes. The Trustees are aware of the limitations associated with any modelling and 
more detail is provided in the “Technical Notes” section of this report.

Time periods which the Trustees have determined should 
comprise the short, medium and long term:
The time horizons identified by the Trustees for the purposes of the scenario analysis are detailed below. 
These are in line with the likely time horizons over which a member’s benefits will be invested to and 
through retirement. 

Short term Medium term Long term

10 years 

(Representative of  
a member approaching  

retirement age)

25 years 

(Representative of  
a member in the  
mid-career stage)

40+ years 

(Representative of  
a member currently in  
the ‘early career’ stage)
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Climate-related risks and opportunities the Trustees have 
identified over the short, medium and long term 
The Trustees recognise that the risks and opportunities arising from climate change are diverse and 
continuously evolving. This is demonstrated well in Figure 5 which was taken from the Final Report  
issued by the TCFD. 

Figure 5: TCFD, Climate-Related Risks, Opportunities, and Financial Impact

Transition Risks
Opportunities

Physical Risks

Policy and Legal

Technology

Risks Opportunities

Strategic Planning  
Risk Management

Financial Impact

Market

Acute

Revenues Income  
Statement

Cash Flow 
Statement

Balance 
Sheet

Assets & Liabilities

Reputation

Chronic

Expenditures Capital & Financing

Resource Efficiency

Energy Source

Products/Services

Markets

Resilience

Source: Final Report, Recommendations of the Task force on Climate-related Financial Disclosures (June 2017)

Climate change presents risks over the short, 
medium and long term, which the multi-asset fund 
strategies aim to better understand and mitigate 
where possible. 

Over the short term, risks may present themselves 
through rapid market re-pricing relating to climate 
transition as:

• Scenario pathways become clearer. For  
example, the likelihood of a sub-2°C scenario 
occurring becoming higher and driving greater 
transition risk.

• Market awareness grows. For example, the 
implications of the physical impacts of climate 
change become clearer to markets and are 
reflected in asset valuations.

• If policy changes unexpectedly surprise markets. 
For example, if a carbon price or a significant 
regulatory requirement is introduced across key 
markets to which the portfolio is exposed, at a 
sufficiently high price to impact behaviour.

• Perceived or real increased pricing of greenhouse 
gas emissions/carbon.
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• Substitution of existing products and services  
with lower emission alternatives. 

• Litigation risk relating to dangerous warming 
becoming more prevalent.

• Increases in the energy/heat efficiency of 
buildings and infrastructure.

• Investments in transition-aligned strategies 
may provide the Scheme a partial hedge against 
climate transition risks, such as policy risk (risks 
related to changes in the regulatory frameworks), 
legal risks, technology risks, market risks and 
reputational risks.

The ability of the Trustees to consider these short-
term changes can position the funds favourably, 
for example by aligning investments to the climate 
transition by avoiding and reducing investment in 
high-emitting carbon sensitive businesses that do 
not have a business plan that supports the transition 
to a low carbon economy. 

Over the medium term, risks associated with the 
transition to a low carbon economy are still likely 
to dominate relative to the physical impacts of 
climate change. These include the development 
of technology and low carbon solutions. Policy 
and regulation are also likely to play a key role at 
the international, national, and subnational level. 
Technology and policy changes are likely to produce 
winners and losers both between and within sectors. 
Advancement of the transition is likely to crystallise 
stranded asset risks over the medium term. The 
ability of the Trustees and investments managers to 
understand these changes may position the funds 
favourably, for example by increasing investments 
in new emerging technologies. The Trustees seek 
to select managers and indices that can identify 
potential emergence of low carbon opportunities 
and the decline of some traditional sectors. 

Over the long term, physical risks are expected  
to come to the fore. This includes the impact of 
natural catastrophes leading to physical damages 
through extreme weather events. Availability of 
resources is expected to become more important 
if changes in weather patterns (e.g. temperature 
or precipitation) affect the availability of natural 
resources such as water. The Trustees’ and 

investment managers’ ability to understand these 
changes may position the funds favourably in  
the future, for example increasing investments in 
infrastructure projects that display a high level of 
climate resilience. A changing climate may directly 
impact the viability of some assets or business 
models (for example, flood risk for real estate and 
the availability and cost of insurance). 

The impact of these climate-
related risks and opportunities 
on the Scheme’s investment 
strategy
The Trustees acknowledge the wider social and 
economic risks posed by climate change, and 
its greatest impact to the Scheme is through 
investment risk. Member outcomes rely on 
investment returns which are directly related to 
the value of the underlying assets. The value of 
these underlying assets are increasingly impacted 
by climate-related risks and opportunities, as 
highlighted above. 

The strategic asset allocation of the multi-asset 
funds is well-diversified across asset classes, 
sectors and geographies in order to manage risks, 
including climate-related risks. Equally the Trustees 
believe that there are climate-related opportunities, 
and these are also accounted for in the strategic 
asset allocation. Importantly, this does not 
necessarily mean the exclusion of all highly emitting 
investments. 

The greatest emission contributions in the multi-
asset funds arise from the following asset classes: 
Global Listed Infrastructure Equity, Low Volatility 
Equity and Emerging Market Equity (Mercer Growth 
fund only). Whilst these asset classes contribute the 
highest emissions at present within the multi-asset 
funds, there is still an investment case for including 
these within the strategic asset allocation at present 
as they provide additional diversification benefits 
and inflation protection.

The Trustees consider mechanisms other than 
investment strategy to manage climate risks 
where necessary, these are detailed in the “Risk 
Management” section of this report.
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The potential impacts on, and 
resilience of, the Scheme’s 
investment strategy, taking 
into consideration different 
climate related scenarios, 
including a 2°C or lower 
scenario
The chosen scenarios help the Trustees understand 
the resilience of the Scheme’s investment strategy 
to different potential warming pathways covering 
eventual temperature increases over different 
timeframes. While a lower warming pathway (sub-
2°C scenario) is one which governments, businesses 
and society should aim for, there is a possibility that 
a failure to reduce greenhouse gas emissions quickly 
enough could set off irreversible feedback loops that 
significantly warms the planet (4°C scenario). 

Please note, climate-related scenario analysis is 
an ever evolving space and as such the scenarios 
modelled may be subject to review in future periods.

Climate change scenario analysis has been 
undertaken on the strategic asset allocation of the 
Mercer Growth fund and the Mercer Diversified 
Retirement fund to assess the potential implications 
under three different scenarios. The climate change 
scenario analysis is based on the strategic asset 
allocation of each fund as at 31 December 2021 
and uses asset class assumptions rather than being 
based on fund holding data as is the case with the 
reported metrics. The long-term nature of the  
climate change scenario analysis is better matched 
with the time horizon of the return assumptions  
used to set the strategic asset allocation, as opposed 
to the dynamic asset allocation overlay.

Climate change scenario analysis will be considered 
as part of the annual investment strategy review 
within which the strategic asset allocation of the 
multi-asset funds is reviewed. Currently climate 
scenario modelling is provided for the individual 
funds from the default lifestyle strategy but the 
Trustees will look to add analysis of the lifestyle 
strategy glidepaths in future reports as modelling 
capabilities evolve. 

15
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Scenarios examined in this report:
• 2°C – a low carbon economy transformation most closely aligned with both successful implementation of 

the Paris Agreement’s ambitions and the greatest chance of lessening physical damages.

• 3°C – some climate action but a failure both to meet the Paris Agreement 2°C objective and meaningfully 
alleviate anticipated physical damages.

• 4°C – reflecting a fragmented policy pathway where current commitments are not implemented and there 
is a serious failure to alleviate anticipated physical damages.

The temperatures above represent the eventual temperature increase within the relevant time horizon. 
The projected impact of these scenarios on the investment returns of the multi-asset funds can be seen in 
Figures 6 & 7 below. The results of the scenarios provide the Trustees with an indication of how resilient the 
investment strategy may be in different climate change outcomes. As mentioned above, the Trustees will be 
looking to consider the impact of scenarios on the full glidepath of the lifestyle strategies in future reports. 

Under a 2°C scenario to 2030 and 2050, the analysis shows that a low “carbon transition premium” is present 
with both multi-asset funds expected to benefit. The results also emphasise the negative impact on fund 
performance of “physical damages risks” under the 3°C and 4°C scenario and why a well below 2°C scenario 
is most beneficial. Figure 8 shows analysis for single asset classes relevant for the components of the  
multi-asset funds and the Scheme’s two other popular arrangements.

Figure 6: Scenario analysis - Mercer Growth Fund, p.a. impact on return

Scenario 2030 2050 2100

2°C 0.28% 0.04% -0.06%

3°C -0.02% -0.10% -0.15%

4°C -0.09% -0.18% -0.27%

Figure 7: Scenario analysis - Mercer Diversified Retirement Fund, p.a. impact on return

Scenario 2030 2050 2100

2°C 0.19% 0.06% 0.00%

3°C 0.01% 0.00% -0.03%

4°C -0.03% -0.06% -0.08%

<-20 bps p.a. -20 bps p.a. -10 bps p.a. +10 bps p.a.0 >+10 bps p.a.

Source: Mercer calculations.
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Asset class resilience:
We can look at the resilience of different asset classes under the different scenarios, as shown in  
Figure 8 below. The Mercer Passive Overseas Equity fund is represented as “Global Equity” in Figure 8 and 
the BlackRock Institutional Sterling Liquidity fund would be represented as “Cash”. Please note, the numbers 
in Figure 8 below are not influenced by the actual allocation levels in any particular fund, they are the 
performance impact on the individual asset class itself. 

It is noted that there are limitations to modelling for certain asset classes. For example fixed income is 
less sensitive to the climate risks partly due to the overall characteristics of the asset class but also due to 
modelling limitations. This is a fast evolving space and improvements are expected to be made to address 
such limitations.

Notably you can see that in a 2°C scenario the “low carbon transition premium” within the multi-asset 
funds occurs as a result of positive performance in sustainable equities and infrastructure. The positive 
contribution from sustainable equities as an asset class is because of greater exposure to opportunities in 
mitigation and adaptation solutions. Within infrastructure equities our expectation is that more stringent 
climate change policy would require significant infrastructure investment providing opportunities within this 
asset class. 

Figure 8: Scenario analysis: asset class performance to 2030
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In 2021 mean temperatures 
were 1.2°C above pre-industrial 
averages. The Climate Action 
Tracker, as per Figure 9, 
estimates that the mean 
temperature increases by 2100 
range between 1.8°C and 2.7°C 
above pre-industrial levels, 
dependent on different emission 
pathways. It is projected that 
mean temperatures will rise  
by 2.7°C above pre-industrial 
levels by 2100 taking into  
account current real world 
action based on current 
policies globally. As previously 
mentioned, the Paris Agreement 
aims to keep mean temperature 
rises to well below 2°C.

Source: Climate Action Tracker, https://climateactiontracker.org/global/cat-thermometer. NDC are nationally determined contributions and LTS refers to 
long-term strategies.

Climate stress testing:
In reality, sudden changes in return impacts are more likely than neat, annual averages. Stress testing  
allows us to look at the impact of sudden changes in scenario probabilities, market awareness, and  
physical damage.

The first stress test we consider is a scenario in which there is a sudden shift in expectations from a c. 3°C 
to a 2°C scenario. For example, a carbon price is introduced across key markets (to which the funds are 
exposed) at a sufficiently high price to impact behaviour. Within the multi-asset funds the largest positive 
impacts are found for sustainable global equities and infrastructure (particularly sustainable infrastructure) 
primarily due to expected exposure to renewable assets. 

The second stress test considers a scenario where there is a sudden shift in view towards a 4°C scenario. 
Within the multi-asset funds the largest negative impacts are for real assets (in particular infrastructure) and 
equity exposed to quadrupling of physical risks as compared with today (e.g. emerging market equities). 

Figure 10: Climate stress testing, impact on return representative of a single point in time (over less 
than one year)

Mercer Growth Fund Mercer Diversified Retirement Fund

Shift from 3°C to 2°C scenario +2.0% +1.6%

Shift to 4°C scenario -3.5% -1.3%

Figure 9: Climate Action Tracker

https://climateactiontracker.org/global/cat-thermometer
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Metrics and Targets
The key metrics and targets used to assess climate-related 
risks and opportunities:
This report presents carbon data for the Scheme’s 
multi-asset popular arrangements (the Mercer 
Growth Fund and Mercer Diversified Retirement 
Fund) based on the actual asset allocation as at  
31 December 2021. 

Due to practical data availability, the figures quoted 
in the report assume that companies not covered 
by the analysis are represented within the range of 
companies that have been covered in the analysis 
– the ‘pro-rata’ approach (i.e. it is not assumed that 
companies not covered have emissions of zero) in 
line with statutory guidance. 

The Trustees recognise that the availability  
of accurate data for some asset classes is an 
industry-wide issue and will look to encourage 
underlying managers, and the underlying 
companies in which they invest, to improve  
their climate (and carbon) reporting as quickly  
as possible. 

The Trustees have agreed to report on the  
following four metrics:

• Absolute emissions – represents each  
company’s reported or estimated greenhouse  
gas emissions, where available (includes scope 
1 and scope 2 emissions). At a fund level it 
represents the total greenhouse gas emissions 
attributable to the fund. Scope 1 emissions are 
those from sources owned or controlled by the 
company (e.g. direct combustion of fuel from 
vehicles) while Scope 2 emissions are those 
caused by the generation of energy purchased  
by the company.

The Trustees will continue to work with the 
Delegated Investment Manager to obtain  
scope 3 data.

• Carbon footprint – measures the carbon 
emissions (in metrics tons) per million £ sterling 
invested. This is the TCFD’s recommended metric 
for measuring carbon emission intensity. 
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• Weighted Average Carbon Intensity (“WACI”) 
– this is an alternative carbon emission intensity 
metric and measures the carbon emissions (in 
metric tons) generated per million US dollars of 
revenue generated. For sovereign assets, this is 
normalised by Gross Domestic Product (“GDP”) 
rather than revenue. It is currently common  
for this to be reported in US dollars irrelevant  
of domicile. 

• Implied Temperature Rise – analyses the 
warming scenario that the investment is aligned 
with. As a reminder, the 2015 Paris Agreement 
was to keep global temperature rises to below 
2°C above pre-industrial levels.

The Trustees are following the DWP guidance 
in full on governance and reporting of climate 
change risk in the selection and provision of the 
absolute emissions and carbon intensity metrics. 
The Trustees have discretion in the selection of a 
final additional climate change metric, and have 
selected to use Implied Temperate Rise. Implied 
Temperature Rise is a forward-looking metric  
which helps infer the degree of portfolio alignment 
with the goals of the Paris Agreement (i.e. limiting 
global warming to well below 2°C). The Trustees 
recognise that very few companies are currently 
aligned with net zero pathways but that this is 
expected to change as companies transition their 
business models. 

We have provided an absolute emission figure 
for the multi-asset funds’ listed assets, excluding 
sovereign debt. There is no market consensus 
on how best to calculate an absolute emissions 
figure for sovereign debt. However there is an 
ongoing PCAF (Partnership for Carbon Accounting 
Financials) consultation to arrive at a common  
best practice and the Delegated Investment 
Manager is following this closely. Due to the  
nature of the underlying investments within  
the systematic macro asset class the investment 
manager has assumed zero carbon emissions  
for this holding. This strategy solely utilises 
derivative contracts for which there is currently  
no agreed approach to assign carbon emissions.

20
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Mercer Growth Fund (31 December 2021)
The total absolute emissions associated with the Scheme’s holding in the listed portion of the Mercer 
Growth fund are 350,229 tonnes based on a Scheme holding of £3,385,660,768 as at 31 December 2021 and 
86.6% of the fund being invested in listed assets. To put this into context, according to the United States’ 
Environmental Protection Agency’s Greenhouse Gas Equivalencies Calculator3 this is equivalent to c.68,146 
homes’ electricity use for one year.

Asset Class Fund 
Weight

               Listed assets  
               (86.6% of the fund)

Sovereign  
assets (13.4%  

of the fund)

Implied 
Temperature 

Rise

Coverage for 
WACI per  

$m revenue

WACI Carbon 
Footprint WACI

(%)
(tonnes  

CO2e per  
$m revenue)

(tonnes  
CO2e per  

£m invested)

(tonnes  
CO2e per  
$m GDP)

(°C) (%)

UK Equity1 1.0 135.0 99.3 N/A 2.7 92.4

Multi-Factor Global Equity 7.0 92.3 76.7 N/A 2.7 99.8

Sustainable Global Equity 9.5 40.3 18.8 N/A 2.1 99.8

Emerging Markets Equity 11.0 329.1 192.6 294.9 3.7 99.4

Small Cap Equity 10.0 160.5 112.0 N/A 2.9 98.0

Low Volatility Equity 9.5 268.8 73.7 N/A 2.1 100.0

Listed Infrastructure 
Equity 9.0 1,195.0 327.5 N/A 3.7 99.3

Global REITs 9.0 99.0 10.7 N/A 1.8 99.6

Systematic Macro 3.0 N/A N/A N/A N/A N/A

Global High Yield Bonds 16.5 221.3 153.9 N/A 3.4 83.7

Emerging Market Debt1 10.0 N/A N/A 841.6 N/A N/A

Absolute Return Bonds 1.0 121.9 72.3 499.7 2.9 77.3

Short Duration Bonds 
(Fund 1) 2.0 76.1 35.9 265.5 2.3 97.2

Cash 1.5 0.0 0.0 N/A N/A 0.0

Total 100.0 280.9 119.5 805.2 3.0

Source: Mercer, based on MSCI ESG Data and Mercer calculations. Data pulled on 5 April 2022. Calculated figures are rebased for representative coverage. 
Proxies are applied where appropriate. Figures are based on best available data at the time of calculation. Calculation methodologies are subject to change 
based on evolving market standards. Please see “Technical Notes” section for more details. 
1 Proxies have been used for these allocations.

3 United States Environmental Protection Agency, Greenhouse Gas Equivalencies Calculator, https://www.epa.gov/energy/greenhouse-gas-equivalencies-
calculator

https://www.epa.gov/energy/greenhouse-gas-equivalencies-calculator
https://www.epa.gov/energy/greenhouse-gas-equivalencies-calculator
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Mercer Diversified Retirement Fund (31 December 2021)
The total absolute emissions associated with the Scheme’s holding in the listed portion of the Mercer 
Diversified Retirement fund are 34,666 tonnes based on a Scheme holding of £476,887,396 as at  
31 December 2021 and 82.8% of the fund being invested in listed assets. To put this into context, according 
to the United States’ Environmental Protection Agency’s Greenhouse Gas Equivalencies Calculator this is 
equivalent to c.6,745 homes’ electricity use for one year.

Asset Class Fund  
Weight

               Listed assets  
               (82.8% of the fund)

Sovereign  
assets (17.2%  

of the fund)

Implied 
Temperature 

Rise

Coverage for 
WACI per  

$m revenue

WACI Carbon 
Footprint WACI

(%)
(tonnes  

CO2e per  
$m revenue)

(tonnes  
CO2e per  

£m invested)

(tonnes  
CO2e per  
$m GDP)

(°C) (%)

UK Equity1 1.0 135.0 99.3 N/A 2.7 92.4

European Equity1 1.0 123.4 94.1 N/A 2.6 99.8

Multi-Factor Global Equity 5.0 92.3 76.7 N/A 2.7 99.8

Sustainable Global Equity 8.5 40.3 18.8 N/A 2.1 99.8

Low Volatility Equity 11.0 268.8 73.7 N/A 2.1 100.0

Listed Infrastructure 
Equity 5.3 1,195.0 327.5 N/A 3.7 99.3

Global REITs 5.3 99.0 10.7 N/A 1.8 99.6

Systematic Macro 4.0 N/A N/A N/A N/A N/A

Global High Yield Bonds 8.5 221.3 153.9 N/A 3.4 83.7

Emerging Market Debt1 3.5 N/A N/A 841.6 N/A N/A

Absolute Return Bonds 12.8 121.9 72.3 499.7 2.9 77.3

Corporate Bonds (UK)1 6.5 123.6 87.3 910.6 2.3 90.2

Corporate Bonds (Euro)1 1.5 146.3 109.9 N/A 2.8 96.5

Corporate Bonds (US)1 4.5 253.7 103.1 N/A 2.7 98.0

Buy and Maintain Credit 5.0 310.0 98.8 N/A 2.9 95.1

Short Duration Bonds 
(Fund 1) 7.7 76.1 35.9 265.5 2.3 97.2

Short Duration Bonds 
(Fund 2) 3.8 33.2 11.2 266.0 2.7 76.2

Index Linked Gilts 0.5 N/A N/A 180.0 N/A N/A

Gilts1 4.5 N/A N/A 180.0 N/A N/A

Cash 0.3 0.0 0.0 0.0 N/A 0.0

Total 100.0 221.7 87.8 442.1 2.7

Source: Mercer, based on MSCI ESG Data and Mercer calculations. Data pulled on 5 April 2022. Calculated figures are rebased for representative coverage. 
Proxies are applied where appropriate. Figures are based on best available data at the time of calculation. Calculation methodologies are subject to change 
based on evolving market standards. Please see “Technical Notes” section for more details. 
1 Proxies have been used for these allocations.
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Other Popular Arrangements (31 December 2021)

Fund Name
Absolute 

Emissions 
(tco2e)

WACI  
(tco2e per  

$m revenue)

Carbon 
Footprint 

(tco2e per  
£m invested)

Implied 
Temp. Rise  

(°C)

Data  
Coverage  

(%)

BlackRock Inst. 
Sterling Liquidity 
Fund (£134.9m)

106.0 3.9 0.8 n/a 75.0

Mercer Passive 
Overseas Equity 
Fund (£124.3m)

5,532.4 93.9 44.5 n/a 99.6

Source: BlackRock and Mercer calculations.

BlackRock are currently unable to provide an Implied Temperature Rise metric for the funds they manage, 
the Trustees will work with them to make this metric available in the future. BlackRock are the underlying 
investment manager of the Mercer Passive Overseas Equity Fund.

Climate-related target(s) set for the Scheme 
In order to manage members’ exposure to 
climate-related risks a target has been set 
against the Weighted Average Carbon Intensity 
(“WACI”) for the Mercer Growth and Mercer 
Diversified Retirement funds. 

The multi-asset funds used within the Scheme are 
committed to a target of net-zero carbon emissions 
by 2050, including the Mercer Growth and Mercer 
Diversified Retirement funds. To achieve this 
commitment, an interim target has been set to 
reduce portfolio relative carbon emissions of the 
multi-asset funds (measured by WACI) by at least 
45% from 2019 baseline levels by 2030. 

The Trustees will be working closely with the 
investment manager to identify and manage a 
staged emissions reduction plan, oversee fund 
allocations to climate solutions, and steward 
an increase in transition capacity across the 
funds. Progress on reductions will be monitored 
and reported to members on an annual basis. 
These targets are also fully embedded within 
all governance, risk management and strategy 
processes and communicated to relevant partners 
and third parties. 

A summary of the progress to date against this 
interim target is shown in the figures below for both 
multi-asset funds. The WACI figures quoted are for 
listed assets, measured as carbon emissions (in 
tonnes) / $m revenue. 

For sovereign exposures, we will be tracking 
what portion of countries have made net zero 
commitments and at what date – the weighted 
average of this should move to 2050 or sooner. 
Metrics used for country/sovereign exposures  
are not directly comparable with listed figures, as 
such the two are not compared, aggregated or 
otherwise mixed. 
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Mercer Growth Fund:

Baseline 
31 December 2019

Current 
31 December 2021

Change

WACI (tCO2e/$m revenue) 305 281 -7.8%

Mercer Diversified Retirement Fund: 

Baseline 
31 December 2019

Current 
31 December 2021

Change

WACI (tCO2e/$m revenue) 254 222 -12.7%

Source: Mercer, based on MSCI ESG Data and Mercer calculations. Calculated figures are rebased for representative coverage.

Other Popular Arrangements:
Net zero commitments have not been set for the single asset class popular arrangements within  
the Scheme. 

The Trustees will be working with the investment manager(s) of the relevant single asset class funds to 
target an improvement in the data coverage for these funds. The Trustees would like to see 100% data 
coverage by the end of 2030.

Fund Name Data Coverage 
(as at 31 Dec 2021)

Target  
(as at 31 Dec 2030)

BlackRock Inst. Sterling Liquidity Fund 75.0% 100.0%

Mercer Passive Overseas Equity Fund 99.6% 100.0%

Source: BlackRock



Mercer Master Trust TCFD Statement 25

Technical Notes
Details of proxies used

Asset Class Proxy Used

UK Equity FTSE All Share Index

European Equity MSCI Europe ex UK Index

Emerging Market Debt JP Morgan EM GBI 

Corporate Bonds (UK) Bank of America Merrill Lynch Sterling Non-Gilts Index

Corporate Bonds (Euro) Mercer Passive Euro Corporate Bond Fund (aims to track the Bloomberg 
Barclays Euro Aggregate Corporate Total Return Index) 

Corporate Bonds (US) Mercer Passive OECD Global Credit Fund (aims to track the Bloomberg 
Barclays Global Aggregate Corporate OECD Bond Index)

UK Gilts MGI UK Long Gilt (aims to track the FTSE Actuaries UK Conventional Gilts 
Over 15 Years Index)

Coverage is defined as the proportion of the asset 
class that usable carbon emission and revenue  
data are available for, i.e. if we have a coverage 
value of 99.8% of an underlying fund / asset class 
this means 0.2% of the data is missing. For the 
basis of the metric calculations it is assumed that 
the missing 0.2% behaves in a similar way to the 
available data and so the available data is pro-rated 
to account for the missing data, this pro-rated 
figure is presented in the table. While this is an 
assumption, we believe this is a reasonable proxy  
to be used. 

When calculating tonnes of carbon dioxide 
emissions (tCO2e) this includes scope 1 and 
2 emissions but does not include scope 3 
emissions. This means that for some companies 
the assessment of their carbon footprint could be 
considered an understatement. Scope 3 emissions 
are currently excluded for two reasons; 1) rate 
of scope 3 disclosure remains insufficient to 
use reliably and 2) inclusion may lead to double 
counting at portfolio level. This will be reviewed in 
future. Scope 1, 2 and 3 emissions are as defined 
by the GHG protocol - Greenhouse Gas Protocol | 
(ghgprotocol.org)

https://ghgprotocol.org/
https://ghgprotocol.org/
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Climate scenario modelling approach

Climate scenario modelling is a complex process and the Trustees are aware of the modelling limitations.  
In particular: 

1. The further into the future you go, the less reliable any quantitative modelling will be. 

2. Looking at average asset class returns over multi-decade timeframes leads to invariably small impacts. 
The results are potentially significantly underestimated.

3. There is a reasonable likelihood that physical impacts are grossly underestimated. Feedback loops or 
‘tipping points’, like permafrost melting, are challenging to model particularly around the timing of such 
an event and the speed at which it could accelerate.

4. Financial stability and insurance ‘breakdown’ is not modelled. A systemic failure may be caused by either 
an ‘uninsurable’ 4°C physical environment, or due to the scale of mitigation and adaption required to 
avoid material warming of the planet.

5. Most adaptation costs and social factors are not priced into the models. These include population health 
and climate-related migration.

Four climate risk factors have been identified

Asset class return impacts

Spending Transition Impact of  
physical dameges

Resource  
Availability

Risk factors

Asset class sensivity
The weighting placed on each risk factor  

will vary by asset class and the risk factors 
have different degrees of sensitivity under 

each of the three climate change scenarios. 

Climate scenarios
An estimate can be placed on the impact  

on annual asset class returns over multi-year 
time periods, and to identify where the risk 

and opportunity priorities lie.

1

2 3

https://ghgprotocol.org/


© 2022 Mercer LLC. All rights reserved.

Important notices

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

© 2022 Mercer LLC. All rights reserved.

This document 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 document is provided for information purposes only and does not contain regulated investment advice or legal advice in respect 
of actions you should take. No decisions should be made based on this document without obtaining prior specific, professional advice 
relating to your own circumstances. 

This document 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/conflictsofinterest.

Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group comparisons over a 
chosen timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all strategies available to 
investors.

Some of the underlying data has been provided by MSCI which is ©2022 MSCI ESG Research LLC. 

Reproduced by permission. Although information providers, including without limitation, MSCI ESG Research LLC and its affiliates (the 
“ESG Parties”), obtain information from sources they consider reliable, none of the ESG Parties warrants or guarantees the originality, 
accuracy and/or completeness of any data herein. None of the ESG Parties makes any express or implied warranties of any kind, and 
the ESG Parties hereby expressly disclaim all warranties of merchantability and fitness for a particular purpose, with respect to any 
data herein. None of the ESG Parties shall have any liability for any errors or omissions in connection with any data herein. Further, 
without limiting any of the foregoing, in no event shall any of the ESG Parties have any liability for any direct, indirect, special, punitive, 
consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

http://www.mercer.com/conflictsofinterest

