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Mercer’s European Asset Allocation Insights 2021 
provides a comprehensive overview of investment 
strategy across the UK and European pension 
industry. It also identifies emerging trends in 
the behaviour of approximately 850 institutional 
investors across 12 countries, reflecting total assets 
of approximately €1 trillion.

Reflecting the growing importance of sustainability within portfolios, 
we have, for the first time, created a standalone sustainable 
investment survey.

COVID-19 and sustainability
2020 was a year lacking in precedents. Global economic activity had its 
largest fall since the Great Depression in the first half of the year but 
recovered much of it during the second half. The relatively brief crash 
in March 2020 aside, equity markets returned with a vengeance and 
posted strong positive returns over 2020, with the MSCI ESG Leaders 
index returning 5.8%.1 However, market returns glossed over the dent 
in the progress to a more sustainable future caused by COVID-19 and 
the measures to combat it, as an estimated 71 million people joined the 
ranks of those in extreme poverty and school closures kept 90% of all 
students out of school.2

Sustainable funds gained large net flows over the year, with funds in 
Europe acquiring an extra €233 billion3 in new money, almost double the 
amount in 2019, as investment in sustainability gathered momentum.

Much of the real economy still operates in a business-as-unusual 
environment, at least to a degree. Financial markets, however, have 
returned to the “old normal” of stretched valuations, for both equities 
and bonds. In some cases these are even more stretched than before 
the COVID-19 shock.

Accompanying reports
This report is accompanied by three sister reports: two on the asset 
allocation trends within DB and DC plans across the UK and Europe, and 
a further UK DB de-risking report.

Welcome

1 Source: Thomson Reuters Datastream. Total returns in euros (net). 
2 Source: The Sustainable Goals Report 2020. United Nations.
3 Source: Morningstar. 
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ESG remains the new normal 

The vast majority of investors have firmly embedded 
environment, social and governance (ESG) considerations 
in their investment process, a trend that has strengthened 
further during the COVID-19 crisis (page 5).

Key findings

ESG broadening 

 Climate change and governance are becoming well 
trodden areas of fiduciary scrutiny. This year we asked 
respondents whether they were expanding the scope 
of their sustainability activities. A significant minority 
plan to focus more on social issues, other environmental 
issues (for example, biodiversity), and diversity, equity 
and inclusion (page 7).

Stewardship across the board

Stewardship is mainly thought of in relationship to 
equity mandates. However, increasingly it is applied 
across the board, to both fixed income and alternatives 
portfolios (page 9).

E to the fore of ESG

When asked to rate the importance of environmental, 
social and governance considerations, respondents in 
all countries, except for Ireland, responded that the 
environment was considered the most important area 
of focus (page 6).
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Investment strategy and strategic asset allocation

64

Reporting

Investment manager selection

83

Investment manager monitoring

88

79

ESG risks 

76% of plans in our survey consider ESG risks. There was considerable variation by 
country though: whilst Swiss plans in our survey are laggards in terms of considering 
ESG risks, all of our Belgian participants considered ESG risks in their plans.

For plans that/which do consider ESG risks, they are integrated across many of the key 
pillars of the investment arrangements. The majority of these plans factor ESG into 
investment manager appointment, monitoring and retention.

Figure 1. Does the plan consider ESG risks? (%) Figure 2. Are ESG issues integrated into your plan? (%)
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We asked participants to rank the E, S and G elements in order of emphasis, with 1 being the most important and 3 the least. With the exception 
of Ireland, all countries ranked environmental factors as the most important of the ESG factors. In general, participants put a greater emphasis on 
social factors over governance, although Ireland was again a notable exception. For some countries (Austria, Germany, Norway and the UK), the 
emphasis was pretty even across all three factors; in France, the Netherlands, Spain and Switzerland, the environmental factor dominated. 

Environmental Social Governance

Austria
3.0

2.5

2.0

1.5

1.0

Belgium France Germany Ireland Italy Netherlands Norway Portugal Spain Switzerland United Kingdom

Figure 3. Please rank in order of emphasis — E vs S vs G
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Regulatory
drivers

Financial
materiality
of the risks
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risk
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sponsor’s corporate
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on the
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plan
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40%

35%
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Early areas of focus for sustainable investors has been climate change and 
engagement, but investors are now broadening out into other important areas; social 
issues, other environmental issues and diversity, equity and inclusion will get more 
committee focus over the coming year. 

Regulation is driving most plans to consider ESG risks, but this is falling as the most 
dominant factor (down from 85% last year). As noted in last year’s European Asset 
Allocation Insights, real positive change in any space comes when participants realise 
the value for themselves, rather than it being imposed upon them by regulation. Please 
note that respondents could pick more than one key driver.

Figure 4. What other areas of ESG do you plan to focus on, in the next year? (%) Figure 5. In your view, what/who is the key driver behind the consideration 
of ESG risks? (%)

Social issues
(for example, human
capital, labour rights,
workforce disclosure)

Other environmental issues
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42% of plans in Europe have developed a set of ESG/sustainable 
investment beliefs, whilst in the UK this is as high as 63%. Nearly all 
of UK respondents have an investment policy that includes details on 
how ESG risks are managed. This is unsurprising as UK pension plans 
are required by law to produce such statements, and most participants 
in our survey are pension plans. Having said this, the vast majority of 
European plans also have an investment policy on ESG issues.

One development is on the rise: 14% of the plans that we surveyed 
have dedicated sustainable investment resource (up from 8% last year), 
and of those that don’t, 17% say they are likely to dedicate resources to 
sustainable investment this year.

Europe UK

42%

63%

76%

96%

Beliefs Investment policy on ESG issues

Figure 6. Has the plan developed a set of investment beliefs or policy on ESG? (%)
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Stewardship

We surveyed plans on their approach to stewardship. 
Applications have now closed for the first list of signatories for 
asset managers and asset owners to be part of the UK Stewardship 
Code 2020. In the UK, 80% of plans expect their managers to be 
signatories. It is not surprising that the overwhelming majority of 
plans across the UK and Europe are applying this stewardship to 
their equity portfolios, but it is good to see that around half are now 
applying this in alternatives and fixed income.

We also asked participants for their expectations on their voting 
and engagement over the next year. Over a third of respondents 
were planning to increase their voting and engagement, with almost 
everyone else maintaining their commitments.

Equities Bonds Alternatives

46%

55%

87%

Figure 7. Which asset classes do you apply the UK Stewardship Code 2020 to? (%)
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Climate change and transitioning to net zero

In five of our surveyed countries, more than half of the plans are considering the 
investment risks posed by climate change. Of the 54% of plans across the UK and 
Europe who are not currently considering it, 26% plan to do so within the next year.  

The UK government has introduced measures for all plans to have mandatory 
disclosures in line with the TCFD recommendations (starting in 2021 with the largest 
plans). 60% of UK plans in our survey have considered these TCFD recommendations, 
and despite the relative lack of regulation across Europe, 25% of plans there have also 
considered these recommendations.

Given the latest science on the causes of climate change, and the industry focus 
on transitioning to a net-zero carbon economy, we asked participants about their 
commitments in this area. Despite just under 8% making a commitment to net-zero 
carbon targets, we found that 26% of plans make use of low carbon/climate-related 
indices. We expect institutional investors’ commitments in both areas to increase over 
the forthcoming months and years.

Figure 8. Has the plan considered the 
investment risks posed by climate change? (%)

Figure 9. Has the plan made commitments to a net-zero carbon 
target or made use of a low carbon/climate-related index? (%)
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12%

24%

40%

65%

ESG Engagement Impact Climate

Sustainability-themed and impact investing

Institutional investors are increasingly focused on sustainable investing. Of those 
respondents who are aligning their assets to a low-carbon economy (for instance 
sustainable equity, sustainable infrastructure, renewable energy), over half have 
allocated more than 10% to their investments in this way, and almost 14% have 
allocated more than 50% of their assets to this shift.

Furthermore, 21% of plans have considered impact investing (investing in companies 
with the intention to generate a positive environmental and social impact alongside a 
financial return) – this is up from 18% in last year’s survey.  

The vast majority (81%) of plans who have allocated to impact investments have 
invested less than 10% of the plan assets in this way: this is clearly relatively embryonic 
for most plans, but we do anticipate this building over the coming years. 

Reporting on ESG is becoming mainstream, and it is encouraging that more and more 
plans are including specific climate and impact reporting in their analytics. 

Figure 10. What percentage of the plan’s assets are aligned with the shift to a low-
carbon economy? (%) (Note this question was only for those plans who are aligning 
at least some assets - those with zero assets aligned are excluded.) 

Figure 11. Does the plan report on any of the following investment outcomes? (%)
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Important notices 

References to Mercer shall be construed to include Mercer LLC and/or 
its associated companies.© 2021 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.

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.

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 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. 

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.

Mercer universes: 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. 

Issued in the United Kingdom by Mercer Limited, which is authorised and 
regulated by the Financial Conduct Authority. Registered in England No. 984275. 
Registered office: 1 Tower Place West, London, EC3R 5BU

6011696a-WE © 2021 Mercer LLC. All rights reserved.

http://www.mercer.com/conflictsofinterest
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