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Climate change – the transition imperative and opportunity
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Natural catastrophe
& resource impacts
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1.5oC Paris Agreement Goal
We are here
1oC warming in 2018

Not for tens of millions of
years
Not for 3 million years
Not for 150,000 years of human
existence

Recommended scientific
o
+1.5 C ambition

Pre-Industrial Average

Global mean
temperature
increase
by 2100
Source: Climate Action Tracker (http://climateactiontracker.org/) -last updated December 2019. Goss et al Climate change is increasing
the likelihood of extreme autumn wildfire conditions across California
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55% of all emissions are from direct and indirect energy
Industry

Other Energy

55%

Transport
Agriculture, forestry,
and other land use

Energy
Buildings

Direct GHG emissions

Electricity
[Indirect CO2
emissions]

Source: IPCC, 2014: Climate Change 2014: Synthesis Report. Contribution of Working Groups I, II and III to the Fifth Assessment Report of the
Intergovernmental Panel on Climate Change [Core Writing Team, R.K. Pachauri and L.A. Meyer (eds.)]. IPCC, Geneva, Switzerland, 151 pp
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The energy transition is a multi-trillion dollar investment
opportunity

$5.3Tn
Investment in
wind to 2050

$4.2Tn

Investment in
solar to 2050

$0.8Tn

Investment in
batteries to 2050

Source: BNEF (2019)
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The energy transition is accelerating as technology costs decline
Unsubsidized LCOE for
utility scale generation
($/mwh) (US example)

Lithium-ion battery storage
costs
($/kwh)
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Source: Lazard (2018), BNEF (2019)
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The transition will proceed through a series of tipping points
It will not be smooth

1.

New renewable
power
generation is
cheaper than
new fossil fuel
plants
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2.

New renewable
power
generation is
cheaper than the
operating cost of
fossil fuel plants

3.

New renewables
plus storage are
cheaper than
new fossil fuel
plants
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4.

New renewables
plus storage are
cheaper than the
operating costs of
fossil fuel plants
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The energy transition is not only about renewables
Zero-carbon
power

© MERCER 2020

Energy
productivity

Electrification
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New energy
carriers

Carbon
capture,
utilization &
storage
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There is a long way to go
Shifts in the energy system from 2017 to 2040 for a 2⁰C pathway
1.5

Renewables generation (TWh)

EV fleet (millions of cars)

9.2

CCUS deployment (Gt CO2 captured)

933.3

9.1

Energy productivity ($GDP/kg oil equiv)

More than
x9

14.1

More than
x2

20.1

0.02

2.28

2017

More than
x100

More than
x100

2040

Source: IEA (2018), World Bank (2019) and Marsh & McLennan analysis
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There will be surprises

Technologies

National context

Recovery plans

Policy ambition

Natural gas is a
bridge to where?

Uncertainty around
subsidies for
renewables and fossil
fuels

Will pandemic
stimulus plans be
green?

Ambition of countries’
2030 emissions
reduction targets
must quintuple to get
on track for 1.5oC

Prospects for
hydrogen
networks?

Societal acceptance
of new technologies

Which technologies
will be favored?

Liberalization of
power markets
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How will the gap be
closed?
Orderly or disorderly
transition?
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Position for transition
2020

2030

v

1. Know where

2. Know how to

• Determine
your current
emissions

• Analyze your
portfolio
possibilities
for transition

you stand

get there

2050

3. Know where
you’re going

• Defining
your targets
and timing

Possibilities for:

• The energy sector
• A transition scenario
• Action
• Portfolios
• Asset classes
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<2oC scenario – an investor priority
1. The greatest risks in the short term –
divergence in sectors (for example
energy and utilities) and asset classes
(for example equities and
infrastructure).
2. The greatest opportunities this decade
– particularly where solutions are
targeted.
3. In investors’ best interests over the
long term – beneficial to aim to
influence the outcome.
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A virtuous circle

Planet, people, price, policy

Planet
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A virtuous circle

Planet, people, price, policy

People
Planet

Prices
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A virtuous circle

Planet, people, price, policy
“Good news” portfolios relative to MSCI world
40%

Stocks with the
most improved
climate change
news over the
last 12 months

35%
30%
25%
20%
15%

Stocks with the
best climate
change news

10%
5%
0%
2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

Source: MSCI World
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A virtuous circle

Planet, people, price, policy

Policy

25%
50%

People
Planet

of global Co2 emissions

Prices

of global GDP

Source: Science based targets, “Foundations For Science-Based Net-Zero Target Setting in the Corporate Sector”, September 2020,
p4 - See - https://sciencebasedtargets.org/wp-content/uploads/2020/09/foundations-for-net-zero-full-paper.pdf
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A virtuous circle

Planet, people, price, policy

Policy

People
Planet

Prices
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Position for transition
2020

2030

v

1. Know where

2. Know how to

• Determine
your current
emissions

• Analyze your
portfolio
possibilities
for transition

you stand

get there

2050

3. Know where
you’re going

• Defining
your targets
and timing

Develop and implement your transition plan
Integration
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Transition plan principles
What Mercer does mean

What we don’t mean
Immediate …

A multi-year plan, with 2030 critical to a
2050 target

... divestment from only fossil fuel energy …

Emissions for the portfolios and the real
world

… only in equities …

A total portfolio approach

… regardless of price …

“Decarbonization-At-the-Right-Price”

… or capacity for emissions reduction in the
future …

Going beyond emissions to transition and
transformation

… with disregard for broader investment
and ESG principles.

Including transition in investment and ESG
process.
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A transition spectrum – risks to opportunities
Manage “gray” risks
High-carbon intensity,
low transition

© MERCER 2020

Steward the
“in-between” transition
Varying carbon intensity
and transition prospects
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Target “green” solutions
Low-carbon intensity,
high transition
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A transition spectrum – risks to opportunities
Transition tool application

Transition assessment: example diversified portfolio
0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

0.8%
Weight

100%
3.0%

24.4%

44.3%

25.7%

0.6%

1.1%
0.7%

Carbon
Intensity

14.3%

7.8%

60.3%

10.5% 6.1%
0.4%

Dark gray

Light gray

Gray/In-between

Green/In-between

Light green

Dark green

In-between

Source: Mercer, 2020
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Opportunities in North America
Renewables are supported by public
policy

Power generation from renewable
and conventi onal power generation
(billions of kWh)
5,000
38%

4,000

34%
32%

19%

3,000
2,000
1,000

States and territories with renewable portfolio standards

Conventional

States and territories with renewable portfolio goals

2047

2043

2039

2035

2031

2027

2023

2019

0

States and territories with no standard or target

Renewables

Source: US Energy Information Administration – Annual
Energy Outlook 2020
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Source: Database of State Incentives for Renewable Energy
and Efficiency, June 2019
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Renewable energy – invest in the whole value chain
Electricity price projections - 2015 to 2040
(€/MWh, 2014 real)
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Source: Pöyry, July 2015
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Renewable energy – invest in the whole value chain
Discount rate expectations - renewable energy
12%
10%
8%
6%
4%
2%
0%

Hydro
UK

Germany

Solar PV
USA

Offshore Wind Biomass

Onshore Wind

Canada

France

Nordics

Australia

Spain

Italy

Source: Renewable energy discount rate survey results 2018 – Grant Thornton
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Renewable energy – invest in the whole value chain

Asset and manager selection matters
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Value creation through active management
Derisk/multiple
uplift

Proceeds from
divestment

Yield/financing
Growth/ capex
Entry
investment

© MERCER 2020
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Value creation through active management

Yield/
financing

Entry
investment

Efficiency
gains

 Optimization
initiatives
contributed to a
~30% fleet wide
operating cost
reduction
Transitioned
O&M in-house

© MERCER 2020

Growth/
capex

 Renegotiated
contract with
equipment
supplier saving on
required capital
program

 Completed a
refinancing
distributing a
dividend and
de-risked
financing

Derisk/multiple
uplift

Proceeds from
divestment
2.0x MOIC

 Entered at 15x
EBITDA and
exited at 21x

20% IRR

 Energy dispatch
optimization
resulted in increase
in revenue
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Position for transition
2020

2030

v

1. Know where

2. Know how to

• Determine
your current
emissions

• Analyze your
portfolio
possibilities
for transition

you stand

get there

2050

3. Know where
you’re going

• Defining
your targets
and timing

4. Develop and

implement your
transition plan

Integration
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Important notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2020 Mercer LLC. All rights reserved.
This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to
any other person or entity without Mercer’s prior written permission.
Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions with tax or legal implications.
This does not constitute an offer to purchase or sell any securities.
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.
For Mercer’s conflict of interest disclosures, contact your Mercer representative or see http://www.mercer.com/conflictsofinterest.
This does not contain investment advice relating to your particular circumstances. No investment decision should be made based on this information without first obtaining appropriate professional advice and considering your
circumstances. Mercer provides recommendations based on the particular client’s circumstances, investment objectives and needs. As such, investment results will vary and actual results may differ materially.
Past performance is no guarantee of future results. The value of investments 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 securities issued by small capitalization, foreign and emerging market issuers, real property and illiquid, leveraged or high-yield funds, carry additional risks that should be considered before
choosing an investment manager or making an investment decision.
Information contained herein may have been obtained from a range of third-party sources. Although 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.
Please see the following link for information on indexes:
http://www.mercer.com/content/dam/mercer/attachments/private/nurture-cycle/gl-2020-investment-management-index-definitions-mercer.pdf
Not all services mentioned are available in all jurisdictions. Please contact your Mercer representative for more information.
Certain regulated services in Europe are provided by Mercer Global Investments Europe Limited, Mercer (Ireland) Limited and Mercer Limited. Mercer Global Investments Europe Limited and Mercer (Ireland) Limited are regulated by the
Central Bank of Ireland. Mercer Limited is authorized and regulated by the Financial Conduct Authority. Registered in England and Wales No. 984275. Registered Office: 1 Tower Place West, Tower Place, London EC3R 5BU.
Investment management and advisory services for US clients are provided by Mercer Investments LLC (Mercer Investments). Mercer Investments LLC is registered to do business as “Mercer Investment Advisers LLC” in the following states:
Arizona, California, Florida, Illinois, Kentucky, New Jersey, North Carolina, Oklahoma, Pennsylvania, Texas, and West Virginia; as “Mercer Investments LLC (Delaware)” in Georgia; as “Mercer Investments LLC of Delaware” in Louisiana; and
“Mercer Investments LLC, a limited liability company of Delaware” in Oregon. Mercer Investments is a federally registered investment adviser under the Investment Advisers Act of 1940, as amended. Registration as an investment adviser
does not imply a certain level of skill or training. The oral and written communications of an adviser provide you with information about which you determine to hire or retain an adviser. Mercer Investments’ Form ADV Parts 2A and 2B can
be obtained by written request directed to: Compliance Department, Mercer Investments, 99 High Street, Boston, MA 02110.
Investment management services for Canadian investors are provided by Mercer Global Investments Canada Limited. Investment consulting services for Canadian investors are provided by Mercer (Canada) Limited.
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welcome to

© MERCER 2020

#MERCERGIF

30

