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Global financial markets started the new decade with the worst quarter since the
end of 2008, following the unprecedented synchronised shutdown affecting much of
the world economy amid the global COVID-19 pandemic. This has lead to significant
focus on the performance of DC defaults over the quarter.

Whilst this update addresses the shorter term performance of Mercer SmartPath we
also want to use this as an opportunity to remind investors of the long-term nature
of pension savings. We remain confident in our SmartPath approach.

The SmartPath design takes into consideration a number of guiding principles as well as
incorporating Mercer’s key investment beliefs. For the purposes of this update we want to
highlight the following:

Whole of Life Approach Intelligent Diversification Dynamic Asset Allocation

Whole of Life Approach

The Mercer Growth Fund is used in the growth phase of all SmartPath solutions. It's important
that during this phase of a member’s life they see an increase in the purchasing power of their
retirement savings. The chart below shows how the Growth Fund has continued to meet its
target and beat inflation over the longer-term, since its inception in August 2011.
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Source: Thomson Reuters Datastream and MWS provider. Figures for Mercer Growth are shown net of investment fees.
Target taken as FTSE GBP 1 Month EurodepositIndex + 4% p.a. Performance shown for illustrative purposes only.
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As a member approaches retirement and starts drawing an income from their retirement
savings it’s important to reduce volatility and risk in line with member’s reduced ability to
recover from large market falls. This additional protection is delivered through the Mercer
Diversified Retirement Fund (DRF), used throughout Mercer’s SmartPath targeting drawdown.
The chart below shows how we have protected member value over the quarter, showing
performance for Mercer Growth, Mercer DRF and for the target retirement funds for members
within 7, 5, 3 and 1 year(s) from retirement. Our target retirement fund aimed at members
retiring in 2021 (TRF 2021) experienced less than 40% of the fall seen in global equity values.
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Intelligent Diversification

Strategic asset allocation is the most important decision when designing an investment
portfolio and we strongly believe that genuine diversification is beneficial to investment
outcomes. We are constantly evolving our portfolio, looking for new asset classes and
opportunities to diversify.

The charts below show how we have evolved the strategic allocation of the Mercer Growth
fund in the last two years. We have diversified our equity holding by introducing
infrastructure equity, sustainable global equity, and multi-factor global equity allocations and
increasing our small cap and emerging market equity exposures whilst reducing our UK
equity exposure. We have also reduced the overall weighting to equities and redeployed this

capital into growth fixed income (green in the pie chart). Multi-Factor

Corporate Bonds Global Equity

Global High Yield

B .
onds Sustainable Global
Emerging Market Equity

Bonds UK Equity

Absolute Return
Bonds

Global Listed
Property

Low Volatility

Equit
auity Global Listed

) Infrastructure
Small Cap Equity

Emerging Market
Equity Overseas Equity

®& MERCER



Dynamic asset allocation

Markets can move asset prices away from “fair value” for
significant periods of time, medium term dynamic asset
allocation views can add value and mitigate risk.

A View from the Portfolio Managers

44

The first quarter of 2020 was tough for most asset classes, with equities down around
€.20%. Markets faired worse in mid to late March, with a significant liquidity squeeze seeing
equities, bonds and even gold selling off. As correlations between asset classes tended
toward one, diversification benefits in portfolios were muted.

Over the quarter our positions in emerging markets and high yield bonds detracted from
our performance. Although our large overweight to emerging market equities detracted
from performance versus a neutral position, this was taken via an underweight to other
equity classes which also heavily underperformed, somewhat dampening the effect. Whilst
we saw some underperformance in our tilts over the quarter, post-quarter end a number of
tilts have added value, including some opportunities we tilted towards during the quarter.

With regards to positioning over the quarter, though we remain positive on the narrative of
the emerging world, we trimmed our overweight to emerging market equities during the
quarter amidst our concern that certain countries are ill equipped to deal with the virus. We
used the proceeds to buy developed small cap equity as it was exhibiting attractive
valuations. We also decided to buy listed infrastructure as the sharp sell-off had lead to
more attractive valuations, and we felt it would likely be a beneficiary from any fiscal
reform aimed at restarting economies. Additionally, listed infrastructure companies have
inflation linked pricing power, a desirable characteristic in a world where there is a good
chance of an inflationary impulse.

The current crisis has led to widening in investment grade credit spreads, and we thought
the time was opportune to bring our investment grade credit underweight to a neutral
level. The high yield market came under intense pressure in the most recent sell off, pricing
in a significant number of defaults. We view the pricing as overly pessimistic as we believe
governments and central banks will do everything they can to prevent businesses from
failing and their credit lines drying up. That, in our view, should limit the extent of defaults
and lead to tighter credit spreads. As a result, we increased our overweight to high yield
debt. We funded the increase to global high yield and investment grade credit through
reductions in emerging market debt, absolute return fixed income, and a small reduction
in cash.
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Taking advantage of a recovery

Following a tough first quarter, we have seen a recovery and a more normal relationships
return between asset classes. Instead of moving to a completely risk off position in the
portfolio during the downturn in March, we were able to position the portfolio to take
advantage of this recovery and gain additional value:

Small cap has had a recovery
of almost 12% since the end
of March, while market cap
equities have returned only

High vield bonds had a The position in favour of
strong recovery in April, emerging markets and listed
outperforming absolute infrastructure is also

return bonds, and we expect benefiting performance as
this position to continue to we see strong performance
benefit the portfolio in these asset classes

9%, adding to the value
gained

Rupert Watson
Head of Asset Allocation

Rupert is Head of Asset Allocation for Mercer’s investment
management business in Europe. He joined Mercer in May 2013 and
is responsible for the asset allocation strategy of our discretionary
mandates, both in terms of dynamic and strategic allocation.

Ciara Wyer
Multi Asset Investment Manager

Ciara is a CFA® Charterholder with over 15 years’ experience in
investment management . Since joining Mercer’s equities portfolio
management team in 2011, Ciara has worked across various asset
classes and is responsible for the investment strategy and asset
allocation of our Multi Asset investments across Europe, Middle East
and Africa.

Important notices

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

© 2020 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided
by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s
prior written permission. This does not contain regulated investmentadvice in respect of actions you should take. No investment decision
should be made based on this information without obtaining prior specific, professional advice relating to your own circumstances. This
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products or constitute a solicitation on behalf of any of the investment managers, their affiliates, products or strategies that Mercer may
evaluate or recommend. For Mercer’s conflict of interest disclosures, contact your Mercer representative or click . Please also note the
value of investments can go down as well as up and you may not get back the amount you have invested. Past Performance is not a reliable
indicator of future results. In addition investments denominated in a foreign currency will fluctuate with the value of the currency.
Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer
has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information
presented and takes no responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or
inaccuracy in the data supplied by any third party. Mercer Limited is authorised and regulated by the Financial Conduct Authority.
Registeredin England and Wales No. 984275. Registered Office: 1 Tower Place West, Tower Place, London EC3R 5BU.
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