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Executive summary

Welcome to our 2021 investment survey for
European Not for profit investors (NFP). This is

the first survey of its type from Mercer Europe,
focused entirely on asset owners seeking profit
with purpose. We look forward to delivering this
survey on an annual basis and wish to thank those
that participated this year.

Throughout the last decade, investors have enjoyed
favourable market returns across virtually all asset
classes, driven generally by buoyant equity markets
and underpinned by ultra-accommodative monetary
policy. The challenges of the last 10 years - trade wars,
Brexit and the COVID19 pandemic, have only served
as blips in the prevailing rise of investment markets.
Against this background, most philanthropic investors
have experienced strong returns during a period of
subdued inflation.

We expect the decade ahead to be more challenging
for investors, with returns more elusive and greater risk
in markets then we have experienced in recent years.
The 2020s have been dubbed the decade of delivery
where unprecedented climate change policy must

be delivered in a world of very low yields: we beleive
the challenges for NFP investors to continue to grow
on many fronts. Headwinds will be seen in the form

of reduced incomes as governments, subscribers and
donors continue to cut back their funding in order to
reduce debt levels or divert spending. To fill the gap,
all streams of revenue generation must work harder,
including that from investment returns. In this low-rate

environment, there will be less opportunity to reap the
rewards of market returns.

The importance of genuine diversification, at both
asset class and manager level, cannot be overstated in
the years ahead. In hindsight, the 2010s were an “easy”
investment environment, with rallying equity and
bond markets driving strong returns as central banks
suppressed volatility. NFP investors are well placed to
allocate to less-constrained strategies and capitalise
on market dislocations to enhance diversification.
There may also be opportunities in strategies that have
struggled to keep pace with broad market indices,
such as value stocks, hedge funds, real assets and
emerging markets, although ethical and responsible
consideration may limit this exposure.

As the search for returns becomes more challenging,
we expect accessing the illiquidity premium to

be more important. This is reflected in a greater
proportion of NFP investments being placed in private
asset investments such as private equity and private
debt. Our survey respondents indicated the growing
importance of integrating the impacts of climate

into decision making. Whilst many NFP investors

have been at the forefront of acknowledging climate
change and seeking to address it in their policy
documents, efforts to address climate change within
portfolios has progressed slowly. As consumers and
other stakeholders demonstrate behavioural change
to moderate their environmental impact, we expect
that firms in any industry that fail to follow suit will
find their social license to operate (and ultimately their

revenues) increasingly under threat. We believe as NFP
investors, we can quickly understand and address the
environmental impact of NFP investments and drive
change.

We encourage clients to undertake, where appropriate,
a carbon-footprint analysis on investment portfolios

as part of a broader assessment of exposure to climate
policy risk, and then chart a course for alignment

with global climate targets. Broadly speaking, those
experiencing funding declines could benefit from
reviewing their spending policies and investment
objectives. In addition, universities for example may
have to focus more attention on widening their base
of philanthropic donors to better fund their spending
programme. Despite these challenges, NFP investors
should have confidence that their inherent advantages
as investors - such as their long-term time horizon and
smaller size - provide them with opportunities and
flexibility that other investors may envy. Whilst the
future is uncertain, we believe there is still opportunity
in markets for investors to unearth ethically and
sustainably aligned returns by investing with a
strategic and long-term lens.

Paul Fleming
UK Head of Not for profit

Amit Popat
Europe and IMETA Head of Not for profit




Key findings of the survey

1. Market volatility and insufficient returns
to meet objectives at centre of concerns

Whilst recent returns have been strong, the sharp
bouts of volatility of early 2019 and 2020 have
reminded investors of how finely balanced the
global economy is positioned. Capital markets are
very attuned to policy decisions and statements by
central bankers and politicians. Global instability
remains a concern for NFP investors in positioning
their portfolios to keep delivering strong returns.

Over 43%

of respondents identified market volatility and
insufficient returns to meet their objectives as one
of the top 3 key risks their organisation will face
over the next 12 months.

2. Seeking alternative sources of
return- the move to private markets

62%

of respondents currently have no exposure to
private markets; however, over

almost 40%

have expressed that they will increase their
exposure to private markets or real assets
as a tool to address a low income yield
environment...

..demonstrating the increasing trend within
the NFP industry to search for yield in new
asset classes.

3. ESG remains ever important for NFPs

Despite a more challenging environment, NFPs
remain resolute in their focus on ESG factors as part
of their investments and governance.

48%

currently have a standalone sustainable/RI policy
with another 40% considering producing one in
the next 12 months.

47%

currently allocate to low carbon investments with
another 43% planning to in the future.

46%

use ESG ratings to assess managers whilst
66% exclude specific sectors in their portfolio.
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Reviewing your strategy
in a low-rate environment

Following a decade of strong real returns, NFPs
now face the challenges of “lower for longer”
interest rates, market uncertainty and funding
pressures. With the global economy and capital
markets constantly evolving, we recommends
all NFPs to review their investment objectives,
strategic asset allocation and spending policies
to ensure they remain aligned, and achievable,
in the current environment. The current market
and regulatory environment suggests that
investment portfolios will need to “work harder
going forward.

”

THY

Don’t give up on
diversification

Many investors are not expecting a repeat of
the past 10 years’ equity and bond returns.
Many NFPs could benefit from greater
diversification and bigger allocations to less-
constrained strategies that are well placed

to capitalise on either market dislocations

or long-term structural trends. These
opportunities can be found in both public
and private markets. Alternative investments,
such as unlisted property, infrastructure and
private equity can help insulate against market
volatility, rising geopolitical uncertainty and
downside risks.

The importance of ESG
continues to grow -
position for climate change

The warning signs of climate change have
been heeded and policy is now increasingly
proactive. This will have implications for

the way businesses are run and how asset
owners invest. Policy needs to address issues
from carbon emissions to physical impact
mitigation and structural trends associated
with climate change, such as water scarcity.

We recommend undertaking carbon-footprint
analysis and charting a course for alignment
with global climate targets. Determine
whether your objective is to be “future aware”
and protect against and capitalise on the
transition to a lower-carbon world or to go
further and influence the transition — that s,
be a “future maker”



https://www.mercer.com/our-thinking/wealth/becoming-a-future-maker.html 
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Global instability remains a
concern for NFP investors in
positioning their portfolios to keep
delivering strong returns.

When considering the next 12 months, the
biggest challenges keeping respondents
“awake at night” centre on market
volatility, followed by the ability to deliver
sufficient returns to meet charitable
objectives.

The current low yield environment is
reflected in the respondents answers

in actions with their asset allocations.

The majority of respondents have
implemented strategies to protect against
downside equity volatility. These strategies
include increasing diversification within
and across asset classes geographically,
dynamic asset allocation and increasing
allocations to unlisted and defensive
assets.

NFP investors highlighted stakeholder
pressure as the third biggest challenge
they see over the next 12 months, due to
increasing pressure from their stakeholders
to invest sustainably. We believe this
makes communication and transparency
ever more important.

Greatest risk or challenge over the next 12 months

Stakeholder pressure,
for example ESG,
contentious issues

Insufficient returns
to meet objectives

Market
volatility

Actions to alow income yield environment

Altering the nature of the bond exposure to increase yield 28%
Increasing real asset exposure (property/infrastructure) 26%
Increasing private equity exposure 23%
Increasing equity exposure 14%
Increasing private debt exposure 12%
Utilising DAA (dynamic asset allocation) 12%
Adjusting spending requirements 32%
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As long term investors, NFPs tend to Use of passive management
employ active management across the
majority of their portfolios. However, Passive managementin bonds Passive managementin equities
there has been greater interest Percentage of Organsations Percentage of Organisations
ininvesting in low carbon equity (N=54) (N=57)
investments which coincides with the
development of low carbon equity index 10% 10%
funds.
20% 20%
30% 30% 51% 'a\lc/?v;yarl;anaged
The majority of NFPs have met o o 1o M o-25%
or exceeded their objectives over 50% ; s0%
the trailing 5 year period. Perhaps [l 26-50%
unsurprisingly given the very strong 60% 60%
returns delivered by equity markets Ws-75%
which tend to make up the majority of o 7o
NFP portfolios. 80% 80°% >76%

Moving forward, we expect the next 5
years to be much more challenging for
performance, which is reflected in the 100% 100%

fact that 64% of respondents ranked

insufficient returns to meet objectives

as one of their top 3 risks for the next 12 Performance of organisation’s fund relative to stated objectives over the trailing 5 period

90% 90%

11%

6%

months. Our recent article
discusses this in more detail.

Exceeded
objectives

Met
objectives

Lagged
objectives



https://www.uk.mercer.com/our-thinking/the-income-challenge.html
https://www.uk.mercer.com/our-thinking/the-income-challenge.html
https://www.uk.mercer.com/our-thinking/the-income-challenge.html
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28% of respondents

said they have not
formally reviewed their
investment manager(s)
in the last 3 years, with
53% of these saying they
also do not plan to in the
next 12 months.

We recognise that 81% because are
happy with their current status, however
we believe trustees, as part of a robust
governance structure, review their current
investment manager(s) every 3 years.

Length of time since your organisation undertook a formal review of your investment manager

arrangements
52% 21% 28%
Between 1 and More than 3

Within the last
12 months 3 years ago years ago

Reason for not planning to undertake a formal review of
investment management arrangements over the next
12 months

Happy with current status _ 81%
Lack of time . 10%

Planning to undertake a formal
review of investment management
arrangements over the next

12 months

Lack of expertise

Do not want to change manager I
during time of market distress

Recently carried out a review - 19%
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Over 75% of respondents
take advice from a third
party. The role of the
advisor varies.

Continue to see third parties’ largest
role is to conduct strategic asset
allocation reviews for NFP investors
- driving key decisions to align with
financial objectives.

Manager selection and monitoring
are important areas - NFP investors
continue to take advice to decipher
between the best managers and
holding them to account over the
long term.

Capacity of advisor to assist the organisation

7 6 ()/ of organisations stated that they currently work with a third
()

party investment consultant/advisor.

Strategic asset allocation reviews
Manager selection activities
Monitoring managers

Investment objective setting
Responsible Investment policy setting

Manager fee reviews

Co-ordinating asset transitions between
managers

Implementation of private markets via a
fiduciary management framework
Implementation of liquid assets via a
fiduciary management framework

Other

86%

84%

80%

66%

57%

45%

20%

16%

<
X
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Maiority Of NFPs now use Breakdown of activities around the investment cycle and responsibility by governing body
d separate investment 60%
5 Investment objecti tti 7%

sub-committee to take T — .
care Of key taSkS. ThiS Responsible Investment 17% 57%

Polcy setting | — (7
allows for more focused >

[ L3 [ . 22%
meetings and decision R e ——
maklng Wlth approprlate Strategic asset allocation 28% 35%
levels of expertise. penchmr | %
Asset allocation within the 25% 339,
Importantly a majority of main trustee portfolio & 61%
boards are responsible for long term 19%
objective setting and take ownership on Decisions on rebalancing _ 26%
74%

responsible investment policy setting.

19%

Heavy lifting of day to day investment Monitoring manager performance _721% 29,
. . . o
issues are increasingly delegated to a
third party allowing trustees to focus on Monitoring managers with o
strategic decision making and fulfilling respect tostewardship | /07
their organistaion philanthropic mission. .

Opportunistic or short term 8% 38%

. . e o
assetallocation deciions | 1
4%
Day-to-day investment issues 45%

57%

Trustees M Third Party B Investment Sub-Committee




2. Don’t give up on
diversification
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With nearly a quarter of
NFP’s indicating they only 240/ of respondents employ only a single
use one investment manager, 0 investment manager

we would suggest reviewing
this arrangement. In addition
to having diversification Current % proportion of total assets
across asset classes and funds
within these asset classes, we
believe NFPs should also look Emerging market equities
to diversify by investment Government bonds
manager. Corporate bonds

Private markets

Domestic equities

Developed overseas equities

X X X X Hedge fund
Strateglc asset allocation remains an active

and dynamic process throughout the sector.
Despite maintaining a long-term focus,
many NFPs undertake annual strategic Diversified growth fund pg

reviews to ensure they are responding to the Listed property
investment environment. Direct property 9%
S e s e e Other alternatives - KN TS - I S

m1-10 m®m11-30 31-50 m51-70 ®m71-90 m91+ ®None

Infrastructure 5% [2%

Commaodities 5% 2%

important investment principle. We do
observe that NFPs continue to utilise their
tax exempt status, and perhaps (in the
case of UK investors), by holding higher
levels of domestic shares relative to other
institutional investor types.
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26% of respondents

said they will be looking to increase

their portfolio exposure to real assets

in an attempt to boost returns from the
current and expected continued low yield
environment.

35% said they will
turn to allocations
within private equity
or private debt to
boost returns.

Which actions will be implemented as a likely response to a low-income yield environment

Altering the nature of bond exposure to increase yield
Increasing real asset exposure (property/infrastructure)
Increasing private equity exposure

Increasing equity exposure

Increasing private debt exposure

Utilising DAA (dynamic asset allocation)

Other

Adjusting spending requirements
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Climate crisis
focus

The climate crisis is an increasing focus.

of respondents either have
a climate policy or are
considering introducing one
in 2021. Further, almost half
of respondents allocate to
low carbon investments and

of those who to don’t, a large

majority would like to add
this in the future.

Policy/statement in place to address climate
change issues for investments

M 38% ves

I 41% No, but we are considering
production in the next 12
months

21% No and we do not
plan to produce

Does your organisation currently explicitly allocate to any low
carbon investments either active or passive?

Does your organisation invest in any impact investments?

Has your organisation or its managers considered using the
UN Sustainable Development Goals as a framework for
measuring the impact of its investments?

Investment in any assets to address climate
change

B 53% VYes, weallocate to climate
change solutions

. 36% No, but we would like to do
this in the future

10% No and do notplan
to investin the future

47% 43% 10%

36% 1% 22%

36% 50% 14%

M Yes, we do this already No, but we would like to do this in the future No and we do not have any appetite
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Does your organisation assess progress of ESG and climate change within their portfolio?

of NFP organisations who
currently assess the progress

of ESG and climate change have
o Yes o No
already committed to reducing 45% 55%

their carbon footprint over
time. Based on our experience
of helping investors to develop
these policies, we expect this
proportion to increase in future

surveys.
- 23%  27% 4% 46% 0%

Of those who said their organisation does assess ESG and climate change within

their portfolio

Restrict investment in Commit to reduce Undertake scenario Use ESG manager Yes, we undertake
certain sectors their carbon footprint modeling on ratings to assess transition planning
(e.g. fossil fuels) over time climate change manager progress

use ESG manager ratings to

dssess mdnager progress
Of those who said their organisation does not assess progress of ESG and climate
change within their portfolio

66% 34%

Are not considering
implementing

are not currently assessing the
progress of ESG and climate

change, however 66% of these

are considering implementing.

Are considering
implementing




Not for profit European investment survey 2021

NFP organisations remain resolutein
their focus on ESG factors as part of
their investments and governance and
face stakeholder pressure on numerous
contentious issues.

Our survey continues to highlight the
trend of increasing importance of ESG to
NFP organisations.

of respondents either have or
plan to produce a standalone
Sustainable Investment Policy,

with 96% of those who have a
policy plan to make it public,
or plan to.

The key driver for considering

520/ identified it as the 3rd” greatest risk or challenge over
o

the next 12 months

48% have a standalone sustainable investment
policy

M 48% Yes

[ 40% Considering production
in the next 12 months

12% Donotplana
standalone policy in
the next 12 months

82% of respondents say their policy is publicand
outlines their organisation’s approach to ESG

B 82% vYes
I 14% Considering production

in the next 12 months

4% Do notplan to produce

Key driver behind consideration of sustainability/ESG risks

Alignment with organisation’s mission (and wider societal
and environmental concerns)

Reputational risks including stakeholder concerns

74%

45%

28%

Science of climate change

ESG is the alignment with the
organisations’ mission — this
was acknowledged by 74% of
respondents. Reputational risks
were also referenced by almost
50% of respondents.

Financial materiality of the risks and opportunities

24%

Individuals on the trustee board 12%

Donor requirements . 5%

Regulatory drivers I2°/o

Other - 7%
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Stakeholder engagementis also a hot
topic with almost 50% of organisations
undertaking stewardship activities and a
further 25% considering introducing them
in2021.

of respondents use exclusions within
their investment portfolio. Tobacco
and controversial weapons are
the most common exclusions with
climate focused exclusions becoming
more common.

NFPs remain resolute in their focus on ESG
factors as part of their investments and
governance.

We advise actively directing
investments towards positive
ESG assets and asset classes,
rather than considering
divestment as the only option.

The impact of climate change on investment
portfolios is an area of increased focus.

Undertake stewardship activities in support of
ESG integration

M 45% Yes

I 26% No, but we are considering
introducing in the next 12
months

28% No and we do not
plan to introduce

Does your organisation explicitly exclude sectors?

Tobacco

Controversial weapons
Coal

Alcohol

Fossil fuels

Tarsands

Conventional weapons

Adult entertainment _ 29%
Gambling _ 29%
Cannabis - 11%
Other - 16%

Exclude any sectors within your investment
portfolio

M 66% ves

I 17% No, but we are considering
introducing in the next 12
months

17% No and we do not
plan to introduce




About us

Mercer is a leading global provider of consulting, outsourcing and investment services, with more than 25,000 clients worldwide. Mercer consultants help clients design
and manage health, retirement and other benefits and optimize human capital. The firm also provides customized administration, technology and total benefit outsourcing
solutions. Mercer’s investment services include global leadership in investment consulting and multimanager investment management.

Mercer’s global network of more than 20,000 employees, based in over 40 countries, helps ensure integrated, worldwide solutions. Our consultants work with clients to
develop solutions that address global and country-specific challenges and opportunities. Mercer is experienced in assisting both major and growing, midsize companies.

The company is a wholly owned subsidiary of Marsh & McLennan Companies, Inc., which lists its stock (ticker symbol: MMC) on the New York, Chicago and London stock
exchanges.

About this survey

Mercer conducted a survey on NFP sector. The goal of this survey is to provide insights into trends and
challenges that are shaping the not-for-profit industry, helping to equip organisation to face these
challenges and positioned to capture opportunities.

58

Organizations Participating in the Survey

: November-December 2020

Data Effective Date
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Important notices

The investment solutions described in this
report may be delivered by different Mercer
entities, depending on where you are based.
Not all services described may be available in
your jurisdiction. Please contact your Mercer
representative to see what services are available
to you.

Certain regulated services in Europe are provided by
Mercer Global Investments Europe Limited, Mercer
(Ireland) Limited and Mercer Limited. Mercer Global
Investments Europe Limited and Mercer (Ireland)
Limited are regulated by the Central Bank of Ireland.
Mercer Limited is authorized and regulated by the
Financial Conduct Authority. Registered in England
and Wales No. 984275. Registered Office: 1 Tower Place
West, Tower Place, London EC3R 5BU.

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

Nothing in these documents should be viewed as

the provision of investment advice. Information
provided is for information purposes only to assist
clients to evaluate investment solutions options that
may be suitable for their needs. Any decision on what
investment strategy to follow is the clients’ decision.
Nothing in this document constitutes advice, 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.

Past performance does not guarantee future results.
Mercer’s ratings do not constitute individualized
investment advice. The value of your 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 carry additional
risks that should be considered before choosing

an investment manager or making an investment
decision.

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.

Information contained herein may contain information
from 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.

For the most recent approved ratings of an investment
strategy, and a fuller explanation of their meanings,
contact your Mercer representative.

When receiving investment advice from Mercer, the
advice provided can relate to solutions from both

third parties and Mercer group entities. As a result,
Mercer does not promote, nor should you consider, the
advice provided as being independent. This conflict

21

is addressed in more detail in our Conflicts of Interest
Statement. For Mercer’s conflict of interest disclosures,
contact your Mercer representative or see www.
mercer.com/conflictsofinterest.

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.

When Mercer provides its views on asset allocation
strategies that it believes may be appropriate to

meet a client’s needs, Mercer is not recommending
that a client should invest or divest from any specific
financial instrument or fund. Any decision to buy or
sell a specific instrument or fund based on information
provided by Mercer is the clients decision and should
not be viewed as a recommendation by Mercer to buy
or sell any financial instrument or fund.

This material may contain confidential and proprietary
information of Mercer and is intended for the exclusive
use of the parties to whom it was provided by Mercer.
Its content may not be modified, sold or otherwise
provided, in whole or in part, to any other person or
entity, without Mercer’s prior written permission. The
findings, ratings and/or opinions expressed herein

are the intellectual property of Mercer and are subject
to change without notice. They are not intended to
convey any guarantees as to the future performance
of the investment products, asset classes or capital
markets discussed.
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When Mercer provides assistance through a manager selection service, it may consider a wider range of potential managers for specific strategies than those available
through a Mercer Delegated Solution. Managers or Funds available on through a Delegated Solution may therefore differ to those recommended through a manager
selection exercise.

Delegated Solutions can only be provided through certain Mercer entities. If you choose to implement all or part of your strategy through such solutions, you will be
required to contract separately with the relevant Mercer Delegated Solutions entity.

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




Contact

For further information, please contact
us, or visit www.mercer.com

Amit Popat Paul Fleming
Europe and IMETA Head of Not for profit UK Head of Not for profit
amit.popat@mercer.com paul.fleming@mercer.com

@ Mercer

© 2021 Mercer LLC. All rights reserved.
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