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Summary - Defined Contribution Section - Climate Reporting

Climate-related target and progress against this target

The Trustee aims to reduce the carbon intensity1 of the Mercer2 Growth Fund by 

at least 45% from 2019 baseline levels by 2030. The Mercer Growth Fund is the 

primary underlying fund in the default investment option used by the majority of 

members.

Progress against 

this target

For the Mercer Growth Fund, the Weighted Average Carbon Intensity has 

reduced by 8.9% since the base 2019 value.

How the current portfolio would respond under different warming pathway scenarios

We have analysed the 

Mercer Growth Fund on two 

climate scenarios over the 

various time horizons 

below.

*warming relative to pre-industrial levels

The results were as follows:

What 

does this

tell us?

Based on the output of the scenario analysis, the relative impact of climate-related 

risks on expected investment returns is currently low for the Mercer Growth 

Fund. The Trustee will continue to review how this position develops.

The Trustee is satisfied that good progress is being made with integrating climate 

considerations into the Mercer Growth Fund. This is reflected in the Environmental, 

Social and Governance (ESG) ratings provided by our advisors. We also note that 

allocations are being introduced (where feasible) to assets that have a dedicated 

sustainability focus.

Representative 

of a member approaching 

retirement age

Representative 

of a member in the mid-career 

stage

Representative of a member in 

the ‘early career’ stage or yet to 

join the Fund

Short term Medium term Long term

Now to 2030 2030 to 2050 2050 to 2100

Defined Contribution Section

1. As measured by scope 1 and 2 Weighted Average Carbon Intensity (WACI: CO2e/$m revenue).

2. Mercer Workplace Savings is the fiduciary manager for the Defined Contribution Section.
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Summary - Defined Benefit Sections - Climate Reporting

Sedgwick, Marsh and Mercer Sections: The Trustee aims to reduce the 

carbon intensity1 across the Buy and Maintain Investment Grade Credit 

mandates in aggregate by at least 40% from 2021 baseline levels by 2030 

across these Sections. To achieve this the Trustee will work with the underlying 

investment managers to determine an appropriate decarbonisation plan2. 

Progress against target will be reported in future reports.

JLT Section: In respect of the Mercer Diversified Growth Fund3, the Trustee 

aims to reduce portfolio relative carbon emissions by at least 45% from 2019 

baseline levels by 2030. The Fund’s Fiduciary Manager, Mercer, has adopted 

this target.

Progress against 

this target

For the Mercer Diversified Growth Fund, the Weighted Average Carbon 

Intensity has reduced by 16% since the base 2019 value (as at 30 June 

2021).

We have analysed the 

investment strategies for 

each Section on two climate 

scenarios over the various 

time horizons below.

*warming relative to pre-industrial levels

How the current portfolios would respond under different warming pathway scenarios

The results were as follows:

What 

does this

tell us?

Based on the output of the scenario analysis, and the data which is available, the 

relative impact of climate-related risks on expected investment returns is currently 

low. Taking into account the low climate-related risk exposure of the Fund sponsor, 

Marsh McLennan, the investment and funding strategies for the Defined Benefit 

Sections are resilient to climate change. The Trustee will continue to monitor this 

position.

3

1. As measured by scope 1 and 2 Weighted Average Carbon Intensity (WACI: CO2e/$m revenue).

2. 2019 data was not sufficient to use as a baseline.

3. Mercer Global Investment Europe is the delegated investment manager for the Defined Benefit Sections.

Climate-related target and progress against this target

Covers two actuarial valuation 

cycles for the Defined Benefit 

Section

Covers the time period for when 

all the Defined Benefit Sections’1

Funding Objectives are expected 

to be met

Covers the period where the total 

benefits paid will reduce as 

the membership ages.

Short term Medium term Long term

Now to 2025 2025 to 2030 2030 to 2050
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Dear members

Welcome to our first climate change report, which has been prepared in line with the 

recommendations of the Task Force on Climate-Related Financial Disclosures (“TCFD”) and the 

statutory requirements prescribed by the Department of Work and Pensions1.

Climate change is one of the most important issues of our time. All countries, companies and 

individuals will be impacted at some point in the future but in different ways, at different times and to 

different extents. The Trustee of the MMC UK Pension Fund (“the Fund”) recognises climate change 

as a risk that could impact the financial security of members’ benefits if it is not properly measured 

and managed. It also presents an opportunity, by investing in companies or assets that are expected 

to perform well in an economy that is positioned to address climate change.

Climate change is an incredibly complex process, both from a scientific and an economic 

perspective. With this in mind, the Trustee’s assessment of climate-related risks and opportunities 

has been carried out based on information that is currently available, both in terms of data from the 

companies and assets in which the Fund invests and in consideration of the different global warming 

scenarios we have analysed.

The ultimate responsibility of the Trustee is to pay members their pension and other 

benefits. Climate change is one risk amongst many that the Trustee measures, monitors and 

manages. To this extent, climate change needs to be considered alongside these other risks in a 

balanced and proportionate way. The Trustee does not believe that full scale divestment out of all 

high carbon emitting companies is appropriate in all circumstances and will continue to invest in 

companies where there is a sufficiently attractive investment case and the asset manager believes 

there is an opportunity to engage and influence change in the behaviour and actions of a company.

This report has been split into several sections to help members understand:

• Governance: How the Trustee Board incorporates climate change into its decision making;

• Risk Management: How the Trustee incorporates climate-related risk in its risk management 

processes;

• Strategy: How potential future climate warming scenarios could impact the Fund; and

• Metrics and Targets: How the Trustee measures and monitors progress against different climate-

related indicators known as metrics.

The last section of this report covers the more technical aspects of the climate scenario modelling 

and climate metrics. This section sets out the methodology and assumptions used to produce the 

information contained in this report.

Climate change is not static and neither is our approach to managing the risk. We will continue to 

work with our advisers, Mercer, and our investment managers to push for better climate data 

disclosure from the companies and assets in which we invest. Mercer has a long heritage in 

modelling and advising on climate change from an asset owner’s perspective. The Trustee has 

worked closely with Mercer in producing this report and the supporting analysis.

As always, members are encouraged to contact the Trustee if there are comments you wish to 

raise. You can contact us, via the Fund administrator, at mmcpensions.uk@mercer.com

Bruce Rigby

Chair of MMC UK Pension Fund Trustee Limited

1. The Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021 and the Occupational Pension 

Schemes (Climate Change Governance and Reporting) (Miscellaneous Provisions and Amendments) Regulations 2021
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The Trustee has ultimate responsibility for 

ensuring effective governance of climate-related 

risks and opportunities. The Trustee maintains 

a Statement of Investment Principles (SIP), 

which details the key objectives, risks and 

approach to considering Environmental, Social 

and Governance (“ESG”) factors, such as 

climate change, as part of its investment 

decision making. The document is reviewed on 

at least an annual basis. 

The Trustee’s overall investment beliefs on 

sustainability are:

The Trustee has sub-committees that have a 

specific focus and decision-making powers as 

set out in their respective terms of 

reference. The Trustee will consider the 

recommendations of the sub-committees and 

will ratify any decisions that require its 

approval. The Trustee will review quarterly 

minutes of meetings held by the sub-

committees and these enable the Trustee to 

ensure the sub-committees are fulfilling their 

duties. Of relevance to the oversight of 

climate-related risks and opportunities are:

• The Integrated Risk Management 

Committee (”IRM Committee”) has 

responsibility for recommendations to the 

Trustee regarding the strategic investment 

and funding considerations of the Defined 

Benefit Sections of the Fund, including 

climate-related risks and opportunities. The 

terms of reference for the IRM Committee 

state that it will take into account climate-

related risks and opportunities when 

considering investment and funding 

strategic decisions, where appropriate.

• The Investment Committee has the 

oversight and decision-making 

responsibility for the implementation of the 

investment strategy (including integration 

and reporting on ESG and climate change) 

for the Defined Benefit Sections and the 

Defined Contribution Section of the 

Fund. This includes the appointment and 

ongoing review of investment manager 

appointments, including the Fiduciary 

Managers, and performance 

considerations.

Research into how climate-related risks and 

opportunities impact financial markets is 

constantly evolving and expanding. The 

Trustee receives training on a regular basis to 

keep up-to-date with developments and will 

allocate time on meeting agendas to cover

 ESG factors can have a material impact on 

long-term risk and return outcomes, and these 

should be integrated into the investment 

process.

 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.

 Climate change poses a systemic risk, and 

investors should consider the potential 

financial impacts of both the associated 

transition to a low-carbon economy and the 

physical impacts of different climate change 

outcomes.

 Stewardship (or active ownership) helps the 

realisation of long-term shareholder value by 

providing investors with an opportunity to 

enhance the value of companies and markets.

Trustee governance approach

Governance
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items such as climate-change scenario analysis 

or reporting of metrics. 

During the Fund year to 31 December 2021, the 

Trustee received various training sessions 

covering climate-related investment risks and 

reporting requirements in line with the TCFD 

recommendations. 

The Trustee acknowledges that the reporting of 

climate-related risk is relatively new and the 

collective experience of the Trustee will grow 

over time.  The Trustee will continue to receive 

refresher training on climate-related risk as 

appropriate.  Climate change will form an 

explicit agenda item at least annually for the 

Trustee and its sub-committees when the 

Trustee’s annual TCFD report is updated.  It will 

also be covered as part of other agenda items 

as part of a wider discussion of funding or 

investment strategy, or as part of the investment 

manager appointment and review discussions.

The Trustee is satisfied that the amount of 

governance time spent is reasonable and will 

allocate more time at future meetings if any 

analysis or wider industry research requires 

additional Trustee review and consideration.

Role of in-house support

• Undertake Fund governance activities on 

behalf of the Trustee, such as coordinating 

required public disclosures; 

• Review quarterly investment performance 

reports and highlight key information to the 

Investment Committee for noting or action; 

and

• Understand the climate-related risks and 

opportunities at the strategic asset 

allocation level and at the sub-investment 

manager level.  

During 2021, Marsh McLennan Treasury and 

the Scheme Secretary held quarterly meetings 

with Mercer to ensure the information 

presented to the Trustee, with regards to 

climate-related risks and opportunities, 

contained the right balance of technical 

background in order to allow the Trustee to 

make informed investment decisions.  Data 

gaps in respect of the climate-related metrics 

on the Defined Benefit Sections’ illiquid assets 

were challenged by Marsh McLennan 

Treasury on behalf of the Trustee.  As a result, 

Marsh McLennan Treasury now includes 

questions on climate-related metric data 

provision as part of its investment manager 

review meetings, with the aim of helping to 

improve the quality and quantity of data from 

investment managers.
Marsh McLennan Treasury and the Scheme 

Secretary provide in-house support to the 

Trustee as well as acting as a liaison between 

the Trustee and the Fund Sponsor.  Their role is 

to:

• Provide challenge to advisor 

recommendations to ensure advice provided 

to the Trustee and its sub-committees will 

facilitate effective and efficient decision-

making; 

• Monitor, manage and challenge the 

performance of Mercer and the investment 

managers;

Governance

Role of advisors

The Trustee has appointed Mercer to the 

following roles:

• Investment Consultant for the Defined

Benefit Sections and the Defined 

Contribution Section of the Fund: 

– Providing ongoing advice on investment
strategy and asset manager 
appointments (where relevant). This 
includes advice on managing and 
monitoring investment-related risks, 
such as climate change and is 
considered at quarterly meetings.
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• Covenant Advisor:

– Providing quarterly assessments of the 
Fund Sponsor’s ability and willingness to 
continue to support the Fund. Climate-
related exposures are considered 
alongside other factors that could have a 
positive or negative impact on the 
strength of the Sponsor’s covenant.

• Funding Advisor, with Jenny Condron as the 

appointed Scheme Actuary for the Defined 

Benefit Sections of the Fund.

– Providing advice on a quarterly basis on 
the funding position of the Defined 
Benefit Sections of the Fund. On at least 
a triennial basis, this will also include an 
understanding of the potential funding 
impact resulting from changes to financial 
or demographic assumptions driven by 
climate.

Mercer provides climate-related scenario 
analysis at least triennially and climate-related 
metrics annually for the Defined Contribution 
and Defined Benefit Sections of the Fund and 
Mercer will assist the Trustee in producing the 
Fund’s TCFD report on an annual basis.

The Trustee has appointed:

• Mercer Workplace Savings (“MWS”) as the 

Fiduciary Manager for the Defined 

Contribution Section:

– MWS integrate the consideration of 
climate change analysis into the annual 
strategic asset allocation review of the 
multi-asset funds. This includes the 
Mercer Growth Fund, which forms part of 
the default investment solution.

• Mercer Global Investment Europe (“MGIE”) 

as delegated investment manager for the 

Defined Benefit section:   

Governance

Role of Fiduciary Managers

– MGIE delegates investment 
management to third party investment 
managers.   Those managers are in a 
position to engage directly with 
underlying companies/issuers in order 
to improve their performance in the 
medium to long term.

As part of the sub-investment manager 

selection and monitoring process, MWS and 

MGIE consider the level and extent to which 

sub-investment managers take into account 

ESG factors, including climate change, in their 

investment process and stewardship activities 

(such as voting and engagement with the 

underlying companies or issuers they invest 

in).

The terms of reference for the Investment 

Committee sets out the roles and 

responsibilities of the Investment Committee, 

Marsh McLennan Treasury, the Scheme 

Secretary, the Trustee Advisors and the 

Fiduciary Managers.

Assessment of in-house support and 

advisors

The Trustee expects Marsh McLennan 

Treasury and the Scheme Secretary to keep 

informed about updates and progress within 

the investment and pensions industry on an 

ongoing basis.  They attend Trustee training 

sessions covering climate change and receive 

current thought pieces and articles via their 

Investment Consultant and other industry 

publications.

In-house support
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The Trustee has set a series of strategic 

objectives for the Investment Consultant and 

these have been set to closely align with the 

Fund’s strategy. One of the objectives requires 

the Investment Consultant to:

• Provide recommendations, information and 

modelling to inform the Trustee’s decisions 

on integration of ESG, climate-related risk 

and stewardship considerations in their 

investment strategy decisions and investment 

manager appointments.

On an annual basis, the Trustee reviews 

formally the performance of the Investment 

Consultant against the strategic objectives, with 

input from Marsh McLennan Treasury. This 

includes a review of the Investment Consultant’s 

advice to the Trustee in relation to climate risks 

and opportunities.

The Trustee also reviews the performance of 

the Scheme Actuary and Covenant Advisor on 

an annual basis, including how the advisors 

incorporated climate-related risks and 

opportunities into their advice to help the 

Trustee to continue to understand the wider 

resilience of the funding strategy.

Trustee advisors

On behalf of the Trustee, Marsh McLennan 

Treasury and the Scheme Secretary have a 

quarterly dialogue with the Fiduciary Managers 

for the Defined Contribution Section and the 

Defined Benefit Sections of the Fund to ensure 

the highest standards are achieved in terms of 

delivery of long-term investment performance.  

The Trustee expects the Fiduciary Managers 

to engage with investment managers that are 

lagging their peers in terms of ESG integration 

and climate risk management, and to ensure 

the investment managers are voting and 

engaging with the investee companies on the 

issue of climate change.

Fiduciary Managers

Governance
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A key part of the Trustee’s role is to understand 

and manage risks that could have a financially 

material impact on both the Fund’s investments 

and, for the Defined Benefit Sections of the 

Fund, to the wider funding position and strategy.  

Climate change is one of the risks that the 

Trustee considers alongside other financially 

material risks that may impact the pension 

outcomes for members.

Processes for identifying, assessing and managing climate-related risks and 

integration within the Trustee’s overall risk management of the Fund 

This section summarises the primary climate-

related risk management processes and 

activities of the Trustee and its sub-

committees. These help the Trustee 

understand the materiality of climate-related 

risks, both in absolute terms and relative to 

other risks that the Fund is exposed to. The 

Trustee and its sub-committees prioritise the 

management of risks primarily based on the 

potential impact to the security of members’ 

benefits.

Governance

• The Trustee’s Statement of Investment Principles is reviewed at least annually 

and sets out how investment climate-related risks are managed and monitored.

• The Trustee maintains a risk register (covering all of the Fund) and IRM 

framework (Defined Benefit Sections only) to monitor and mitigate financially 

material risks to the Fund. The climate-related risks (defined as physical risks 

and transition risks2) are reviewed annually to ensure the assessment of the 

likelihood and impact continue to remain appropriate for the Fund given the 

developing research and understanding on this subject.

• The Investment Committee maintains an ESG Implementation Plan, which is 

reviewed on a quarterly basis. This document forms part of the Trustee’s wider 

business plan and summarises the progress, actions and outcomes of scheduled 

ESG investment integration projects including climate-related activities, which 

are covered in the following sub-sections.

• The Trustee and its sub-committees will receive training from time-to-time on 

climate-related issues, including market updates. The training allows the 

Trustee to better understand how climate-related risks and opportunities can 

have an impact on the Fund. The training allows the Trustee to challenge 

whether the risks and opportunities are effectively allowed for in its governance 

processes and wider activities, and to be able to challenge its advisors to ensure 

the governance support and advice adequately covers the consideration of 

climate-related risks and opportunities.

Strategy

• Mercer will take climate-related risks and opportunities into account as part of the 

wider strategic investment advice provided to the Trustee and its sub-

committees at least quarterly. This includes highlighting the expected change in 

climate-risk exposure through proposed asset allocation changes, both from the 

top-down level (via climate scenario analysis) and bottom-up (via climate-related 

metrics).

2. See section on ‘What are the Climate-related Risks and Opportunities?’ for a definition of the different climate-related risks that can impact the Fund.

Risk Management
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Strategy

• Climate scenario analysis for the investments of the Fund, and the funding 

strategy for the Defined Benefit Sections of the Fund, will be reviewed at least 

triennially or each Fund year if there has been a material change to the strategic 

asset allocation of an individual section or there is a material change/update to 

the scenario modelling approach. The impact of climate-related risks and 

opportunities is an input in the quarterly employer covenant updates. A summary 

of the Trustee’s latest climate scenario analysis is included in the next section of 

this report and is the primary tool to help the Trustee understand the materiality 

of climate-related risks that could impact the Fund over time.

Reporting

• The Investment Committee will receive annual reports of climate-related 

metrics and progress against targets in respect of the assets held in the 

Fund. The Trustee may use the information to engage with the Fiduciary 

Managers and the investment managers.

• The Investment Committee receives an annual stewardship monitoring report 

in respect of the Defined Contribution Section and a voting and engagement 

activity summary in respect of the Defined Benefit Sections . The reports 

summarise how the investment managers choose to vote and engage on 

climate-related issues (among other key engagement priorities). Key information 

and outcomes from the stewardship monitoring are summarised in the Trustee’s 

annual Implementation Statement.3

Manager 

selection 

and 

retention

• The Investment Committee, with advice from Mercer, will consider an investment 

manager’s firm-wide and strategy-specific approach to managing climate-related 

risks and opportunities when either appointing a new manager, in the ongoing 

review of a manager’s appointment, or as a factor when considering the 

termination of a manager’s appointment.

• Mercer rates investment managers on the extent of integration of ESG factors 

(including climate change) into their processes. A manager’s stewardship 

process forms part of the rating assessment. This is considered at the firm level 

and at the investment strategy/fund level. The ratings are presented in quarterly 

investment performance reports and are reviewed by the Investment Committee 

and Marsh McLennan Treasury. A downgraded ESG rating may (taking into 

account other factors) lead to an investment manager being put ‘on watch’.

• A more detailed review of asset manager integration of ESG factors (including 

climate change) is carried out annually and is based on the Investment 

Consultant’s investment manager research.

• The review can highlight gaps in a manager’s approach relative to expected 

market practice and Mercer or Marsh McLennan Treasury may liaise with an 

investment manager to drive improvements.  During the Fund year covered by 

this report, the focus was on engaging with the asset managers to improve the 

disclosure of information to help with this assessment.

3. A copy of the Fund’s Implementation Statement can be found on the MMC UK Pension Fund website: https://pensions.uk.mmc.com/

Risk Management
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4. https://news.un.org/en/story/2022/01/1110022

Climate Change – The big ‘known unknown’

We are already experiencing climate change 

and its associated physical impacts today. The 

average global temperature in 2021 was about 

1.1°C above the pre-industrial levels4. Most of 

this warming has occurred in the past 35 years, 

with the 7 “warmest” years on record taking 

place since the start of 2015. The overwhelming 

scientific consensus is that the observed 

climatic changes are primarily the result of 

human activities including electricity and heat 

production, agriculture and land use change, 

industry, and transport.

In order to mitigate the worst economic 

impacts of climate change, there must be a 

large, swift, and globally coordinated policy 

response. Despite this, the majority of climate 

scientists anticipate that given the current level 

of climate action, by 2100 the world is 

estimated to be between 2°C and 4°C warmer, 

with significant regional variations. This is 

substantially higher than the 2015 Paris 

Climate Change Agreement, which reflects a 

collective goal to hold the increase in the 

climate’s average global surface temperature 

to well below 2°C above pre-industrial levels 

and to pursue efforts to limit the temperature 

increase to 1.5°C.

There is considerable uncertainty regarding the future 

warming pathway we will experience. This is highly 

dependent on the action of governments, industries, 

businesses and individuals.

Risk Management

The effects of climate change will be felt over 
many decades.  The Trustee has considered 
two types of climate-related risks and 
opportunities in its climate scenario analysis:

1. Transition risks and opportunities

This covers the potential financial and economic 
risks and opportunities from the transition to a 
low-carbon economy

What are the climate-related risks 

and opportunities?

(i.e. one that has a low or no reliance on fossil 
fuels), in areas such as:

• Policy and legislation 

• Market

• Technology

• Reputation

Risks include the possibility of future 
restrictions, or increased costs, associated 
with high carbon activities and products. There 
are also opportunities, which may come from 
the development of low-carbon technologies. 
In order to make a meaningful impact on 
reducing the extent of global warming, most 
transition activities need to take place over the 
next decade and certainly in the first half of 
this century.



MMC UK Pension Fund - Reporting period: 12 months to 31 December 2021

13

2. Physical risks and opportunities

The higher the future level of global warming, 
the greater physical risks will be in frequency 
and magnitude.  Physical risks cover:

• Physical damage (storms; wildfires; droughts; 
floods)

• Resource scarcity (water; food; materials; 
biodiversity loss)

Physical risks are expected to be felt more as 
the century progresses though the extent of the 
risks is highly dependent on whether global net 
zero greenhouse gas emissions are achieved by 
2050.

There are investment opportunities, for 
example, in newly constructed infrastructure 
and real estate that are designed to be 
resilient to the physical impacts of climate 
change, as well as being constructed and 
operated in a way that have low or no net 
carbon emissions. There are also 
opportunities for investment in those 
companies or industries that focus on energy 
conservation and resource efficiency.

Source: Mercer

Risk Management
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Time Horizons: Allowing for the dynamic nature of climate change 

The effects of climate change, and the actions 
or measures taken by governments, businesses 
or individuals, will be felt at different times in the 
future and to different extents. The Trustee 
believes it is important to understand how the 
Fund’s exposure to climate-related risks may 
change over time, when the risk exposure may 
be greatest and what actions can be taken now, 
or in the future, to avoid those risks 

becoming financially material to the Fund.

To help with this assessment, the Trustee has 
defined short-, medium- and long-term time 
horizons for the Defined Contribution and 
Defined Benefit Sections of the Fund. The 
climate-related risks and opportunities that are 
relevant to the Fund will be different over 
these periods.

Defined Contribution Section

Now to 2030Short Term
Representative of a member 

approaching 

retirement age

2030 to 2050Medium Term
Representative of 

a member in the 

mid-career stage

2050 to 2100Long Term
Representative of a member in 

the ‘early career’ stage 

or yet to join the Fund

Now to 2025Short Term
Covers two actuarial valuation 

cycles for the Defined Benefit 

Section

2025 to 2030Medium Term

Covers the time period for when 

all the Defined Benefit Sections’ 

Funding Objectives are 

expected to be met

2030 to 2050Long Term
Covers the period where the 

total benefits paid will reduce 

as the membership ages

Defined Benefit Sections

Strategy
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Market impact

Transition risks are greater than physical risks.

• Perceived or real increase of the pricing of greenhouse gas 

emissions/carbon by markets may lead to the value of assets in certain 

sectors being materially impacted. 

• Increase in public statements by businesses making net zero 

commitments and setting out clear decarbonisation plans. 

Now 

to 

2025

Physical risk increases but transition risks still dominate.

• The implications of the physical impacts of climate change become 

clearer to markets and will impact asset valuations.

• Policy, legislation and regulation will play a key role at the international, 

national and subnational level.

• Physical risks linked to resource availability may require some businesses 

to relocate their operations or change their production process.

• Government responses to building regional resilience through the need to 

adapt local infrastructure may lead to higher economic costs.

2030

to 

2050

Transition risks continue to dominate.

• Unexpected or accelerated climate-related policy changes (such as the 

introduction of a ‘carbon price’) by governments or industry bodies may 

surprise markets. The policy changes may become inflationary.

2025 

to 

2030

Physical risks are expected to dominate over the latter half of the century.

• There will be more frequent and extreme weather events creating physical 

damages to property and infrastructure.

• Natural resource availability, such as water, will be a material 

consideration for society as well as business.

2050 

to 

2100

Strategy
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Fund impact and opportunities

Now to 2025

• A significant climate-related exposure is through the public equity allocations. The 

climate scenario analysis and climate metrics help the Trustee to understand which 

equity market sectors are most exposed to climate-related risks and which are best 

positioned for the move to a low carbon economy.

• The Defined Contribution Section is more exposed to this risk due to a higher allocation 

to growth assets relative to the Defined Benefit Sections.

2025 to 2030

• The greatest climate-related exposure remains with public equity allocation, particularly 

for the Defined Contribution Section where maintaining a sizeable equity allocation is 

typically appropriate given most members’ long time horizon up to and through 

retirement.

• For the Defined Benefit Sections, the focus will shift more towards the risk-reducing 

assets, such as public credit, where investment in bonds where the issuer has made 

minimal effort to support the low carbon transition may lead to a potential bond default 

or downgrade.

• Market surprises due to unexpected policy changes related to climate change could 

lead to asset price volatility and therefore funding level volatility. As the funding levels 

of the Defined Benefit Sections improve over time, the exposure to this market volatility 

is expected to reduce and the resilience of the funding strategy to climate-related risks 

improves.

2030 to 2050

• Investment opportunities remain in investments linked with the development of 

technology and low carbon solutions, which will be harnessed through the sustainable 

equity allocation in the Defined Contribution Section.

• Additional policy, legislation and regulatory action post 2030 is likely to be 

inflationary. The Defined Benefit Sections' liability hedging programme will reduce the 

impact of rising inflation on the funding strategy of the Fund.

Strategy
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Fund impact and opportunities

2050 to 2100

• Within the Defined Contribution Section’s multi-asset fund, opportunities can be 

captured by increased exposure to infrastructure projects that display a high level of 

climate resilience.

• The public equity allocation in the Defined Contribution Section will need to be 

positioned towards companies that are less exposed to changes in resources and other 

supply chain restrictions.

• The Defined Benefit Sections' market exposure will be low beyond 2050 but may still 

have residual exposure to UK interest rates and inflation, though the overall impact on 

the funding strategy is expected to be low.

Given the uncertainty around the timing and 

impact of climate-related transition and physical 

risks, the Trustee has considered a range of 

possible climate scenarios.  

This report summarises the analysis of two 

climate scenarios. 

Climate scenarios Given this, the Trustee will review the 

scenarios modelled and reported in future 

reporting periods.  It is important to note that 

the modelling may understate or overstate the 

true level of risk due to the uncertainty around 

the future economic impacts of climate 

change.

The Technical Section of this report provides 

more detail on the modelling approach, along 

with the assumptions and limitations of the 

scenario analysis at the asset class level and 

Section specific level.

These are defined as ‘warming pathways’ 
i.e. the expected degrees of warming of 

the atmosphere by the end of the century 
relative to pre-industrial levels.

Whilst a lower warming pathway (2oC scenario) 

is one in which governments, businesses and 

society should aim for, there is a possibility that 

a failure to reduce greenhouse gas (“GHG”) 

emissions quickly enough could set off 

irreversible feedback loops that significantly 

warms the planet (as modelled by a 3oC 

scenario).  

The Trustee believes that both scenarios are 

plausible.  

Strategy
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The Sponsor of the Fund, Marsh McLennan, will 

be exposed to climate-related risks.  Mercer has 

assessed the overall risk exposure as low, 

noting that Marsh McLennan is strongly 

expected to be resilient against climate-related 

risks.  As part of this assessment, Mercer has 

considered Transition Risks and Physical Risks.

Marsh McLennan has committed to set and 

execute low-carbon transition strategies 

across its global business operations that 

collectively chart a path to net-zero across its 

core operations by 2050, with an emissions 

reduction target of 50% by 2030. In connection 

with this goal, Marsh McLennan has signed a 

commitment letter to the Science Based 

Targets initiative (“SBTi”) and will work to set a 

science-based emission reduction target 

aligned with the SBTi’s target-setting criteria.

Defined Benefit Sections’ Covenant Scenario Analysis

2oC Scenario Modelling

Overview
This scenario captures an early transformation to a low-carbon economy, 
in order to limit global warming to no more than 2

o
C by the end of the 

century.

Risk factors
Transition risks are high, particularly in the first half of this 
century. Physical risks are anticipated in the latter half of the century 
though are less impactful relative to higher warming pathway scenarios.

Narrative

Global action starts today, driven by policy and regulation as well as 
consumer sentiment. Emissions peak in the 2020s and coal is phased out 
by mid-century. By the middle of the century, the average global sea level 
is expected to rise and longer droughts will be experienced in regions 
across the globe.

Market Impact

Over the period to 2030, the cost of transition will play through at the 
sector level with heavy carbon-based industries, such as the energy 
sector and utilities being most negatively impacted. The renewable 
energy sector is expected to perform strongly under this scenario, along 
with raw materials, telecoms and IT.

Asset class 
impacts

At the asset class level, equities, infrastructure and commodities are most 
sensitive to climate-related risks. All figures in chart 1 represent % per 
annum climate impact on return, to 2030. Sustainable allocations to 
global equity and infrastructure capture the opportunities presented by the 
transition to a low-carbon economy and avoid exposure to carbon-
intensive sectors and/or companies.

Strategy
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Chart 1: Annualised net impact on expected returns between now and 2030, split by asset class, 

from climate-related factors.

Source: Mercer

Strategy

-0.50%

0.00%

0.50%

1.00%

1.50%

2.00%

20C

Global developed equity Emerging market equity Small Cap Equity

Low Volatility Equity Private Equity Private Debt

UK Real Estate Infrastructure Emerging market debt

UK Investment grade credit Global investment grade credit UK high yield debt

Global high yield debt UK Gilts Cash

Sustainable Equity (Global) Sustainable Private Equity Global Green Bonds



MMC UK Pension Fund - Reporting period: 12 months to 31 December 2021

20

Fund results Per annum return impacts out to projection horizon

Scenario Projection horizon Mercer Growth

2
o
C

2030

2050

2100

Table 1: Additional climate change impact on annual return p.a. to 2030, 2050 and 2100 based on 

the strategic asset allocation of the Mercer Growth Fund as at 30 September 2021.

Source: Mercer

For the Mercer Growth Fund, asset returns are expected to improve slightly over the period to 

2030 with a broadly neutral impact over longer time periods.

The Mercer Growth Fund includes allocations to Sustainable Equity and Infrastructure which are 

expected to perform well under scenarios with high transition risks and opportunities.

Summary: 2
o
C Summary for the DC Section

Strategy

Resilience of the Defined Contribution Section’s investment strategy

The climate scenario analysis has been carried out for the Mercer Growth Fund, which forms the 

largest part of the Defined Contribution Section’s Default investment strategy.  Table 1 summarises

the key findings.
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Resilience of the Defined Benefit Sections’ funding strategy

Impact on mortality

Using analysis provided by the Scheme Actuary, it has been assumed that UK mortality changes 

that are directly due to the 2
o
C warming pathway climate scenario are not expected to be material 

and therefore will not have a material impact on the funding strategy over each time period 

considered (based on current research).

Impact on interest rates and inflation

A 2
o
C scenario is expected to have a high inflationary impact and interest rates reduce to stimulate 

spending to support a low carbon transition with immediate effect. This would be expected to 

increase the value of the liabilities of the Defined Benefit Sections over the short and medium term, 

which will be largely offset by the movement of the assets supporting the liability 

hedging programme. Therefore, the impact on the funding strategy is expected to be low 

assuming the liability hedging programme remains in place.

Fund results
Per annum return impacts out to 

projection horizon

Projection horizon Sedgwick Marsh Mercer JLT

2
o
C

2025

2030

2050

Strategy

Resilience of the Defined Benefit Sections’ investment strategy

The 2
o
C climate scenario analysis has been carried out for the Defined Benefit Sections with the 

key output summarized in Table 2.

Table 2: Additional climate change impact on annual return to 2025, 2030 and 2050 based on the 

strategic asset allocation of the Defined Benefit Sections as at 30 June 2021.

Source: Mercer
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The impact of transition risks on asset returns is expected to be broadly neutral over the next 10 

years.

The investment strategies with higher exposure to growth assets (in particular, public market 

developed equity) have greater negative exposure to transition risks. This primarily impacts the 

Mercer Section and JLT Section based on their asset allocations as at 30 June 2021. The 

overall asset return impacts are relatively low and are expected to reduce in the future as the 

sections reduce their allocations to growth assets.

High inflationary impact and lower interest rates over the short to medium term will increase the 

value of the liabilities but the impact will be largely offset by the movement of the assets 

supporting the liability hedging programme.

Summary: 2
o
C Summary for the DB Sections

Strategy
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3
o
C Scenario Modelling

Overview
Delayed climate action leads to a failure to meet the Paris Agreement goal 
of keeping global temperatures to well below 2

o
C by the end of the 

century.

Risk factors
Transition risks are not experienced until post 2035 but will be more 
material than under the 2

o
C scenario. Physical risks are greater in 

magnitude and will be experienced sooner.

Narrative

Global carbon emissions are flat by 2050 but still high in absolute 
terms. Coal is still a significant part of the energy mix. Towards the middle 
of the century, irreversible physical damages will be experienced including 
a reduction in available water.

Market Impact

Out to 2030, low-carbon regulatory and policy changes are less than 
under a 2

o
C scenario. Whilst the energy and utility sectors are expected to 

perform poorly under this scenario, the impact is less relative to the 2
o
C 

scenario. Most sectors will experience a marginal drag on performance 
due to the impact of physical damages and some fragmented policy 
changes. Beyond 2035, high carbon sectors will be impacted by strong 
and expedient policy changes. Companies in sectors that are reliant on 
natural resources will be impacted by resource scarcity and will need to 
adapt or be left behind their competitors.

Asset class 
impacts

At the asset class level, equities, infrastructure and commodities are most 
sensitive to climate-related risks. All figures in Chart 2 represent % per 
annum climate impact on return, to 2030. The pattern of expected climate 
impacts to expected return is similar to that under the 2

o
C scenario except 

the impacts are much more muted and closer to a ‘business as usual’ 
scenario. Under this scenario, increased climate action will take place 
post 2030.

Strategy
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Chart 2: Annualised net impact on expected returns between now and 2030, split by asset class, 

from climate-related factors.

Strategy
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Table 3: Additional climate change impact on annual return to 2030, 2050 and 2100 based on the 

strategic asset allocation of the Mercer Growth Fund as at 30 September 2021.

Fund results Per annum return impacts out to projection horizon

Scenario Projection horizon Mercer Growth

3
o
C

2030

2050

2100

Source: Mercer

For the Mercer Growth Fund, asset returns are expected to improve slightly over the period to 

2030 with a marginally negative impact over longer time periods.

The Mercer Growth Fund includes allocations to Sustainable Equity and Infrastructure which are 

expected to perform well under scenarios with high transition risks and 

opportunities. Infrastructure will be more exposed to physical risks.

Summary: 3
o
C Summary for the DC Section

Strategy

Resilience of the Defined Contribution Section’s investment strategy

The climate scenario analysis has been carried out for the Mercer Growth Fund, which forms the 

largest part of the Defined Contribution Section’s Default investment strategy.  Table 3 summarises

the key findings.
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Source: Mercer

Resilience of the Defined Benefit Sections’ investment strategy

Impact on mortality

Using analysis provided by the Scheme Actuary, it has been assumed that in the UK, mortality 

changes directly due to the 3
o
C warming pathway climate scenario are not expected to be material 

and therefore will not have a material impact on the funding strategy over each time period 

considered (based on current research).

Impact on interest rates and inflation

A 3
o
C warming scenario assumes delayed climate action and ‘business as usual’ until 

2030. During the 2030s, UK wide activity is expected to help support a low carbon transition. This 

will also be inflationary. This would be expected to increase the value of the liabilities of the 

Defined Benefit Sections in respect of benefit payments over the long-time horizon, which will be 

largely offset by the movement of the assets supporting the liability hedging 

programme. Therefore, the impact on the funding strategy is expected to be low assuming the 

liability hedging programme remains in place.

Fund results
Per annum return impacts out to projection 

horizon

Projection horizon Sedgwick Marsh Mercer JLT

3
o
C

2025

2030

2050

Strategy

Resilience of the Defined Benefit Sections’ investment strategy

The 3
o
C climate scenario analysis has been carried out for each of the four sections within the 

Defined Benefit Sections with the key output summarized in Table 4.

Table 4: Additional climate change impact on annual return to 2025, 2030, and 2050 based on the 

strategic asset allocation of the Defined Benefit Sections as at 30 June 2021.
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Across the underlying sections, the impact on asset returns is expected to be broadly neutral, 

even for those sections that have a higher allocation to asset classes that are more sensitive to 

climate transition risks.  Under the 3
o
C scenario, transition risks are expected to be more 

material post 2030 though the impact on the investment strategies over longer time periods is 

broadly neutral.

High inflation and lower interest rates over the medium to long term will increase the value of 

the liabilities but the impact will be largely offset by the movement of the assets supporting the 

liability hedging  programme. 

Summary: 3
o
C Summary for the DB Sections

Summary

Based on the output of the scenario analysis, 

the relative impact of climate-related risks on 

expected investment returns is low and the 

Trustee has concluded the Mercer Growth Fund 

investment strategy is resilient to climate-related 

risks. This assessment will be kept under 

review.

Defined Contribution

The period to 2030 coincides with when the 

underlying sections are expected to meet their 

Funding Objectives. Whilst the climate 

scenario analysis indicated a slight negative 

impact to the investment strategy out to 2030, 

the overall impact on the investment strategy 

and funding strategy is broadly neutral.  

Considering climate-related risks alongside 

other risks that the Defined Benefit Sections 

are exposed to, the Trustee believes the 

current investment and funding strategies are 

resilient to climate-related risks but will keep 

this under review.

Defined Benefit

Strategy
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The Trustee has chosen to present three 

climate-related metrics in this report.  The 

climate-related metrics help the Trustee to 

understand the climate-related risk exposures 

and opportunities in the Fund’s investment 

portfolios and identify areas for further risk 

management, including investment manager 

portfolio monitoring, and voting and engagement 

activity and priorities.  The metrics in this report 

are:

1. Absolute emissions metric: Total carbon 

emissions; 

2. Emissions intensity metric: Weighted 

average carbon intensity; and

3. Additional climate change metric: Implied 

temperature rise.

The Trustee recognises the challenges with 

various metrics, tools and modelling 

techniques used to assess climate change 

risks. The Trustee aims to work with its 

investment adviser and investment managers 

to continuously improve the approach to 

assessing and managing risks over time as 

more data becomes available. The Technical 

Section of this report sets out the data 

limitations and assumptions used in collating 

these metrics.

1. Total carbon emissions

This metric represents the underlying investee company’s or issuer’s reported or estimated 

greenhouse gas emissions, where available. It includes various scopes of emissions, which are 

summarised in the following diagram.

Emissions based metrics

Source: GHG Protocol

Metrics and Targets
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There are seven recognised greenhouse gases, 

as defined by the GHG Protocol.  In order to 

simplify reporting, each greenhouse gas is 

calibrated relative to carbon dioxide and is 

reported as ‘carbon dioxide equivalent’ 

emissions (CO2e).

For the purpose of this report, only scope 1 and 

2 emissions have been reported5.  The absolute 

emission metric6 is a proxy for the share of GHG 

emissions that are ‘owned’ by the Fund through 

investing in the underlying companies and 

issuers, including countries (referred to as 

‘sovereign exposure’ through government debt).

5. The Technical Section provides more background to this decision.

6. Calculated as the sum of (Investment value in a company/company enterprise value including cash (EVIC))* company carbon emissions (CO2e).

Metrics and Targets



MMC UK Pension Fund - Reporting period: 12 months to 31 December 2021

30

Source: MSCI, Mercer Calculations..

1. Total absolute emissions metric at fund level covers listed exposures only as total sovereign absolute emissions cannot be calculated for sovereign 

exposure, total listed assets as at 30 June 2021 accounted for 86.5% of the Mercer Growth Fund (assumes DC Section had £506.2m in Mercer 

Growth at 30 June 2021). We will be working with data providers with the aim of being able to show absolute emissions figures at the sub-fund level in 

future reports.

2. The figures in this analysis have been pro-rated at the individual fund level (where reasonable data is available) to present coverage as if full data 

were available for the listed assets.

3. Due to the nature of the underlying investment strategy and manager investment style, climate-related metrics are not readily available

Mercer Growth Fund 

30 June 2021
Portfolio Allocation

Percentage 

of Total 

Assets

Coverage

Asset Class Description (%) (%)

Listed Equity Sustainable Global Equity 9.6% 99.7%

Emerging Market Equity 11.1% 99.7%

Multi-Factor (Fundamental Indexation) Global 

Equity
7.0% 100.0%

Global Small Cap Equity 9.9% 98.2%

Low Volatility Equity 9.5% 99.9%

UK Equity 1.0% 92.1%

Defensive Fixed 

Income
Short Duration Global Bonds 2.0% 97.6%

Absolute Return (listed)
1.0%

63.0%

Absolute Return (Sovereign) 60.0%

Growth Fixed Income Emerging Market Debt 9.9% 100.0%

Global High Yield 14.9% 85.3%

Listed Real Assets Global REITS 8.8% 99.6%

Global Listed Infrastructure Equity 8.8% 99.1%

Alternatives Systematic Macro Strategy3 3.0% 0.0%

Cash UK Cash 3.5% 0.0%

Total Portfolio (tons CO2e) (for listed exposure only)1,2 56,254

Defined Contribution Section

Table 5 – Absolute emissions and data coverage for the Mercer Growth Fund

Metrics and Targets
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Asset Class Fund

Sedgwick Marsh Mercer JLT

Allocation 

(%)

Absolute 

Emissions1,3 Allocation 

(%)

Absolute 

Emissions1,3 Allocation 

(%)

Absolute 

Emissions
1,3

Allocation 

(%)

Absolute 

Emissions
1,3

tons CO2e tons CO2e tons CO2e tons CO2e

Equities

Global Equity (Legal 

& General)
17.9% 46,277 22.4% 35,941 25.3% 26,602 - -

Global Equity 

(Mercer)
- - - - - - 19.2% 7,011

Small Cap Equity 

(Mercer)
- - 2.3% 5,735 2.6% 4,157 - -

Emerging Market 

Equity 

(T Rowe Price)

- - 2.4% 4,607 2.7% 3,333 - -

Emerging Market 

Equity (Ninety One)
- - 2.2% 5,701 2.4% 4,161 - -

Emerging Market 

Equity (Mercer)
- - - - - - 4.1% 2,082

Equity Options -3.3% - -14.1% - -11.9% - - -

Diversified 

Growth

Diversified Growth 

(Mercer)
- - - - - - 20.1% 14,414

Property

Long Lease 

Property (Standard 

Life)2

0.6% - 3.5% - 3.7% - - -

High Income 

Property (Mercer)2
0.6% - 0.8% - 0.8% - - -

UK Real Estate 

(Fidelity)2
0.5% - 0.6% - 0.6% - - -

Private 

Equity

Private Equity 

(Partners Group)2
4.9% - 6.6% - 6.9% - - -

Private Debt Private Debt (ICG)2 1.1% - 1.5% - 1.6% - - -

Metrics and Targets

Table 6 – Absolute emissions and data coverage for the Defined Benefit Sections 

Defined Benefit Sections

Source: MSCI; Mercer Calculations; Liability Hedging Programme asset managers.  Pink shading represents funds in respect of the JLT Section only. 

1. Scope 1 and 2 emissions data only. MSCI data extracts run in March 2022. Assumes fund values as at 30 June 2021 as follows: Marsh Section 

£2,282m; Mercer Section £1,498m; Sedgwick Section £3,710m; JLT Section £552m (including insured assets).

2. The asset managers for the private equity, private debt, secured finance and property funds were not able to provide climate-related metric data as at 30 

June 2021.

3. The figures in this analysis have been pro-rated at the individual manager fund level (where reasonable data is available) to present coverage as if full 

data were available.
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Asset Class Fund

Sedgwick Marsh Mercer JLT

Allocation

(%)

Absolute 

Emissions1,3 Allocation 

(%)

Absolute 

Emissions1,3 Allocation 

(%)

Absolute 

Emissions
1,3

Allocation 

(%)

Absolute 

Emissions
1,3

tons CO2e tons CO2e tons CO2e tons CO2e

Fixed 

Income

Buy & Maintain 

Credit (M&G)
16.9% 108,259 9.5% 37,218 6.3% 16,438 - -

Buy & Maintain 

Credit (PGIM)
12.2% 70,487 10.7% 37,677 10.3% 24,362 - -

Buy & Maintain 

Credit (Janus 

Henderson)

6.2% 17,005 3.5% 5,910 2.3% 2,667 - -

Absolute Return –

Sovereign (Mercer)
3.0% 7,471

1.7% 2,593 1.1% 1,127 -

Absolute Return 

(Mercer)
-

Secured Finance 

(Insight)2
2.4% - 3.7% - 3.9% - - -

Secured Finance 

(AXA)2
2.4% - 3.7% - 3.9% - - -

Private Debt 

(Hayfin)2
1.1% - 0.6% - 0.4% - - -

Metrics and Targets

Defined Benefit Sections

Table 6 – Absolute emissions and data coverage for the Defined Benefit Sections 

Source: MSCI; Mercer Calculations; Liability Hedging Programme asset managers.  Pink shading represents funds in respect of the JLT Section only. 

1. Scope 1 and 2 emissions data only. MSCI data extracts run in March 2022. Assumes fund values as at 30 June 2021 as follows: Marsh Section 

£2,282m; Mercer Section £1,498m; Sedgwick Section £3,710m; JLT Section £552m (including insured assets).

2. The asset managers for the private equity, private debt, secured finance and property funds were not able to provide climate-related metric data as at 30 

June 2021.

3. The figures in this analysis have been pro-rated at the individual manager fund level (where reasonable data is available) to present coverage as if full 

data were available.
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Asset Class Fund

Sedgwick Marsh JLT

Allocation

(%)

Absolute 

Emissions1,3 Allocation 

(%)

Absolute 

Emissions1,3 Allocation 

(%)

Absolute 

Emissions
1,3

Allocation 

(%)

Absolute 

Emissions
1,3

tons CO2e tons CO2e tons CO2e tons CO2e

Liability 

Driven 

Investment

Liability Driven 

Investment 

(Insight)4,5

28.5% 415,556 35.1% 219,916 34.5% 164,606 - -

Liability Driven 

Investment 

(BMO)4,5,6

- - - - - - 18.5% 17,911

Longevity Hedging 

& Insureds5,7
4.3% - 2.6% - 1.8% - 35.3% -

Cash 0.6% - 0.6% - 0.8% - 2.8% -

Eligible 

Asset Class 

Data 

Coverage

84.7% 94.4% 89.9% 96.5% 87.5% 97.3% 61.9% 97.4%

Total 

Section Data 

Coverage

100.0% 80.0% 100.0% 86.8% 100.0% 85.1% 100.0% 60.3%

Total 

Portfolio 

(tons CO2e) 

(where data 

is available)

665,054 355,299 247,453 41,417

Metrics and Targets

Defined Benefit Sections

Table 6 – Absolute emissions and data coverage for the Defined Benefit Sections (continued 

overleaf)

Source: MSCI; Mercer Calculations; Liability Hedging Programme asset managers.  Pink shading represents funds in respect of the JLT Section only. 

1. Scope 1 and 2 emissions data only. MSCI data extracts run in March 2022. Assumes fund values as at 30 June 2021 as follows: Marsh Section 

£2,282m; Mercer Section £1,498m; Sedgwick Section £3,710m; JLT Section £552m (including insured assets).

2. The asset managers for the private equity, private debt, secured finance and property funds were not able to provide climate-related metric data as at 30 

June 2021.

3. The figures in this analysis have been pro-rated at the individual manager fund level (where reasonable data is available) to present coverage as if full 

data were available.

4. Total absolute emissions metric for the liability hedging programme mandates cover exposure to funded gilts, gilt repo and total return swaps.

5. The Technical Section of this report provides more information on the assumptions that have been made in respect of the liability hedging programme

and other derivative contracts, such as the longevity swap and equity options.

6. Absolute emissions estimated by Mercer based on data provided by BMO and Insight.

7. Commentary on the buy-in policy in respect of the JLT Section is included in the Technical Section of this report.
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The largest asset allocation for each of the Defined Benefit Sections is to the liability hedging 

assets (Liability Driven Investment) and therefore these funds make up the largest proportion of the 

Sections’ total carbon emissions. These hedging assets provide good protection against changes in 

interest rates, inflation and life expectancy and therefore the Trustee expects the allocations to 

these assets to increase over time as the funding levels of the Defined Benefit Sections improve.

2. Intensity based metrics

Weighted-Average Carbon Intensity (WACI)

This metric scales the total carbon emissions of each underlying investee company by the 

amount of revenues generated by that company. At a total asset class portfolio level, this metric 

gives an indication of carbon efficiency. A lower WACI score shows better efficiency.

For government debt, the WACI measure scales the Absolute Emissions of each country by the 

Gross Domestic Product (“GDP”) of the country. The Trustee acknowledges that the 

methodology used to calculate the carbon intensity associated with government debt is likely to 

change and will keep this under review.

Defined Contribution Section

Chart 3 – Mercer Growth Fund WACI as at 30 June 2021
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1. Scope 1 and 2 emissions data only.  MSCI data extract run as in May 2022.  

2. The Systematic Macro and Cash allocations have been assumed as zero given the nature of these asset classes. 

3. WACI for the sovereign debt exposures has been calculated using GDP of the underlying countries, where emissions data is available.  This represents 

13.0% of the asset allocation of the Mercer Growth Fund.

4. The figures in this analysis have been pro-rated at the individual manager fund level (where reasonable  data is available) to present coverage as if full 

data were available.

Source: MSCI; Mercer
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For the underlying strategies that use revenue data in the WACI calculation, the highest intensity 

funds are the Global Listed Infrastructure and Low Volatility Equity (along with Emerging Market 

Equity also within the Mercer Growth Fund). The Emerging Market Debt fund has exposure to a 

number of high emitting countries and emerging economies.  Whilst these asset classes contribute 

the highest emissions at present within the portfolios, there is still a wider investment case for 

currently including these within the strategic asset allocation.

Defined Benefit Sections

Chart 4 – Asset manager fund level WACI as at 30 June 2021 (where data is available)

1. Scope 1 and 2 emissions data only. MSCI data extracts run in March 2022.

2. The asset managers for the private equity, private debt, secured finance and property funds were not able to provide climate-related metric data as at 30 

June 2021.

3. The WACI metric for the liability driven investment mandates cover the emissions associated with the funded gilts, gilt repo and total return swaps and 

uses GDP to calculate the intensity. The Technical Section of this report provides more information on the assumptions that have been made in respect 

of the liability hedging programme and other derivative contracts.

4. The figures in this analysis have been pro-rated at the individual manager fund level (where reasonable data is available) to present coverage as if full 

data were available.

Source: MSCI; Mercer Calculations; Liability Hedging Programme asset managers.
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For the manager funds which use revenue data in the WACI calculation, the highest intensity funds 

are the buy and maintain credit funds managed by M&G and PGIM, and the Mercer Diversified 

Growth Fund.  The Diversified Growth Funds have exposures to high carbon intensity asset 

classes such as emerging market equities, high yield debt and infrastructure.
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3. Additional climate metric

Implied Temperature Rise7

1. Covers scopes 1, 2 and 3 emissions data, where available. MSCI data extract run in May 2022.  

2. The data presented represents 86% of the Mercer Growth Fund by allocation. The Systematic Macro and Cash allocations have been excluded as the 

metric is not available for these asset classes.  The Emerging Market Debt and the sovereign component of the Absolute Return fund have also been 

excluded as data is unavailable.

Source: MSCI

This is a forward-looking metric that considers 

the pledges, commitments and business 

strategy changes that underlying investee 

companies/issuers have made.  It provides a 

prediction of the potential temperature rise over 

the rest of the century based on the activities of 

those companies and issuers.  The metric 

illustrates the degree of portfolio alignment with 

the goals of the Paris Agreement (notably to 

limit warming to well below 2
o
C by the end of 

the century).  

The Trustee has chosen this metric to include in 

this report because of its simplicity in 

presentation and a useful way to see, at a

glance, the positioning of a fund towards a low 

carbon economy. Asset allocations with high 

Implied Temperature Rise metrics are 

invested in companies or issuers that are not 

transforming their businesses or activities in 

order to reduce the reliance on fossil 

fuels. This is also a measure of climate 

transition risk with greater transition risk 

highlighted in asset allocations with a higher 

Implied Temperature Rises.

The Implied Temperature Rise methodology of 

the metric provider was updated with effect 

from 1 October 2021 and the metrics in this 

section are presented at that date.

Defined Contribution Section

Chart 5 – Mercer Growth Fund - Implied Temperature Rise as at 1 October 2021
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7. For the calculation of Implied Temperature Rise, the Trustee has used MSCI’s methodology. More information can be found here: 

https://www.msci.com/our-solutions/climate-investing/net-zero-solutions/implied-temperature-rise
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The Global REITs (listed property) and Global High Yield have the highest implied temperature 

rises in the Mercer Growth Fund as at 1 October 2021. 

Defined Benefit Sections

Chart 6 – Asset manager fund level - Implied Temperature Rise as at 1 October 2021 (where data 

is available)

8. The 2015 Paris Agreement’s goal is to limit global warming to well below 2
o
C compared with pre-industrial levels.

Source: MSCI

The portfolios with allocations to emerging market equity or emerging market debt have the largest 

Implied Temperature Rises.  The Liability Hedging Programme consists mainly of portfolios of UK 

government debt and the Implied Temperature Rise of that portfolio reflects the UK Government’s 

net zero commitments and support for global temperature goals8. 

1. Covers scopes 1, 2 and 3 emissions data, where available.  MSCI data extract run as in March 2022.  

2. The asset managers for the private equity, private debt, secured finance and property funds were not able to provide Implied Temperature Rise metrics 

as at 1 October 2021.
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Targets

Defined Contribution Section

The Trustee will keep the following targets under review to ensure they still remain appropriate and 

relevant, taking into account any changes to the investment strategy of the Sections, the 

availability of data and wider market developments. With this in mind the Trustee may change its 

targets in the future.

As the Mercer Growth Fund makes up a large part of the default investment strategy and over 50% 

of the total assets for the Defined Contribution Section, the Trustee has agreed to set a climate-

related target for this Fund as follows:

To reduce carbon intensity in the Mercer Growth Fund by at least 45% from 2019 
baseline levels by 2030.

A summary of the progress to date against this target is shown below for non-sovereign assets and 

is defined by the WACI metric (Scopes 1 and 2). This has reduced by 8.9% for the Mercer Growth 

Fund relative to the 2019 base value.

Table 7 – Progress of the Mercer Growth Fund climate-related target

Mercer Growth

Date 31 Dec 2019 30 Jun 2021

Weight1 84% 87%

WACI (Co2e/$M revenue)2,3,4 304.7 277.5

Change -8.9%

1 Proportion of fund to which the WACI figure applies (asset classes, such as cash or ‘alternatives’ where data is unavailable, have been excluded).
2 This has been grossed up on a pro-rated basis using the “weight” figure so that intensity scores are comparable across different time horizons and are 

not impacted by the proportion of assets where data is available.
3 Scope1 and Scope 2 emissions.
4WACI for the sovereign debt exposures has been calculated using GDP of the underlying countries, where emissions data is available. This 

represents 13.0% of the asset allocation of the Mercer Growth Fund.

Metrics and Targets
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The climate-related targets for the Defined Benefit sub-Sections have been separated to reflect the 

different investment strategies for each Section:

Sedgwick Section, Marsh Section and 

Mercer Section (the ‘Legacy Sections’)

The investment strategies for the Legacy 

Sections are similar in terms of asset allocation, 

manager line-up and funding level de-risking 

strategies.  As the funding levels of the Legacy 

Sections improve, the investment strategies will 

be amended so that there is less investment 

risk. This will be achieved through the sale of 

Return Seeking Assets and purchasing Risk 

Reducing Assets.  With this in mind, the Trustee 

has agreed to focus on the carbon intensity of 

the Risk Reducing Assets.

Within the Risk Reducing Asset portfolio, the 

Liability Hedging Programme has the largest 

allocation.  The exposure is mainly to UK 

government gilts.  The Trustee has little control 

over the carbon intensity of the UK and has 

concluded that a target set for the

Liability Hedging Programme would be very 

difficult to influence and change.

Most of the remaining asset classes within the 

Risk Reducing Assets currently have 

limitations with the provision of climate-related 

data, notably the secured finance and 

absolute return fixed income mandates.  The 

Trustee will continue to work with Mercer to 

obtain better data from the underlying 

investment managers.

The buy and maintain investment grade credit 

mandates make up a large part of the Risk 

Reducing Asset portfolio.  The Legacy 

Sections have Fund specific mandates with 

the buy and maintain credit mandates, which 

means the Trustee can make Fund specific 

amendments to the investment guidelines with 

each underlying investment manager. 

The Trustee’s climate-related target for the Legacy Sections is:

To reduce the carbon intensity across the buy and maintain Investment Grade Credit 
mandates in aggregate by at least 40% (from 2021 baseline levels) by 20301

As at 30 June 2021, the average weighted average carbon intensity for the Buy and Maintain 

Credit portfolios of the Legacy Section was 296 tons CO2e/$M Rev.  A 2021 baseline has been set 

as data for these portfolios prior to that date was insufficient.

The Trustee will work with the underlying buy and maintain credit managers to determine an 

appropriate climate transition plan that covers the following principles:

• To better understand the investment managers’ rationale for holding credit issued by high 

carbon intensity issuers.  The investment managers will be engaging with underlying issuers on 

many different issues, including a corporate’s business strategy to transition towards supporting 

a low carbon economy.

Source: MSCI; Mercer Calculations; Liability Hedging Programme asset managers.

1. As measured by scope 1 and 2 WACI

2. The WACI metric for the liability driven investment mandates cover the emissions associated with the funded gilts, gilt repo and total return swaps and uses 

GDP to calculate the intensity. The Technical Section of this report provides more information on the assumptions that have been made in respect of the 

liability hedging programme and other derivative contracts.
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• To understand how the existing portfolios can be decarbonised (by avoiding the worst emitters 

with poor climate transition plans) without incurring significant portfolio turnover costs and still 

meeting the overall financial objectives of the mandate.

• To consider introducing mandate restrictions for the purchase of new credit securities.

JLT Section

As at 30 June 2021, around a third of the JLT Section’s investment (excluding the buy-in contract) 

strategy was allocated to the diversified growth fund.

The Trustee’s climate-related target for the JLT Section is: 

To reduce the carbon intensity of the Diversified Growth Fund allocation by at least 
45% (from 2019 baseline levels) by 2030.

Table 8 – Progress of the Diversified Growth Fund climate-related target

*The JLT Section has been invested in the Mercer Diversified Growth Fund from Q1 2021.   For the baseline numbers, the 2019 carbon intensity for this fund 

(prior to investment by the JLT Section) will be used.

1. Proportion of fund to which the WACI figure applies.

2. Proportion of assets for which data was available. 

3. The figures in this analysis have been pro-rated at the individual manager fund level (where reasonable data is available) to present coverage as if full 

data were available.

4. Based on Scope 1 and Scope 2 emissions.
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Asset allocation

Chart 7 - Asset allocation of the Mercer Growth Fund as at 30 June 2021
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Chart 8 – Asset allocation of the Defined Benefit Sections as at 30 June 2021

Defined Benefit Sections

Source: Mercer.  Actual asset allocation as at 30 June 2021.

JLT Section assets exclude the value of the insurance contract.
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Climate scenario modelling approach

Source: Mercer

Climate scenario modelling is a complex process.  The Trustee is 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 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' 4oC 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.

Technical Section
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Metrics – Data limitations and assumptions

Data sources

Climate-related metrics provided by Mercer 

have been sourced from MSCI using stock list 

data provided by the sub-investment managers.  

Other data has been requested directly from the 

asset managers.  

For the Defined Contribution Section, some of 

the allocations in the Mercer Growth Fund have 

been estimated using proxies.

Proxy data

For some asset classes, data coverage is too 

low (or no data is available) to be able to take a 

pro rata approach.  Use of proxy data (data of 

other asset classes or funds that broadly 

represent a given fund) can help provide 

climate-related data where coverage for an 

asset class/fund is limited.

Defined Contribution Section

Proxy funds have been used to obtain climate-

related metrics for the following asset classes:

• UK equity (proxy with UK equity benchmark 

index).

• Emerging market debt (proxy with emerging 

market debt benchmark index).

• Systematic macro (proxy with cash).

Defined Benefit Sections

The Trustee considered the use of proxy metric 

data for private equity, private debt, real estate 

and secured finance in the Legacy Sections 

however, the characteristics of the proxy fund 

would be too different from the invested assets 

to be able to make any informed investment 

decisions with the information.  For now, no 

data on these asset classes has been 

presented.

Scope of emissions

Only Scope 1 and 2 emissions data has been 

included in this report.  This means that for 

some companies the assessment of their 

carbon footprint could be considered an 

understatement. Scope 3 emissions are 

currently excluded because scope 3 

disclosure remains insufficient to use reliably 

at present. Scope 1,2 and 3 emissions are as 

defined by the GHG protocol.

The Trustee will continue to work with Mercer 

and the investment managers to obtain Scope 

3 data for the different asset classes.

Data coverage

Data coverage refers to the proportion of an 

asset in which the various climate-related 

metric data is available.  There are gaps in the 

data:

• Some public listed companies are not 

publishing climate-related data or are 

providing poor quality data.  This is relevant 

to public equity and corporate bonds.  

Obtaining data for emerging market equity 

can also be challenging due to general 

disclosure and transparency challenges.

• Many private companies do not currently 

produce climate-related data and coverage 

for private markets, such as private equity 

and private debt, will be low, or zero for 

mature funds.

Technical Section
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• Sovereigns, or governments, may not publish 

climate-related data in the public domain.  

This is a particular challenge for emerging 

market debt.  For UK government debt, data 

is available but there is a delay in the data 

being published.

• Short-term instruments, such as in the 

secured finance assets, absolute return fixed 

income and money market funds, have 

limited data available due to the short-term 

nature of the individual assets.

• Real estate (property) and infrastructure 

assets can have low climate-related data 

coverage due to the lack of reporting on the 

individual properties or projects held within 

the portfolio.  

• For the long-lease property funds, the 

occupiers of the buildings in the portfolio 

have full operational control and there are 

no Scope 1 or 2 emissions associated with 

the investments.  The asset managers are 

looking to improve the collection of Scope 3 

emissions data – this includes occupier 

activities where they have direct utility 

supplier contracts.

In this report, the Trustee has used a pro rata 

approach to scale up each climate metric in 

order to present the data as if full coverage 

was available for each asset. This assumes 

that the part of an investment fund that does 

not have data available has the same 

investment characteristics (for example, same 

sector or geography) as the part where there 

is data.
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Chart 9 – Defined Contribution Section: Mercer Growth Fund data coverage as at 30 June 2021

Source: MSCI
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Chart 10 – Defined Benefit Sections – underlying fund data coverage as at 30 June 2021 where 

data is available

Source: MSCI
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The Trustee will continue to work with Mercer to encourage the investment managers, and the 

companies or issuers within the underlying funds, to improve their climate-related reporting.
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Specific asset class assumptions

Defined Benefit Sections

Synthetic equity exposure

Some asset class exposures, like equity, are 

obtained via the use of derivative1

instruments. For the purposes of this report:

• Equity futures and equity options are used as 

a way to manage equity risk on a short-term 

basis. These exposures have been ignored 

in the climate scenario modelling and in the 

climate metrics in order to give a prudent 

estimation of the exposure to climate-related 

risks (i.e. by ignoring these instruments, the 

Trustee is overstating its exposure to climate-

related risks associated with public equity).

• The JLT Section uses synthetic equity as a 

way to increase the exposure to equity 

markets in a capital efficient manner. The 

additional exposure to public equity markets 

has been allowed for in the climate scenario 

modelling. The climate metric data does not 

include any notional exposure from synthetic 

equity.

Liability Hedging Programme

The following assumptions have been made in 

the calculation of the climate-related metrics for 

the Liability Hedging Programme:

• Latest annual data for emissions produced 

in the UK (Scope 1 and 2) as at 31 

December 2020, published by the UK 

government, of 405.5m tonnes of CO2e.

• Scope 3 emissions are not included;

• Figures cannot sensibly be aggregated with 

emissions data for non gilt assets due to 

risk of double counting as UK emissions 

include corporate and household 

emissions.

• Total market value of gilts in issuance at 30 

June 2021, published by the DMO of 

£2,666,620m (including green gilts).

• UK GDP for 2020, published by the IMF of 

£2,112,040m.

• Fund’s asset position at 30 June 2021.

• The metrics cover the full economic 

exposure to UK gilts which will be from the 

physical gilt holdings and any exposure to 

repo2.

• Gilts posted out as collateral by the Fund 

are included in the gilt valuations and gilts 

received as collateral are excluded.

• Interest rate swaps, inflation swaps, futures, 

cash and money market fund holdings have 

all been excluded.

1. Derivatives are securities whose value is dependent on or derived from an underlying asset.

2. Repurchase agreement: a form of short-term borrowing for dealers in government securities used for portfolio efficiency.
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Source: Insight, UK Government, DMO and IMF.  JLT Section calculations estimated by Mercer.

Marsh 

Section

Mercer 

Section

Sedgwick 

Section

JLT 

Section

Category

Market 

value of 

exposure 

(£m)

Absolute 

emissions 

tCO2e

Market 

value of 

exposure 

(£m)

Absolute 

emission 

tCO2e

Market 

value of 

exposure 

(£m)

Absolute 

emission 

tCO2e

Market 

value of

exposure 

(£m)

Absolute 

emissions 

tCO2e

Funded gilts only 333 50,707 264 40,108 887 134,867 78 11,888

Gilts on repo and / or

Total Return Swaps
1,113 169,210 819 124,499 1,846 280,690 40 6,022

Combined gilt

exposure
1,446 219,916 1,082 164,606 2,733 415,556 118 17,911

Table 9: Absolute emissions split by funded gilts and synthetic gilts

Longevity swap

There is a longevity swap contract in place for 

the Sedgwick, Marsh and Mercer sections.  This 

is a financial transaction that reduces the 

exposure of the Defined Benefit Sections to 

members living longer than assumed, which 

would, in isolation, result in an increase in the 

liabilities.

The Trustee has carried out qualitative climate 

scenario analysis and has considered the 

climate-related risk exposures of the longevity 

swap, specifically:

• The impact on members’ life expectancy;

• The risks faced by the reinsurer 

counterparties; and

• The risks relating to the assets held to 

support the longevity swap contract.

The Trustee has concluded that the risk 

exposure is low given the structure of the 

longevity swap contract.  This will be kept under 

annual review.

Carbon emissions associated with the 

longevity swap have not been calculated.

Buy-in contract

The JLT Section has contracts in place with a

life insurer (Prudential), which will pay the 

pensions for a group of pensioner members.    

There are two main areas of climate-related 

risks:

• Climate-related risk on the underlying 

assets supporting the buy-in contract; and

• Climate-related risk at the insurer’s 

business.

Underlying assets

Prudential has committed to achieving carbon 

net zero across its Annuities, With-Profits and 

Unit-Linked books of business in aggregate by 

2050 to align with the Paris Agreement on 

Climate Change.
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As part of the insurer’s Strategic Asset 

Allocation review process, climate-related 

risk is assessed in terms of physical, 

transition and litigation risks. The insurer 

was unable to share the results of their 

scenario testing with the Trustee.

Prudential has calculated the WACI for the 

public corporate debt and listed equity 

assets that support the buy-in policy.  

These account for 31.75% of the asset 

allocation. As at 30 June 2021, the WACI 

was 116.4 tCO2e/$m revenue (Source: 

Prudential, MSCI).

Firm-wide level

Prudential has committed to being carbon 

net zero in its own business operations by 

2030 at the latest.

Technical Section



Important notices from 

data providers

Mercer

Past performance does not guarantee future results. 

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.  The information 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.

MSCI

In addition, 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.

Mercer Limited is authorised 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


