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Responsible Investment 
Origins and evolution

Religious investors

Public discourse

Negative screening

Large institutional investors

Corporate engagement    

Focused assets approach, 
integration of ESG factors 
into decision-making

RISRIEthical
Investing

Mission-based investors

Shareholder activism 

Best-in-sector strategy,  
positive screening



What are leading pension 
funds doing?
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What are asset owners doing in regard to ESG issues?
Scale of utilisation by asset owner type

Public Pension Funds

Foundations, Endowments, 
Religious based investors

Sovereign Wealth Funds

Corporate Pension Funds
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What are leading pension schemes doing

Training – building trustees’ and plan management’s understanding of 
responsible investment

Strengthening investment policies e.g. investment manager 
agreements

Identify investment opportunities – consider performance generation 
and portfolio diversification and reflect these in asset allocation 
strategies e.g. from private equity to infrastructure opportunities

Scenario Analysis – evaluating the impact of systemic risks on 
strategic asset allocation decisions
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What are leading pension schemes doing … contd

Stewardship – review and develop approaches to asset stewardship 
that considers ESG issues e.g. voting and engagement

Manager selection – incorporating ESG considerations into the 
manager search and appointment process

Manager research – identifying ESG related investment opportunities 
through research on new product strategies; assess the capacity and 
capability of investment managers to integrate ESG into their 
investment process

Collaboration – joining forces with other institutional investors through, 
e.g. the PRI, Sustainable Investment Forums, Carbon Disclosure 
Project
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Fiduciary responsibility: Legal and academic evidence of 
materiality of ESG issues

Fiduciary responsibility: Follow on 
report to Freshfields (2005) report that 
set out a framework for fiduciaries to 
integrate ESG. Concluded that 
pension fund trustees are obligated to 
explain the fund’s guidelines on 
responsible investment and to what 
extent social, environmental or ethical 
considerations are taken into account 
in their Statement of Investment 
Principles 

Academic evidence: Growing
evidence of a positive relationship
between integrating ESG and portfolio 
/ firm performance 
www.mercer.com/riwhitepapers



Environmental investment 
opportunities
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Disruptive technologies

“World population growth will produce more potential innovators, which will lead to advances in science and medicine and in turn 
will allow the earth to support an ever-growing population. As a result, the world is changing at an accelerating rate, and key 
performance metrics—such as world GDP, human population levels and technological productivity—generally show an 
exponential pattern of growth. As the pace of change continues to accelerate, thematic drivers will become increasingly important 
to society, the economy and the stock market.” - AllianceBernstein

The pace of disruptive technologies is accelerating providing opportunities to translate the 
implications into profitable investment portfolios.
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Powerful drivers behind the environmental sector worldwide

Consumers

Population pressure

Higher living standards

“Green” preferences

Resource scarcity

Fossil fuel prices

Commodity prices

Water shortage

Limited landfill

Economic growth is unsustainable…..

Weak infrastructure

Power grids

Water sewerage

Waste processing

Pollution

Local air pollution

Global climate change

Contaminated land

Water quality

…but “society” is responding…

Legislation

Target market sizes

Mandatory capex

Emission limits

Financial support

Technology

New solutions

Corporate R&D

Government support

Economies of scale

Global
Environmental 

Markets

US$ 500 billion
per annum *

Expected CAGR
12-15% over 5

years

* By revenues

Source: Impax Asset Management
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Low High
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Technology related 
health issues

Virus, fraud, breakdown

Population growth / 
demographics

Pandemics

Chronic diseases

Environmental
Litigation

Natural disasters

Climate change

Constraints in 
energy/water

Fiscal sustainability

Global deleveraging

China slowdown

Deflation

Inflation

Regulation

Anti-globalisation

Regional tensions

Terrorist attacks

Strategic Theme Analysis
Strategic themes and drivers provide investment risks and opportunities however there is a high 
level of uncertainty attaching to how they will play out.

“sovereign default”
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Environmental risks 
Constraints in energy and water supply

Risk description

An increasing and affluent world population strains increases energy demands and reduces 
resource and water availability with competition from different users.

Risk rating

Degree of uncertainty: medium

Degree of impact: high

Drivers and developments

Decline in the availability of fossil fuels, decrease in drinking water quality and spread of 
diseases.

Global economic impact 

Investment in renewable energy and energy efficiency. Treatment and recycling of water and 
energy waste. Public private partnerships for economic and environmental infrastructure 
development. Increased exploitation, operational, reputational and transportation cost. 
Consideration of carbon energy and water footprint.
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Environmental Funds

Mercer estimates there are around 1000+ funds focusing (in part) on 
environmental themes, including
– c.500 cleantech private equity (c.100 ‘pure’)
– c.100 carbon funds
– c.100 green hedge funds
– ‘environmentally’ themed equity, infrastructure, fixed income, property …

Any geography, sector or themed focus
– Renewable Energy, Climate Change, and Environmental 

funds have seen the most inflows in the last few years in 
Europe

– Many investors start with broader themed funds before 
moving into focused sector funds

– Diversification by region and sector is key
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Choosing a manager
Environmental funds are no different to mainstream funds …

The best managers will have superior idea generation 

Ideas will be reflected in efficiently constructed and risk managed 
portfolios

There will be no significant risks in terms of firm management, team 
stability, and alignment of interests

Investments should be strong on a traditional risk-return basis
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Choosing a manager
… but choosing an environmental fund requires additional insight

Need to understand the sectors and drivers to gauge whether a 
manager has an ‘edge’
– Good sources of information available
– Rapid pace of change in many sectors
– Knowledge/networks on technology & policy are key
– Over-reliance on subsidies a risk

Quantitative evidence can be hard to find
– Short or non-existent track records

The manager’s philosophy and network are vital
– Additional research required
– Avoid ‘greenwash’
– Access to deal flow
– Wider indicators of experience and track record
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Asset allocation

Think about fund choices in the context of investment portfolio 
– Manage regional, sector, and style biases

Macro issues affect green funds as much as mainstream funds
– Over your time horizon might broad economic and political issues have 

more impact than environmental policy change?

Choose an appropriate benchmark to compare investments 
– Specialist indices can help explain performance compared to broad 

market indices
– Further clarity regarding sector definitions can also help

in the information set
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Classification: Japan Company Case Studies using FTSE 
Environmental Markets System

Yasukawa Electric: 

• Manufactures and markets servomotors, controllers, inverters, and industrial robots.   Environmental 
involvement: 33%.

• Classification: Industrial Energy Efficiency

• Standard classification: Industrial Engineering

Daiseki:

• Provide waste oil sludge disposal and recycling services. Environmental involvement:  95%.

• Classification: Hazardous Waste Management

• Standard classification: Support Services

Tsurumi Manufacturing Co: 

• Manufacture submersible and non-submersible pumps and associated water treatment equipment & 
controls for the water, environmental, industrial and construction sectors.  Environmental involvement: 
35%.

• Classification: Water Infrastructure

• Standard classification: Industrial Machinery
Source: Impax Asset Management
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Opportunities and Challenges

Global investors are increasingly seeking better disclosure of material ESG 
issues from companies and supportive and consistent public policy and 
regulatory frameworks 

Information companies provide for investors

to identify the opportunities will become more important

Investor interest in environmental themes will continue

to grow across asset classes
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Page 19

“It is not the strongest species that survive, 

nor the most intelligent; 

it is the ones most adaptable to change." 

Thank You
Will Oulton

Head of Responsible Investment - EMEA
Mercer | Tower Place West, Tower Place, London 

EC3R 5BU, UK
email: will.oulton@mercer.com



Disclaimers
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Investment consulting notices, terms, and conditions - global

Copyright and ownership - Reports and other documents prepared for Mercer clients and other Mercer contacts contain confidential and proprietary information of Mercer, and are 
intended for the exclusive use of the parties to whom they are provided by Mercer. Such reports and documents, and any opinions on or ratings of investment products they 
contain, 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. © 2008 Mercer LLC. All 
rights reserved.

Managing conflicts relating to suppliers - Mercer may face potential conflicts of interest from time to time. This may affect its ability to objectively recommend investment 
managers to clients. However, Mercer believes it has taken appropriate steps to minimize or eliminate the risk that it is influenced by other business relationships that 
investment managers or their affiliates may have with Mercer or its affiliates when recommending investment managers to clients.

In recognition of the potential for conflicts of interest, the following apply:
Mercer has adopted written compliance procedures including a code of professional conduct that governs the process of consulting with clients and places limits on gifts and 
entertainment, and 
Conflicts of interest are fully disclosed to clients, and 
Manager research and selection activities follow a defined, documented process. At no time during the rating or selection process is the status of a manager or its affiliates as a 
consulting client of Mercer or a client of Mercer’s affiliates considered, and 
No manager research staff member receives any form of compensation that is directly linked to services provided to managers or their affiliates. Compensation is linked to the 
overall business results of Mercer and its parent company, and to the performance of the ratings and recommendations made by the research staff, and
Purchasers of software products such as Mercer Manager Performance Analytics (Mercer MPA™) are specifically advised that, regardless of any affiliation they may have with 
an investment manager, their purchase will not result in any preferential treatment by Mercer in its evaluation or selection of investment managers’ products, and 
No fees or commissions are accepted from investment managers to include their information in our Global Investment Manager Database (Mercer GIMD™). Any commission or 
fees received are rebated to Mercer’s clients.

Liability for information obtained from suppliers - Reports and other documents may contain information on investment management firms that has been obtained from those 
investment management firms and other sources. Mercer’s comments are intended to present objective opinions based on those facts. Mercer does not (unless specifically 
engaged to do so) conduct financial or operational due diligence on investment management firms and gives no representation or warranties as to the suitability of those firms 
from a financial or operational perspective. 

While the information provided is believed to be reliable, Mercer gives no representations or warranties as to the accuracy of the information provided, and accepts no responsibility 
or liability (including for indirect, consequential or incidental damages) for any error, omission or inaccuracy in such information other than in relation to information which Mercer 
has expressly stated that it has independently verified.

Risk of loss, no guarantees apply - Any opinions on or ratings of investment products provided are not intended to convey any guarantees as to the future investment performance 
of these products. In particular, and without limitation: 
Past performance does not guarantee future results;
Past portfolio characteristics do not guarantee future characteristics or the relative and absolute performance and risk of the portfolio;
The value of your investments including stocks, shares, bonds, fixed income investments, real estate and unit trusts can go down as well as up and you may not get back the 
amount you have invested;
Investments denominated in a foreign currency will fluctuate with the value of the currency;
Certain investments, such as illiquid, leveraged or high-yield instruments or funds, real estate and securities issued by small capitalization and emerging market issuers, carry 
additional risks that should be considered, including their illiquidity and that valuation is generally a matter of a valuer’s opinion, rather than a fact.

Time periods in performance exhibits - The time periods in any performance exhibits are determined by Mercer. The quarterly returns used to arrive at these cumulative statistics 
are obtained from various providers including Thompson/Datastream. Return streams for commingled and separate account vehicles are provided by the investment manager 
and generally presented before fees unless otherwise stated. Characteristic data for commingled and separate account vehicles are provided by the investment managers. In 
some cases, portfolio characteristic data are drawn from two separate sources and may be calculated in differing manners. Mutual fund and equity index specific data are 
obtained from external providers while non-mutual fund and non-equity index specific data are calculated internally. Although gathered from reliable sources, data completeness 
and accuracy cannot be guaranteed. Style analysis graph time periods may differ reflecting the length of performance history available. Funds with three or fewer years of 
performance history will not appear in the style analysis section.
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Investment consulting notices, terms, and conditions - global

Investment advice - Unless indicated otherwise, Mercer reports and documents do not contain investment advice. They have been prepared without taking into account the 
objectives, financial situation and needs of any individual client. Accordingly, the contents should not be relied upon when making an investment decision and you should 
contact an authorised financial adviser before making an investment decision. Mercer documents are not intended to be an offer or solicitation for the purchase of any specific 
fund product or security. 

Pooled fund manager selection reports - These documents provide information as to the pooled options available. It should be noted that Mercer ratings are assigned to 
strategies rather than to specific funds or investment managers. Mercer uses the term 'strategy' in this context to refer to the process that leads to the construction of a portfolio 
of investments, regardless of whether it is offered in a separate account format or through one or more pooled funds. Potential investors in specific funds should, therefore, 
consider not only the Mercer ratings for the strategies being offered through those funds, but also any fund specific issues. Fund specific information such as fees, frequency of 
dealing/trading dates, country of domicile and any additional legal or regulatory information is included in the prospectus or other offering document. Pooled fund manager 
selection reports are not intended to be an offer or solicitation for the purchase of any specific fund product or security.

Knowing the client - Where Mercer is providing investment advice for a particular client, we establish information about the investment objectives and expertise of our clients and 
tailor our opinion accordingly. If a client becomes aware of undisclosed material information or a significant change in circumstance at the outset or during the advisory process 
which may have an influence on the investment opinion, the client should contact the Mercer investment consultant to discuss the new information. The consultant will review 
the investment opinion in relation to any changes and advise accordingly.

Attributions for index data 
The Citigroup Index Data is used with permission. © 2008 Citigroup Index LLC. All rights reserved. The Citigroup Index Data may not be copied, used or distributed except as 
permitted herein without Citigroup Index’s prior written approval.
The Dow Jones Wilshire IndexesSM are calculated, distributed and marketed by Dow Jones & Company, Inc. pursuant to an agreement between Dow Jones and Wilshire and 
have been licensed for use. All content of the Dow Jones Wilshire IndexesSM © 2008 Dow Jones & Company, Inc. & Wilshire Associates Incorporated.
FTSE International Limited (“FTSE”) © FTSE 2008. FTSE® is a trade mark of London Stock Exchange Plc and The Financial Times Limited and is used by FTSE under license. 
All rights in the FTSE Indices vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE Indices or underlying 
data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
The Lehman Brothers indices are used with permission. © 2008 Lehman Brothers Inc.. All rights reserved. The Lehman Brothers indices may not be copied, used, or distributed 
except as permitted herein without Lehman Brothers’ prior written approval.
The Merrill Lynch Indices are used with permission. © 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. The Merrill Lynch Indices may not be copied, 
used, or distributed except as permitted herein without Merrill Lynch’s prior written approval.
The MSCI information is the exclusive property of Morgan Stanley Capital International Inc. (“MSCI”) and may not be reproduced or redisseminated in any form or used to 
create any financial products or indices without MSCI’s express or implied warranties. In no event shall MSCI or any of its affiliates or information providers have any liability of 
any kind to any person or entity arising from or related to this information.
The NOMURA-BPI Index is used with permission. © 2008 Nomura Securities Co., Ltd. All rights reserved. The NOMURA-BPI Index may not be copied, used or distributed 
except as permitted herein without the Nomura Securities Co., Ltd.’s prior written approval.
The Russell Indices are used with permission. Frank Russell Company is the source and owner of the performance values for the Russell Indices. © 2008 Frank Russell 
Company. All rights reserved. The Russell Indices may not be copied, used or distributed except as permitted herein without the Frank Russell Company’s prior written approval. 
The Software contains Mercer’s presentation of the performance values for the Russell Indices. Frank Russell Company is not responsible for the formatting or configuration of 
this material or for any inaccuracy in presentation thereof. The Russell Indices are trademarks/service marks of the Frank Russell Company. Russell® is a registered trademark 
of the Frank Russell Company.
The Standard & Poor’s index returns are used with permission. © 2008 Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. Standard & Poor’s including its 
subsidiary corporations (“S&P”) is a division of The McGraw-Hill Companies, Inc. Reproductions of the S&P index returns in any form is prohibited except with the prior written 
permission of S&P. Because of the possibility of human or mechanical error by S&P’s source, S&P or others, S&P does not guarantee the accuracy, adequacy, completeness 
or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information. S&P GIVES NO EXPRESS OR 
IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no 
event shall S&P be liable for any indirect, special or consequential damages in connection with Subscriber’s or others’ use of the S&P index return.
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