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Introduction

Welcome to Mercer’s post COVID-19 survey results for
Institutional Wealth clients in the Pacific region. In
unprecedented times, we want to help you stay informed
with the latest insights and industry trends. This survey
provides important insights into how investors are thinking
about opportunities under the “new normal”.
Our survey respondents reflect a broad spectrum of clients
across banks, Defined Benefit (DB), Defined Contribution
(DC), Endowments and Foundations (E&F) and insurance
clients in Australia and New Zealand. Mercer produces large
volumes of proprietary research and this survey will be used
to influence our strategic and manager research agenda.1
COVID-19 has been an extraordinary event for the global
economy and capital markets. The COVID-19 pandemic
remains first and foremost a humanitarian crisis, augmented
by an abrupt, severe reduction in economic activity globally.

While Australia and New Zealand have been relatively more
successful in containing the pandemic, the potential
duration and severity of the weakening for the global
economy remains the subject of much debate. What is clear
is that recent months have seen unprecedented changes
that have challenged long held beliefs about investments
but also about our ways of working. The implementation of
monetary and fiscal policy by central banks has now moved
beyond conventional in a “lower for longer” economic
environment and has a subsequent impact on investment
returns. In addition, the crisis affirmed the rise of the great
divide in population income and wealth inequality, political
polarisation and East versus West.

Dr Harry Liem
Director of Strategic Research and
Head of Capital Markets, Pacific

Once the pandemic subsides, clients will be left pondering
several questions: where can institutional investors add
value? How can firms ensure the safety and well-being of
employees? How will client behaviour change, and to what
extent will digital channels become the norm for
interaction?
We trust the results from this survey will provide you with
useful insights into our Brave New World.
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Access local and global investment staff for our best thinking and our strategic research on https://src.mercer.com
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Key survey
highlights
1. Global economic recovery

2. Megatrends likely to influence
asset returns

The majority of clients expect the global
economic recovery to be either U shaped
(49%) or W shaped (35%) with a resurgence
of the pandemic and geopolitical risk
potentially slowing the recovery.

49%
35%

U shaped

De-globalisation (33%) is expected to be
the megatrend of most concern which
focuses on protectionism, supply chain
disruption and East versus West tensions.
The other megatrend expected to have top
priority influencing asset returns (33%) is
the new “big brother” environment
whereby an increase in government debt
and money supply is used for fiscal policy,
Quantitative Easing (QE), Modern
MonetaryTheory (MMT) and direct market
intervention.

W shaped

33%

De-globalisation

33%

Big brother

3. How long before the debt bubble
pops?
The majority of respondents (59%) expect
the increase in government debt to
eventually lead to higher taxes and the sale
of state assets. The printing of money and
debt monetization is ranked second (26%).

59%

Government debt

26%

Printing of
money & debt
monetization

4. Domination in a brave
new world
In the brave new world, multinationals
(39%) will dominate economically, rather
than individual countries such as China
(33%) or the US (21%).

39%
rate Multinationals to dominate
economically
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5. Investment lessons

7. Changes to asset allocation

8. Sources of value add

Respondents consider the most important
investment lesson to be the sticking to the
long term strategic asset allocation and
asset mix (60%).

Clients are looking to:

As sources of value add clients consider:

60%

Strategic asset
allocation / asset mix

6. Responsible investments post
COVID-19
The majority of clients expect the focus on
responsible investment to be the same
(48%) or increase (48%).

48%

48%

Same

Increase

Reduce allocations to
sovereign bonds, hedge
funds and real estate
Dynamic asset allocation (DAA)
Tactical asset allocation (TAA)
Strategic asset allocation (SAA)
Thematic approaches
Environmental Social Governance (ESG)
Increase allocations to
equity, credit and

9. Equity styles

inflation linked bonds
In terms of equity styles, there is strong
interest in growth and quality (48%),
thematic (28%) and value approaches
(28%)

48%

Growth & quality
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Key insights
Stay the course

Plan for transformation

Stay competitive

Institutional investors acknowledge the importance of
staying the course with robust and stress tested portfolios,
and setting realistic expectations and investment objectives
under a post COVID-19 “new normal”. At the same time, with
geopolitical and market volatility expected to continue in
the near term, respondents acknowledge the potential

Even before COVID-19 we concluded we would see a
decade of lower returns as reflected in our capital market
assumptions, a focus on risk management, increased
regulation, disruption and disintermediation as we enter
the Digital Age.2 COVID-19 has brought these trends
forward as we are now facing a second wave of
e-commerce, physical and virtual changes to society in
terms of transport, ways of working, potential housing
density/de-urbanisation plans3 and the increased use of
technology for meetings, remote learning and virtual
events.4 Growth will be harder to come by which is

To stay competitive after the disruption from COVID-19,
institutional investors must evolve. While the focus of this
survey has been on the more traditional investment risks, in
the post COVID-19 world, firms must broaden that out to
encompass business continuity planning, cyber and
reputational risk. Only then can employees stay safe and
focused, clients confident in investment operations, and
successful investment outcomes be delivered in the “new
normal”.

contribution from DAA/TAA and thematic investing. Every
quarter Mercer provides extensive DAA and Capital Market
reports with both stochastic and deterministic projections
and scenario/ stress testing analysis at a portfolio level for
this exact reason.

perhaps why respondents place a premium on growth,
quality and technology stocks.

2 Liem,

H., Investment Wisdom for the Digital Age, Mercer, Dec 2019. https://www.mercer.com.au/what-we-do/events/investment-wisdom-for-the-digital-age.html
to a recent Oliver Wyman survey, nearly one in six Americans is planning or considering moving because of the pandemic.
https://www.oliverwymanforum.com/city-readiness/2020/jun/putting-numbers-on-the-coronavirus-challenge-to-cities.html
4 https://www.forbes.com/sites/bernardmarr/2020/03/17/how-the-covid-19-pandemic-is-fast-tracking-digital-transformation-in-companies/#6ca45dbfa8ee
3 According
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The global
economic
recovery into
the coming
decade

The global economic recovery into the coming decade will be:
U shaped - lower for longer, but return
to trend growth eventually
W shaped - additional events like pandemics
or geopolitics will slow the recovery
V shaped - technology will assist or a
vaccine found
L shaped - lost decade (stagnation/
Japanification) or stagflation

0%

10%

20%

30%

40%

50%

60%

The global economy continues to face significant uncertainty surrounding possible recovery trajectories as governments
around the world have responded in a variety of manners to COVID-19, depending on their priority on virus containment or
economic growth, their stage of economic development and available medical resources. The base case however, remains
for a “U” shaped recovery by 2021.
Leaving aside the possibility of a COVID-19 pandemic resurgence, there is concern on additional volatility spikes that could
result from geopolitical risks such as tensions in the Middle East or in Asia (Hong Kong / Korea), terrorist and cyberattacks.
The majority of clients therefore expect the global economic recovery to be either U shaped (49%) or W shaped (35%) with
a resurgence of the pandemic and geopolitical risk potentially slowing the recovery. While there is some hope for a
vaccine in the near term (14%), few respondents are pricing in long term stagnation or stagflation.

The base case however,
remains for a "U" shaped
recovery by 2021.
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Megatrends

Which megatrends are likely to influence asset returns over the next 1-3 years ?

De-globalisation: protectionism, supply chain
disruption, East versus West
Big brother: fiscal policy, QE, MMT, intervention
New ways of working & living: 2nd wave of e-commerce, physical &
virtual changes to society (transport, housing density/de-urbanisation,
technology)
Geopolitics: new imperialism, terrorism, OPEC
ESG: environmental, social, governance
The great divide: income/wealth/health/age based inequality,
political polarisation and uncertainty
Future of energy: energy policies and costs
Some like it hot: climate change, extreme weather

0%

10%

20%

1= Most important

30%
2

40%
3

50%
4

60%
5

70%
6

80%
7

90%

100%

8 = Least important

We provided respondents with megatrends along several dimensions, ranging from economic (big brother style fiscal and
monetary intervention), political (de-globalization, protectionism and East vs West), social (the great divide in
income/wealth and polarization), environmental (climate change, extreme weather, ESG), COVID-19 disruption (new ways
of working and living) and other (terrorism, OPEC, energy prices, etc.)
De-globalisation (33%) is the megatrend expected to be most influencing asset returns, which focuses on
protectionism, supply chain disruption and East versus West tensions.
In addition, 33% of respondents consider the “big brother” environment top influence, with an increase in government
debt is used for fiscal policy, QE, MMT and market intervention.5
Economic and political factors are expected to dominate social and environmental considerations as immediate
influence over asset returns.
5

Governments have been intervening in modern financial markets since the 1987 crash when the Working Group on Financial Markets was

officially created to advise during turbulent markets. The current level of intervention is however unprecedented.
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Market
environment

The increase in government debt will lead to :
Higher taxes and sale of state assets -we'll pay for it

Printing money - inflating out of debt / debt monetisation

Higher growth - debasement of debt
Until debt do us part - fallout, for example, the end of the Eurozone

Nationalisation - subsidy and crowding out of private finance
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1= Most important
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5 = Least important

How long before the debt bubble pops?
The majority of respondents (59%) expect the increase in government debt to eventually lead to higher taxes and
the sale of state assets.
The printing of money and debt monetisation is ranked second (26%), and the growing out of debt third (9%).
Only a small minority expect a complete debt fallout leading to a major crisis (3%), or nationalisation and crowding
out of private finance (3%).

The post-COVID world will be economically dominated by:

39% of respondents expects the “new normal” to be

Multi-nationals

39%

dominated by multi-nationals, rather than a hegemony
of super powers like the US or China.
China (33%) is more likely to dominate than the US
(21%).
A small percentage of respondents suggest
stakeholders other than shareholders could become a

China

33%

US

Stakeholders rather than
shareholders

21%

6%

major influence, like debt providers/asset acquirers.
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Investment
lessons

What investment lessons have you learned from COVID-19

Strategic asset allocation / asset mix

Investment objectives

Stress testing / scenario planning
Liquidity

Downside protection

Operational due diligence

TAA / DAA / tactical tilts

Fund manager selection

Re-balancing ranges

Collateral management
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Most important

30%

40%

Important

50%

60%

70%

80%

90%

100%

Least important

Respondents consider the most important investment lesson to be the sticking to the long term strategic asset
allocation/asset mix (60%), investment objectives (50%) and appropriate stress testing/scenario planning (44%).
Liquidity and downside protection were also considered important lessons as the financial system was put under
severe stress.
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Responsible
investments
post COVID-19

Post COVID-19, do you think the focus on responsible investments for your organisation will be:

More important

48%
48%

Same

Less important

4%

An even number expect
the focus on responsible
investment to be the
same or increase post
COVID-19.
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Which asset classes are you most likely to increase or reduce allocation to?

Changes to
asset
allocation

Equities

Fixed income - sovereign bonds

Fixed income - inflation linked bonds

29%

63%

8%

4%

63%

33%

75%

4%

Reduce

21%

Same
26%

74%

Investment grade credit

Increase
High yield / EMD / bank loans

33%

40%

Alternatives - infrastructure

17%

Alternatives - real estate

17%

15%

45%
63%

21%

75%

6%
0%

32%

44%

22%

Alternatives - hedge funds

Alternatives - other

36%

32%

Private debt

Alternatives - private equity

5%

86%

9%

8%

25%

69%
10%

20%

30%

40%

Clients are looking to increase allocations to equities
and reduce allocations to sovereign bonds. This is
understandable, given the low yields and the need to
meet investment objectives.
Interest in inflation linked bonds is increasing given
the stimulative monetary environment potentially
triggering inflation.
There is also increased interest in investment grade
credit as clients move up the credit curve and out of
sovereigns.

50%

60%

70%

80%

90%

100%

The demand for most alternative assets is quite
balanced, apart from hedge funds where clients on
balance want to reduce exposure, which may reflect
some of the recent experience in up and down
markets, the higher fees involved and the current low
cash hurdle.
In addition more clients are looking to reduce real
estate given concerns on especially the retail sector.
There is also substantial interest in exploring “other”
alternative assets.
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Sources of
add
value
value add

What do you consider sources of value add under the "new normal"

DAA/TAA - Dynamic or tactical asset allocation
SAA - Strategic asset allocation
Thematic approaches
ESG
Fee negotiations / passive investment
Big data
Manager selection
Long horizon - providing liquidity
Economies of scale (mercer/pooling of resources)
Technology (processing speed, AI, algorithmic trading)
Stock selection
Regional approaches eg greater tilts in country based equity allocations
Venture / greenfield investing
Disintermediation / Co-investment
Outsourcing of investments
Decarbonisation
Shareholder activism
Insourcing of investments
0%
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As primary sources of value add under the “new normal” market conditions, clients consider DAA/TAA (58%),
SAA (54%), thematic approaches and ESG (50%), and fee negotiations/passive investment (42%).
Of some importance is big data (38%), manager selection, long horizon liquidity provision and economies of scale
(33%), stock selection and technology/AI (29%).
At the bottom of the choices are outsourcing of investments and decarbonisation (13%) and shareholder
activism and insourcing of investments (8%).
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Equity styles

The equity style(s) you are likely to overweight in an immediate post COVID-19 world

Quality
Growth (technology, healthcare)
Value
Thematic
Emerging markets
Low volatility
ESG
Size
High dividend
Quant
Momentum

0%

Long short / market neutral

0%

0%

10%

20%

30%

40%

50%

60%

In terms of equity styles, there is strong interest in quality and growth (48%), value approaches and thematic
(28%), which is not surprising given the increased interest in technology and healthcare companies, with the
move to different ways of working, and also the extreme conditions currently facing value investors.
There is some interest in Low volatility (20%), ESG and high dividend (12%) as more defensive styles.
There is little interest in quant (4%), long short market neutral (0%) and momentum (0%) which is consistent with
the reduced interest in hedge funds and alternative risk premia as investors focus on core betas in plain vanilla
form.
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Non-investment
issues under the

In terms of non-investment issues respondents are dealing with, social distancing, staff welfare, technology and
cost pressures top the list.

Client interaction is more likely to become more remote via video conferencing, and respondents question
physical office space and return to work issues.

"new normal"

Institutional investors in general are faced with tighter budgets for professional development, additional
analytics and additional hires.

At the same time there has been a significant lift in terms of engaging with clients and leading remote teams.

Board education has increased with a focus on stakeholder management in a debtladen world. Increasingly
anxious directors/trustees are questioning operations and established governance structures.

University Endowments are preparing for reduced international student flows.

Foundations are looking at reduced donations, potential redundancies and engaging with donors.

Insurance clients are considering emerging liabilities and premium issues.
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About
this survey

The survey
covers 38
organisations
across
Australia &
New Zealand
with over
US$310 billion5
in funds under
management

Breakdown of clients by type:
Organisation type

%

DC pension plan

24

Insurance company

22

Wealth management / financial planning

14

Endowment / Foundation

14

DB pension plan

11

Trustee of DB and DC plans

6

Bank

3

Scheme

3

University

3

Worker entitlement fund

3

Split of funds under management in US$
<500 million

24%

500-1 billion

24%

1-10 billion

10 billion +

5

27%

24%

USD currency exchange rate as at 6 July 2020, www.xe.com
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Important
notices
This document has been prepared by Mercer Investments
(Australia) Limited (MIAL) ABN 66 008 612 397, Australian
Financial Services Licence #244385.
References to Mercer shall be construed to include Mercer
LLC and/or its associated companies.
© 2020 Mercer LLC. All rights reserved.
This contains con dential 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
modi ed, sold or otherwise provided, in whole or in part,
to any other person or entity, without Mercer’s prior
written permission.
The material contained in this document is based on
information received in good faith from sources within
the market and on our understanding of legislation and
government press releases at the date of publication
which we believe to be reliable and accurate. Neither
Mercer nor any of its related parties accepts any
responsibility for any inaccuracy.
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. Past performance does not guarantee future
results. Mercer's ratings and information in this report do
not constitute individualised investment advice.
Information contained herein has been obtained from a
range of third-party sources. Although the information is
believed to be reliable, Mercer has not sought to verify it
independently.

Any advice contained in this document is of a general
nature only, and does not take into account the objectives,
financial situation or personal needs of any particular
individual. Prior to acting on any information contained in
this document, you need to consider the appropriateness
of the advice taking into account your own objectives,
financial situation and needs, consider the Product
Disclosure Statement for any product you are considering,
and seek professional advice from a licensed, or
appropriately authorised financial adviser if you are unsure
of what action to take.
This does not constitute an offer or a solicitation of an offer to
buy or sell securities, commodities and/or any other nancial
instruments or products or constitute a solicitation on behalf
of any investment managers, their af liates, products or
strategies that Mercer may evaluate or recommend.
For the most recent approved ratings of an investment
strategy, and a fuller explanation of their meanings, contact
your Mercer representative. For Mercer’s confli t 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.
Risk Warnings: 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 uctuate 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’ is a registered trademark of Mercer (Australia) Pty Ltd
ABN 32 005 315 917.
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Contact

For further information, please contact us using
the details below, or visit
mercer.com.au
Dr Harry Liem
T: +61 2 8864 6305
harry.liem@mercer.com

